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Executive Summary 


The issue of emigration and brain drain has been a considerable worry for the economy of Lithuania 
 almost immediately since gaining independence from the Soviet Union in 1990. Many have feared the 
 long term repercussions of such a phenomenon on the sustainability of economic growth in the small 
 Baltic republic if nothing is done to curtail the issue.  


This paper sought after investigating to what extent brain drain has and will pose economic pressures 
 that may lead to long term decline in development and living standards in the event the issue worsens 
 over time, by combining economic and demographic data about the country over time, particularly 
 since independence, and compiling and applying them to general economic theory that can explain 
 trends in small open economies both in the short and the long term, it was found and concluded that 
 although the issue of brain drain should not be taken lightly, it’s not necessarily a guarantee that the 
 Lithuanian economy will struggle. 


Whilst labour, particularly effective labour is an important factor for long-term development, other 
 factors, particularly the continued advancement in the level of technology and labour augmenting 
 capabilities within and amongst the workforce was proven to be the defining factor for sustaining 
 economic growth even in the face of a declining and ageing population.  


In order to facilitate such advancements, it was recommended that Lithuania continue attracting FDI in 
 labour augmenting activities, which have proven to yield successful thus far due to the effective 


establishment of legislation and infrastructure to support such investments. Additionally, it was urged 
that Lithuania address its immigration practices in making them more effective in attracting foreign 
effective labour to offset the loss of skilled local workers to emigration. 
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Introduction 



“If you want a more productive economy, you need to invest in the skills of our  workforce.” – Jeremy Corbyn
1

It has often been a common consensus that the talent, size and skillset of a nation’s working population 
 is essential in its propensity for economic growth and development. Such a paradigm has played a visible 
 and active role in the emergence of many nations throughout history. As a matter of fact, in particular 
 case  studies,  developing  the  abilities  of  a  growing  labour  force  by  means  of  raising  investment  in 
 education,  has  played  a  profound  role  in  transforming  low  income  countries,  to  some  with  large 
 economic  and  political  influence.  South  Korea  is  a  prime  example  of  such  policies  yielding  powerful 
 returns (Isozaki, 2019). 


However,  as  time  has  progressed,  so  has  the  global  landscape.  International  legislature,  geopolitical 
 relationships and technological advancements have all contributed to a world that operates somewhat 
 differently to when these classical paradigms could be fully applied. 


The most basic form of economic theory defines that the productivity of any country is defined by the 
 size of its capital, labour and level of technology (Mankiw & Taylor, 2014): 



𝑌 = 𝐹(𝐾, 𝐿) 


𝑌 = 𝑜𝑢𝑡𝑝𝑢𝑡 
 𝐾 = 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 
 𝐿 = 𝑙𝑎𝑏𝑜𝑢𝑟 


To  expound  upon  this  idea,  additional  theory  under  the  Solow  Model,  which  serves  as  a  dynamic 
 framework to view economic development in the long-run, suggests that any given nation’s output is 
 determined by its utilisation of capital, as well as the availability of labour especially “effective/efficient 
 labour” (Mankiw & Taylor, 2014). 


𝑌 = 𝐹(𝐾, 𝐿 × 𝐸) 


𝐿 × 𝐸 = 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑒𝑓𝑓𝑒𝑐𝑡𝑖𝑣𝑒 𝑤𝑜𝑟𝑘𝑒𝑟𝑠 


A key assumption behind the applicability of the model is the growth a nation’s general and effective 
 labour force, which is a common characteristic of all developing nations throughout history. Traditionally, 
 most  emerging  countries  have  predominantly  youthful  populations,  accompanied  by  a  continuous 
 growth in overall population size. 


1 (Corbyn, 2020) 
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 What happens however when these assumptions are no longer met? What happens when a nation on 
 the  cusp  of  breaking  from  an  emerging  market  to  a  fully-developed  status doesn’t have  a  youthful 
 population. Furthermore, what are the implications further influence the issue when population growth 
 is  not  only  stagnant,  but  negative  as  a  result  of  losing  much  of  its  prospective  effective  labour  to 
 emigration.  


Such  a  scenario  sets  the  stage  for  the reality  of many  emerging  European  nations  who  only  recently 
 achieved  their  independence  after  liberalisation  from  the  Soviet  Union  .  Amongst  them,  the  issue  is 
 particularly worrisome in the Republic of Lithuania, a small Baltic nation that has lost approximately 25% 


of its population in only 30 years; predominantly as a result of emigration (Ubarevičienė & van Ham, 
 2017).  


Immediately  after  achieving  independence  on  March  11,  1990,  Lithuania  set  its  sights  for  a  free 
 democratic tomorrow, emerging from the quagmire of centuries of occupation and several decades of 
 communism. The road forward would not be easy. Not only would the country have to re-draw all the 
 policies put in place by foreign administrations, it also had to find ways to bring its population out of a 
 Soviet economic mentality, if the visions for a free-market economy were to bear any fruit. For the larger 
 part of its existence as a free nation, Lithuania’s primary state of affairs involved greater integration with 
 the free world, whilst essentially playing economic and developmental “catchup” with the majority of its 
 western European counterparts (Eidintas, Bumblauskas, Kulakauskas, & Tamosaistis, 2013). 


The  path  was  turbulent,  as  the  notion  of  converting  planned  economies  into  free  ones  was  vastly 
 uncharted territory. Lithuania struggled in its first years as a new republic, but found its footing, and 
 quickly established an economic prowess boasting impressive growth rates. Despite being struck by 2 
 economic recessions in 1992 and 2008, the latter being the most devastating, the country has averaged 
 an annual GDP growth of 4.3%, higher than today’s average EU growth rate of 2.0% (The World Bank, 
 2020).  



Problem Statement and Research Question 


Today  most  of  Lithuania’s economic  indicators  show  signals  of  promising  economic  development. 


However,  given  the  annual  loss  of  young  talent  to  emigration,  coupled  with  an  increasingly  ageing 
 population, questions are being asked as to how sustainable continued growth will be in the foreseeable 
 future.  


The  unique  situation  in  Lithuania  poses  some  intriguing  questions  that  need  to  be  asked  of  existing 
economic theory. As the regular assumptions for young growing populations fail to be met, coupled with 
relatively low net migratory losses and predominantly low FDI levels, complications arise as the regular 
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 paradigms and characteristics present in economic theory are not entirely present. That said, in spite of 
 the  circumstances,  Lithuania  has  managed  to  exhibit  strong  growth  trends  in  the  face  of  a  potential 
 looming  crisis.  Whilst  typical  factors  of  production  decrease,  Lithuania’s  economic  progression 
 continually rises, as does its other indicators in visualising holistic development.  


Somewhere throughout Lithuania’s young history since liberation, policy makers, economists and key 
 decision  makers  got  things  right;  and  they  did  so  in  the  face  of  entirely  uncharted  territory  in 
 transforming a planned economy to a market economy in the span of a decade. 


In summary, it would appear that certain aspects of economic theory need to be revisited, and potentially 
 amalgamated in order to truly explain the situation in Lithuania and its counterparts. Not only as a means 
 of  trying  to  make  sense  of  the  country’s  economic  development  despite  the  supposed  adverse 
 conditions,  but  also  trying  to  provide  future  value  as  other  countries  in  similar  positions  attempt  to 
 achieve their own successes.  


Alongside  this  analysis,  a  natural  next  step  would  be  to  gain  a  more  concrete  and  elaborate 
 understanding on the concept of brain drain, and what positive and negative implications these pose on 
 young  and  developing  nations  in  the  21st  century.  Developing  a  concise  appreciation  and 
 acknowledgement  of  the  concept  is  also  a  quality  of  increasing  importance  as  the  world  continually 
 embraces a greater ease of mobility, not just in leisure terms, but of labour as well. 


Therefore the following questions arise: 


1)  What threats do declining populations pose upon the future of the Lithuanian economy? 


2)  What economic factors are most important to prioritise to ensure economic growth? 


3)  To what extent can remittances aid the development of the Lithuanian economy? 


4)  How  can  economic  theory  explain  the  difficulties  with  regards  to  Lithuanian  unemployment, 
 considering it is a highly influential push factor for emigration? 


All of these questions lead up to the prime research question investigated by this paper:  



“In what ways  will emigration and brain drain affect the sustainability of  Lithuanian economic growth, and how can sustained economic development 



continue to be achieved?” 
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Methodology and Structure 


In order to gain as holistic a view of the current specific problem faced by Lithuania, the paper will be 
 structured as follows.  


The first sections of this paper will involve the combined collection of quantitative data in the form of 
 official country statistics, and qualitative data in the form of detailed descriptions of some of the key 
 events that have unfolded in the country, particularly since independence, that can provide explanatory 
 power to some of the trends visualise in the quantitative data. By mixing the two methods together, the 
 aim is to gain both a visual and tangible representation of the development of various economic and 
 demographic factors over time, whilst being offered all the relevant information to understand how and 
 why these trends are presented in the way they are. 


Following the presentation of raw country-specific information and data, a compilation of literature will 
 be reviewed as a means of gaining a superior understanding the phenomenon of brain drain and the 
 nuances around it. By nuances, these refer to the  various opportunities and threats they post to the 
 economy in focus, and additionally how various push and pull factors influence the degree to which the 
 problem affects the nation.  


In  introducing  and  applying  theory  to  analyse  the  problem  at  hand,  a  mixture  of  an  inductive  and 
deductive  approach  (Grønhøj  &  Bergenholtz,  2016)  will  be  used.  What  this  means  is  that  an 
understanding of data and previous hypotheses and results of various studies about brain drain, in and 
out of the Lithuanian case, will be used to define what theories are most necessary and applicable to 
effectively investigate the issue at hand. However in terms of actual analysis, the processing of all trends 
and  information  from  previous  sections  will  be  centred  around  the  selected  theories  in  order  to  not 
necessarily synthesise new theories or hypotheses, but rather confirm or reject some of the assumption 
previously  made  about  how  emigration  will  affect  Lithuanian  economic  growth,  and  how  economic 
growth can be sustained in the face of such pressures. 
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A Brief History of Lithuania 


In  order  to  fully  appreciate  the  nation  that  is  in  focus  throughout  this  paper,  gaining  at  least  a  brief 
 understanding of its history and background would be highly valuable in understanding the context from 
 which many of the present day constructs have been formed. These constructs can include, but are not 
 limited to societal behaviours and tendencies, culture, economic prowess and geopolitical relations. 


The Republic of Lithuania today is comprised of a relatively small land mass along the Baltic Sea. With a 
 total area of only about 65,300 square kilometres (Central Intelligence Agency, 2020), it is drastically 
 smaller in comparison to its historic size, where at its 15th century peak, the country spanned from the 
 Baltic Sea all the way to the Black Sea, with territories spanning the areas that today make up part of 
 Latvia, Russia, Belarus, Poland, Ukraine and Moldova .  


Fate  would  however  prove  cruel  to  the  nation  following  the  collapse  of  the  Polish-Lithuanian 
 Commonwealth in 1795, whereby territories were partitioned and modern day Lithuania came under 
 the rule of the Russian Empire. For over 100 years, Lithuania would combat forced Russification, until 
 the First World War when the territory was annexed by the German Empire.  


As the war drew to a close, and the Germans would soon be forced to suffer the consequences under 
 the Treaty of Versailles, a group of 20 Lithuanian intelligentsia took advantage, and successfully adopted 
 an act that declared the country’s independence on February 16, 1918. For the first time in centuries, 
 Lithuania was an independent state since the Grand Duchy of Lithuania. International recognition would 
 be  delayed  however,  as  the  country  was  forced  into  three  armed  conflicts  with  the  Bolsheviks  and 
 Bermontians following the collapse of the Russian Empire, as well as the Poles  who attempted to lay 
 claims on the capital region, Vilnius. 


The interwar period, despite characterised by a period of independence was burdened with a series of 
 territorial disputes. All of which would eventually prove futile as World War II broke out, and Lithuania 
 became a region suffering from both Nazi and Soviet occupation. 


Following the end of the war, Lithuania would be forced into being one of the various republics that 
 made up the USSR, until 1991 when after years of resistance, Lithuania would once again win its freedom. 


Since restoring the independence that the nation had originally won in 1918, Lithuania would spend the 
first years immediately after liberalisation re-defining itself; eliminating the communist policies that had 
been put in place during occupation and transitioning to an open market that followed the footsteps of 
the western democratic model. The nation was quick to establish itself and gained representation in the 
UN.  The  country  also  actively  sought  after  membership  in  the  European  project  and  all  associations 
associated  with  a  united  Europe.  It  worked  tirelessly  to  meet  the  criteria  that  allowed  them  to  join 
European Union. 
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FIGURE 1: A Summary of the History of Lithuania since gaining Independence 


Multiple Sources:   


(Eidintas, Bumblauskas, Kulakauskas, & Tamosaistis, 2013) 
(Embassy of the Republic of Lithuania to the State of Israel, 2014) 
(Central Intelligence Agency, 2020) 
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Lithuania Today 



Geopolitics 


After  Lithuania  regained  its  independence  in  1990,  a  new  era  began  for  the  nation.  As  mentioned 
 previously,  the country made  substantial  successful  efforts  to  integrate with  the  western  democratic 
 world.  


Independence also however allowed the nation to make some form of peace with its former adversaries. 


Most notably, after territorial disputes that led to severe hatred between Poland and Lithuania, the two 
 nations signed a friendship pact that would foster stronger ties whilst renouncing all historic claims made 
 on  each  other’s  territories. Lithuania  also  managed  to  establish  healthy  economic  ties  with  Russia 
 remains an important trade partner despite geopolitical tensions that hinder closer relationships. 



Economics  Introduction 


The  newly  established  Lithuania  spent  the first  few  years  of  its  independence  undergoing  a  series  of 
 turbulent but necessary reforms to lay the groundwork for the type of nation its leaders wanted to build. 


The  country  initially  saw  its  liberation  as  an  opportunity  to  more  “freely”  adapt  existing  policies, 
 especially in agriculture to produce at the scale necessary to start integrating to the western world. In 
 essence, it assumed it could trade with the waste under “liberalised” Soviet production practices. These 
 assumptions,  however,  proved  to  be  fundamentally  false  (Eidintas,  Bumblauskas,  Kulakauskas,  & 


Tamosaistis, 2013).  


Upon regaining access to the rest of the world, Lithuania quickly realised how fragile and “primitive” its 
own economy was comparatively faring. This was particularly worrying considering that Lithuania had 
been considered one of the strongest economic republics in the former USSR. This wasn’t enough. The 
path to realise any form of competitiveness or even relevance in the global economy would be longer 
and more complex than anticipated.  
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GDP 


The reality of the era was that Lithuania’s existing industrial prowess was reliant on raw materials from 
 the Soviet Union, as well as Soviet markets to sell in. All of this became irrelevant, as Lithuania was now 
 an independent nation, and the USSR was imminently collapsing. Alternatively, selling products to the 
 west was equally unviable, as the subpar quality of local goods meant they were unlikely to be received 
 by  these  markets.  Taking  all  this  into  account,  the  economy  fell  into  recession  immediately  post-
 independence from 1992 to 1994.  


The burden of the fragile economy fell hardest upon the Lithuanian society. Despite years clamouring 
 for independence, Lithuanians had grown accustomed to the Soviet lifestyle and system. Citizens of all 
 backgrounds were used to the practice of being labourers who followed orders of the state. The notion 
 of economic and societal independence was somewhat puzzling, and most of the population didn’t fully 
 understand the opportunities and freedom that was now suddenly afforded to them. 


In order to begin realigning the structures in which the nation operated, many state-owned enterprises 
 underwent  a  period  of  privatisation  (Central  Intelligence  Agency,  2020).  New  primary  and  secondary 
 companies slowly became established. A new class of enterprises emerged, now operating under the 
 standards of the Western economies they all hoped to target. 


During the era of privatisation, because of a range of different factors, many of the large companies in 
 Lithuania went bankrupt leaving thousands of people unemployed. Economic development additionally 
 received  a  blow  when two  of  Lithuania’s  largest  banks  failed  in  1995,  directly  impacting  the  national 
 budget.  30%  of  Lithuanian  businesses  were  adversely  affected  by  the  failures,  while  most  others 
 experienced negative externalities. Although the events that transpired sealed a sentiment of distrust in 
 banks amongst Lithuanians, it also taught critical and valuable lessons to surviving financial entities who 
 adopted more cautious policies that reduced the levels of bad debt incurred. 


Since 1995, after years spent in recession, Lithuania’s economy finally began moving in an upward trend. 
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 FIGURE 2.1.1: Lithuanian GDP in current USD since 1995 


Source: (The World Bank, 2020) 
 The Lithuanian economy would experience turbulent periods during 1998 and particularly during 2008 
 during the Russian and Global Financial Crisis respectively.  


In 1998, Russia alongside the CIS served as important partners that encompassed a significant portion of 
 Lithuania’s  exports  and  imports.  As  the  economies  slowly  went  into  an  economic  crisis,  Lithuania’s 
 economic  performance  was  naturally  affected,  which  further  fuelled  the  push  for  local  markets  to 
 prioritise  serving  Western  markets  as  opposed  to  those  of  the  former  USSR.  As  a  result,  Lithuania’s 
 exports  to  the  CIS  reduced  by  more  than  50%  between  1998  and  1999,  and  Germany  and  Poland 
 gradually became primary export markets.  
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Development 


Today, Lithuania has come a long way from being a nation gridlocked in adapting to a liberalised way of 
 life, to a more western oriented progressive economic nation. As the graph below will highlight, Lithuania 
 and  its  Baltic  counterparts  have  made  substantial  progress  from  both  an  economic  and  socio-
 developmental perspective. The graph presents a scatter plot between current GDP per capita and HDI 
 scores as a means of pitting each nation’s economic strength to its developmental status. 


FIGURE 2.1.2: A visualisation of the GDP per capita and HDI scores of all former Soviet Republics in 2018 


Source: (United Nations Development Programme, 2018), (The World Bank, 2020) 


That said however, in comparison to the Western capitalist world with which Lithuania has strived hard 
 to  integrate  itself  with,  evidence  suggests  that  although  Lithuania’s  existing  figures  are  by  no  means 
 problematic, the country still lags behind its European counterparts: 
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 FIGURE 2.1.3: A visualisation of the GDP per capita and HDI scores of all EU members in 2018 


Source: (United Nations Development Programme, 2018) (The World Bank, 2020) 
 NOTE: For statistical purposes, the above graph excludes the outliers of Luxembourg and Malta. 


As figures are from 2018, the UK is also still included in the graph and calculation of the EU Average. 


As the graph demonstrates, compared to Lithuania’s EU counterparts, the country is still economically 
 and developmentally below average. There are two ways however of interpreting and being critical of 
 the data presented here. On the one hand, despite Lithuania’s overall ranking it should be noted that 
 Lithuania’s  HDI  of  and  GDP  per  capita  of  approximately  0.87  and  $20,000  respectively,  are  still 
 characteristic of highly developed, high income nations. In an overall global perspective, Lithuania is in 
 fact a wealthy nation despite its young age and troubled history. That said however, in spite of Lithuania’s 
 growth over the recent decades, the issue stands that the nation was late to enter an economic race that 
 automatically put it at a disadvantage. To illustrate this, Lithuania’s HDI in 1990, hence still under Soviet 
 occupation,  was  0.732,  35th  in  the  whole  world.  30  years  later,  that  figure  now  stands  at  0.87,  yet 
 Lithuania’s ranking in the world is still at 34. Thus, despite Lithuania’s excellent growth, other nations 
 have  either  grown  at  the  same  pace,  or  have  and  continue  to  remain above  the  country  in  terms  of 
 development and standard of living.  
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 This points out an obvious link between the exact reason why despite the progress, Lithuania has been 
 experiencing a net migration loss ever since its borders opened to allow for it. Local workers, particularly 
 young professionals still see an opportunity for higher wages and a better standard of living by making a 
 life elsewhere. This notion will be investigated further later. 



Trade Commodities 


Lithuania’s  primary  economic  activities  are  centred  around  the  secondary  and  tertiary  sector.  The 
 country’s industries include, but not limited to electric motors, household appliances and furniture, food 
 processing  and  agricultural  machinery,  lasers,  electronic  components,  computers,  amber  jewellery 
 making,  video  game  development,  app/software  creation,  biotechnology  and  much  more  (Central 
 Intelligence Agency, 2020). 


Lithuania’s  main  export  commodities  include  fuel  (refined),  machinery,  chemicals,  textiles,  food  and 
 plastics. The country is however a net importer, with primary import commodities including: oil, natural 
 gas,  transport  equipment,  textiles  and  clothing  and  metals.  Main  trade  partners  comprise  of:  Russia, 
 Germany, Latvia, Estonia, Poland, Sweden, the Netherlands, Italy and much more. 


According to 2017 estimates, 3.5% of Lithuania’s GDP comes from agriculture, 29.4% from industry and 
 67.2% from services. 


FIGURE: 2.1.4: Net Exports from Lithuania since 1995 


Source: (The World Bank, 2020) 
 By calculating the Net Exports as a BoP, thus total exports take away total imports, it is evident that 
 throughout the majority of years since 1995, Lithuania has been a net importer of goods and services. 
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 While there aren’t any inherent weaknesses in being a net importer, this will be rather important in 
 studying the economic relationships present using traditional theory later on in this paper. It will be 
 especially important in analysing the important of investment and FDI in Lithuania’s present and future. 



GNI 


On top of analysing GDP, GDP per capita and HDI, another interesting figure to analyse, particularly in 
 the face of analysing the true size of emerging economies (Amadeo, Gross National Income - What It 
 Says About a Country, 2020). As GDP only places direct emphasis on what is produced domestically within 
 a  country  (Chappelow,  Gross  National  Income  (GNI),  2020),  GNI  enables  the  aggregated  value  of  all 
 income  originating  from  abroad  to  be  included  in  the  equation.  This  can  include,  foreign  direct 
 investment inflows, and perhaps most relevant in an example of nations that experience high levels of 
 emigration, the sum of all remittance payments sent back to the home country. 


Whilst GNI can have its own shortcomings that can potentially overvalue an economy if the income is 
 predominantly that of foreign aid, in Lithuania’s example where this isn’t a particular concern, studying 
 GNI can lead to potentially fruitful insights.  


Since data about Lithuania suggests that a significant portion of emigrants are young, highly-educated 
 individuals,  we  may  expect  therefore  to  see  that  GNI,  perhaps  even  slightly,  exceeds  GDP.  As 
 demonstrated in the below graph however, this proves to not be the case. 


FIGURE 2.1.5: A comparison between Lithuanian GDP and GNI since 1997 


Source: (The World Bank, 2020) 
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 As  is  normally  expected  in  most  economies,  the  displayed  GDP  and  GNI  relationship  appears  rather 
 similar,  but  this  suggests  potentially  problematic  circumstances  in  the case  of  Lithuania.  Whilst  brain 
 drain leads to a decrease in the size of the local workforce, some of the immediate benefits can be felt 
 in the form of remittance payments that can positively influence the economy. The Philippines is a great 
 example of this, as remittance payments have meant that the country’s GNI is $110 billion dollars higher 
 than its GDP. This same effect is not however visible amongst Lithuanians. 


There  are  potential  explanatory  factors  to  this.  The  first  and  most  obvious  would  simply  be  that 
 emigrated Lithuanians don’t remit income back home to their families. Alternatively (Hazans & Philips, 
 2010)  make  additional  suggestions  as  to  why  Lithuanians,  particularly  in  comparison  their  Baltic 
 counterparts, appear to remit less per capita despite having the most emigrants. The first suggestion, 
 though perhaps cynical, is that remittances occasionally take place in an informal nature, and thus are 
 not  accurately  captured  by  statistics.  Alternative  suggestions  describe  that  return-migration  amongst 
 Lithuanians  also  appears  to  be  higher  which  offers  the  explanations  that  returning  citizens  will  often 
 bring money back themselves than remit them. 


It  is  important  to  note  that  remittances  alone  are  not  the  only  explanatory  variables  that  are 
 incorporated in a GNI calculation that may be of interest in solving the question at hand. GNI by its very 
 nature equates GDP against the net income from outside the country. Under such an understanding, it 
 is a common characteristic amongst countries with higher GDPs than GNIs that the reasoning behind 
 such a trend is the presence of foreign businesses who may repatriate profits to their country of origin. 


Whilst this does provide slightly extra explanatory power to the trends at hand, the GNI is not drastically 
 lower than GDP as visualised from the graph above. The key takeaway however is that in spite of how 
 much Lithuanians may be remitting back from abroad or overseas, it is questionable just how much it is 
 contributing to the Lithuanian economy.  


In  conclusion,  the  study  of  GNI  as  a  potential  visualisation  of  some  of  the  positive  by-products  of 
emigration and the accompanying brain drain doesn’t seem to offer any promising signs in the form of 
supplying an indirect flow of funds to the country to support further economic development. 
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FDI 


To take a slightly different approach to “modern day economic development”, FDI poses an alternative 
 source of capital flow into a nation. Amongst emerging economies, FDI is often seen as a positive and 
 essential factor in economic growth (Tvaronavičienė & Grybaitė, 2007).  


Scientific  research  on  FDI,  according  to Tvaronavičienė  &  Grybaitė,  have shown  that  the role  of  such 
 investment in any host nation’s development can be spread across various groups. Some authors imply 
 that FDI is a critical source of capital, and with new capital comes the opportunity to create new jobs, 
 enhance  and  leverage  the  transfer  of  technology,  and  thus  potentially  increase  local  exporting 
 capabilities and volumes. 


Balasubramanyam (Balasubramanyam, Salisu, & Sapsford, 1999) argues that the effects of FDI are most 
 relevant in countries that are adopting strategies to raise their export capacity. The same cannot be said 
 however for nations using an “import substitution” strategy. This is an interesting and potentially critical 
 notion to keep in mind, as it has already been seen that Lithuania is in fact a net importer, which suggests 
 a diminished relevance/reliance in obtaining FDI. It is also argued that the growth effects of FDI are more 
 noticeable in countries of “higher institutional capability”. This is measured by degree of “bureaucratic 
 efficiency” within a nation. This potentially lends itself as a positive in Lithuania’s favour, as the country 
 ranks 11th in the annual “Ease of Doing Business” analysis, promoting some promise in this area (The 
 World Bank, 2019).  


A more in depth study of the effects of FDI in host nations will be conducted later in this paper, but it 
 would serve beneficial to understand Lithuania’s current position with regards to it. 


FIGURE 2.1.6: FDI Flows in and out of Lithuania since 1993 
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 Source: (The World Bank, 2020) 
 The first and most critical thing about how to interpret the above graph is that the Net FDI figures have 
 been  calculated  in  the  form  of  BoP.  This  therefore  means  that  although  net  figures  appear  as 
 predominantly negative, this actually signifies a net inflow of foreign direct investment on most years, 
 with the exception of 2009, supposedly as a result of the global financial crisis, and 2014. 



Demographics  Introduction 


As previously mentioned, current economic trends Lithuania are generally positive, and the study of any 
 and all statistics compiled in the previous section were done to layout the ground work for more in depth 
 theoretical analysis later in this paper.  


The economics section was established as a means to answer sub-questions 1 and 2 in the introduction, 
 which laid particular emphasis on understanding the economic trends that contributed to Lithuania’s 
 growth and how these trends can be cross-referenced with existing economic theory. 


This section now aims to approach the other angle of the problem at hand, namely, the demographic 
 challenges  that  have  repeatedly  been  deemed  as  potential  serious  risks  for  the  sustainability  of 
 Lithuanian economic success.  


The following sections will lay particular focus on some of the demographic trends and characteristics 
 noticed in Lithuania since independence, with occasional historic context when applicable to the pre-
 liberation era. 



Population 


Demographically,  Lithuania  is  not  a  large  country.  As  of  2018,  Lithuania’s  population  was  roughly  2.8 
million, making it the 7th smallest nation in the  (The World Bank, 2020). The country’s size however, is 
finding itself in a serious crisis. In 1991, Lithuania’s population peaked at 3.7 million, and since gaining 
independence, the country has lost nearly 25% of its population less than 3 decades (Ubarevičienė & van 
Ham, 2017). Additionally, several regions experienced a loss of up to 50% of its inhabitants within the 
same period, causing serious socio-economic pressures to develop. 
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 FIGURE 2.2.1: Lithuanian total population since 1960 


Source: (The World Bank, 2020) 



Migration 


One of the largest contributors to Lithuania’s declining population is emigration, accounting for 80% of 
 the total loss. In actual fact the country has amongst the highest emigration rates in all of the EU. 


FIGURE 2.2.2: Lithuanian net migration since 1962 calculated every 4 years 


Source: (The World Bank, 2020) 
 1990


Independence


2004
 Accession to the EU


2700000
 2900000
 3100000
 3300000
 3500000
 3700000
 3900000


1960 1962 1964 1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018


-200000
 -150000
 -100000
 -50000
 0
 50000
 100000


1962 1964 1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018



(24)24 | P a g e
 As this paper progresses, further emphasis will be placed upon exploring some of the key push and pull 
 factors for emigration from Lithuania.


For now however, it will suffice to describe some of the key migration trends and explanatory takeaways 
 that best describe what happened in the country during various key periods in its recent history.  


Prior to the first declaration of independence, emigration from Lithuania was rampant during the 19th
 and  20th  centuries  (Thaut,  2009).  Approximately  650,000  people,  amounting  to  20%  of  the  country’s 
 population at the time migrated away from the country, with about a third of all emigrants moving to 
 the  United  States  (Kuzmickaite,  2003).  During  this  period,  locals  primarily  left  to  escape  political  and 
 religious oppression as well as economic underdevelopment during the era under Tsarist Russia. During 
 World War II, a further 30,000 Lithuanians migrated in an attempt to flee Soviet occupation. The majority 
 of these migrants ended up in the US and Germany. 


Once the Soviet Union had obtained complete control over the Baltic region, migration beyond the iron 
 curtain ceased. During the initial period of Soviet control, the country actually experienced an era of net 
 migratory inflow, as year on year, 6000 to 8000 Russians moved to the new Socialist Republic. At the 
 latter  part  of  the  1980s  as  harsh  Stalinism  in  the  USSR  was  increasingly  reduced  under  new 
 administrations, emigration to the West reignited in large numbers. When the Soviet Union eventually 
 collapsed in the early 1990s, a wave of mass emigration was experienced across the Baltic countries, as 
 a  total  of  215,000  Russian  nationals  returned  to  the  newly  established  Russian  Federation  (Okolski, 
 1997). 


During  Lithuania’s  early  years  of  independence,  the  country  experienced  periods  of  labour-related 
 emigrations that swiftly followed the mass migration of Russian citizens. Between 1992 to 1995, 25% of 
 all  outward  migration  comprised  of  workers  seeking  jobs  in  manufacturing  and  construction 
 (Romaniszyn, 1997). The first wave of post-independence emigration was also characterised by males 
 who were young and highly educated, leading to some of the first examples of brain drain and brain 
 waste amongst Lithuanian societies. 


In  comparison  to  historic  destinations  amongst  Lithuanian  migrants,  post-independence  information 
 demonstrates  that  aside  from  the  original  receiving  nations  outlined  previously,  the  UK,  Denmark, 
 Sweden, France, Czechia and Ireland served to be new hotpots. Poland, Germany, the Nordic countries 
 and Israel also proved to be popular locations for permanent Lithuanian migrants.  


The  movement  of  communities  and  individuals  away  from  Lithuania  throughout  the  1990s  showed 
concepts  that  initially  seemed  paradoxical,  however  given  the  economic,  political  and  social  state  of 
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 affairs in the newly established republic, also proved understandable. Lithuania was finally a free nation, 
 but as emphasised in the economic portion of the introduction to this paper, independence alone did 
 not provide a solution to the amalgamation of the country’s new problems. In essence, freedom was 
 finally  realised,  but  that  concept  was  met  with  much  confusion  and  limited  understanding.  The  local 
 economy was built on Soviet principles and remained stable that way. But whilst people no longer had 
 the taste for employing such methods, the road to effectively understanding the processes necessary to 
 build a fully functioning market economy, both from a collective and individual perspective, were much 
 farther than anticipated. Societies grew impatient and concerned as the economy struggled and newly 
 established or privatised businesses crumbled. The primary driver for emigration pre-2004 accession to 
 the EU was uncertainty. As a result of the country trying to establish a foothold in its new economic 
 model, unemployment was worryingly high. When this was coupled with low salaries, restrictive private 
 business policies as well as fluctuating pension ages, emigration quickly became a solution for individuals 
 and  families  alike  to  spread  the  risk  in  the  event  of  a  market  failure  (Kuzmickaite,  2003).  Remittance 
 money additionally provided the opportunity to raise capital that could be used to initiate or support any 
 production activities back home. 


By the turn of the new millennium, Lithuania maintained its status as a “transition economy”, but had 
 managed  to  successfully  implement  the market reforms  necessary  to  build  a stable  and  fast  growing 
 economy (Thaut, 2009). That said, unemployment remained a serious issue.  


In 2004, Lithuania’s accession brought about a new dynamic to the country’s relationship with constant 
 emigration. As a member of the European Union, all Lithuanian citizens now became eligible to the right 
 of free movement between all EU member states. The greater opportunity for mobility was naturally 
 followed by greater levels of emigration compared to pre-accession trends. Though not overwhelmingly 
 higher,  the  primary  concern  associated  with  the  loss  of  potential  labour  is  the  fact  that  a  greater 
 proportion of young, highly-educated talent is leaving the nation in search of higher paying jobs abroad. 


These  jobs  include,  but  are  not  limited  to  the  areas  of  IT,  medicine,  dentistry,  engineering  and 
management.  
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Labour Force 


Taking  population  movements  and  migration  trends  into  account,  the  next  critical  step  would  be  to 
 identify how these developments have impacted the size of the local labour force, which as mentioned 
 before, is a critical factor of production in classic economic theory. 


FIGURE 2.2.3: The Development in the size of the Lithuanian labour force since 1990 


Source: (The World Bank, 2020) 
 In contrast to approximate 25% decrease in Lithuania’s overall population since 1990, the reduction in 
 Lithuania’s actual labour force has not been as substantial, though still raises some cause for concern. 


From 1990 to 2019, Lithuania saw an actual decrease of 333,421 eligible working people, which accounts 
 for a 19% loss over 29 years. It is important note that under the World Bank’s criteria, the labour force 
 incorporates all people aged 15 and older who are either currently employed or unemployed but actively 
 seeking a job. Unpaid workers, family workers and students are not included. 


Perhaps most intriguing about this development however, is understanding the impact of this loss on 
 the proportions of the overall demographic mix and Lithuania, and what economic implications this may 
 have. 
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 FIGURE 2.2.4: The percentage share of Lithuanian population between the ages of 15-64 


Source: (The World Bank, 2020) 
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 analysis later in this paper, as it would arguably give initial grounds to refute claims that the country is 
 imminently suffering from a shortage of hands, posing a strain on the economy. 


With results visualised in the previous graph, a next step to further expound upon the preliminary 
 conclusions would be to cross-reference them with the concept of dependency ratios. 


FIGURE 2.2.5: Dependency Ratios of Lithuania in comparison to the EU average 


Source: (The World Bank, 2020) 


Dependency ratios represent the percentage of a nation’s population that is below and above working 
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Quite  intriguingly,  Lithuania  does  appear  to  have  a  slightly  high  dependency  ratio,  however  it  would 
 appear that for the most part since EU accession, figures in Lithuania have actually been more favourable 
 than the average amongst European Union counterparts. This doesn’t necessarily imply that Lithuania’s 
 situation is less problematic, nonetheless the EU numbers do provide context to the fact that relatively 
 aged populations are a common characteristic within the region, and at least up to now, Lithuania is by 


Independence


EU Accession


45.0%


47.0%


49.0%


51.0%


53.0%


55.0%


57.0%


59.0%


61.0%


1960 1962 1964 1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018


Lithuania EU



(29)29 | P a g e
 no means an anomaly, nor among the most affected victims of the issue. This, raises further questions 
 about the true justifiability of the concern of Lithuania’s ageing population. 



Fertility Rate 


Despite the aforementioned insights that have raised some suspicion over the true nature of Lithuania’s 
 concerns of an unsustainable ageing population, it is important to note that all figures assessed so far 
 are retrospective.  Trends in the past may offer a degree of insight to the future, or a clearer view of 
 historical progressions to the present day status quo, however there is admittedly a lack of projections 
 considering some of the concerns raised by the brain drain and ageing declining population are forward-
 looking problems.  Thus, in trying to obtain some hints and indications from a few indictors that may be 
 considered more leading than lagging, fertility rate offers itself as a potential alternative.  


Fertility rate is most generally defined as the number of children a woman in a given nation would be 
 expected to have in all her expected childbearing years. It is an important factor in demographic growth 
 studies as it closely links to the concept of replacement rate. A replacement rate is an exact figure which 
 represents the minimum number of children necessary to be born per woman in order for a nation to at 
 the very least sustain its current population size (Gietel-Basten & Scherbov, 2019).  


Low fertility rates have additionally been considered one of the various factors that have contributed to 
 Lithuania’s declining population (Ubarevičienė & van Ham, 2017), and according to the data presented, 
 it becomes evident to see why. 


FIGURE 2.2.6: A comparison of Lithuanian fertility rates against the EU average 
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 Source: (The World Bank, 2020) 
 The replacement rate typically represents a standard “ideal” fertility rate of 2.1. This would therefore 
 mean that each woman would have two children who in effect would “replace” their parents.  


As the graph demonstrates however, EU and Lithuanian fertility rates since 1960 have predominantly 
 followed similar patterns, with Lithuanian trends in recent years even proving more favourable in recent 
 years. On the contrary, despite rate in Lithuania being slightly higher than the EU average, it is still well 
 below the standard replacement rate figure to keep population stable. A promising pattern does indicate 
 that  fertility  rates  have  gradually  been  on  the  rise since  Lithuania’s  accession  to  the  EU,  though  the 
 explanation as to whether the two events are related go beyond the scope of this paper. As a result it 
 remains yet to be seen whether this gradual rise will remain for  years to come, potentially achieving 
 replacement  rate  fertility,  or  if  it  will  be  a  cycle  that  eventually  falls  again  with  time.  Demographic 
 transition models would suggest that fertility will likely no longer rise as countries continuously develop, 
 but more will be discussed on this later. 


Gietel-Basten and Scherbov have argued however as to whether or not 2.1 is in fact an constant ideal 
amongst  all  nations,  or  if  discrepancies  lie  between  them  (Gietel-Basten  &  Scherbov,  2019).  These 
arguments would appear to have some backing, particularly in the case of Lithuania. EU average fertility 
rates  may  be  low,  but  this  is  often  offset  in  several  member  states  by  a  steady  flow  of  net  positive 
migration. To illustrate this point, in a 2004 Labour Force Survey, 10% of Britain’s working-age population 
were born outside the UK (Dustman & Fabri, 2005). In other words, the number of immigrants, nationals 
or not, generally exceed that of emigrants. Therefore the replacement fertility rate will not necessarily 
be  required  to  be  as  high  in  order  to  maintain  a  steady  population  size,  as  population  growth  or 
maintenance is not exclusively managed by the total births within the country. As is known however, this 
is not the case in Lithuania, as emigration exceeds immigration and the country continually suffers not 
only from smaller family sizes, but a population that continuously leaves the country. Thus, it may be 
that Lithuania’s true necessary replacement rate in order to offset not only an ageing population, but 
continuous emigration too, may actually need to be higher than the standard 2.1. 
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Unemployment 


Having  established  a  relatively  comprehensive  compilation  of  some  of  the  key  statistics  and  figures 
 necessary for studying Lithuania’s concerns from a demographic perspective, a final figure to consider 
 prior to beginning analysis of theory would be to evaluate a statistic that serves as a strong demographic 
 and economic indicator as well; namely, unemployment. 


Unemployment  is  particularly  relevant  to  study,  not  just  in  Lithuania,  but  amongst  other  nations 
 experiencing  similar  trends  to  Lithuania,  as  it  can  often  be  considered  as  a  push  factor  for  a  local 
 national’s decision to leave their home country. Approximately 85% of all Lithuanian emigrants were in 
 actual fact unemployed for at least one year before finally emigrating (IOM, 2011), which emphasises 
 the importance this figure makes on the problem at hand. 


The unemployment rate, particularly in the context of the following figure is defined as the percentage 
 of a country’s current labour force that are not currently employed, but actively seeking for new jobs.  


FIGURE 2.2.7: Unemployment rates in Lithuania and the EU since 1991 


Source: (The World Bank, 2020) 
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 Unemployment was a severe issue that arose very close to after the country became independent from 
 the Soviet Union. As previously mentioned in this paper, the initial years were filled with tremendous 
 uncertainty as Lithuania and its people grappled with embracing a free market society. Privatisation was 
 encouraged, yet remained an unusual concept that saw the failure of many local businesses, regardless 
 of  size  (Eidintas,  Bumblauskas,  Kulakauskas,  &  Tamosaistis,  2013).  When  mixed  with  low  wages,  the 
 instability that ensued society became an easy direct motivator for citizens of the nation just reborn to 
 seek more higher paying employment, or a more stable way of life elsewhere (Kuzmickaite, 2003).  


The extent of Lithuania’s unemployment woes can be clearly seen on the graph, particularly throughout 
 the 1990s. The issue was undoubtedly severe. To  put the extent of the problem into perspective, US 
 unemployment following the 2008 financial crisis peaked at 10.2% in 2009 (Bureau of Labour Statistics, 
 2009). Lithuania’s unemployment rates were almost double that on several occasions. 


The country also experienced a second spike in unemployment rate also as a result of the 2008 financial 
 crisis, peaking at 17.81%, the highest in the country’s history since liberation.  


Lithuania’s decrease in unemployment rates over years however has in part been the result of several 
 factors.  Despite  the  turbulent  early  years  of  economic  and  social  adjustment  to  a  market  economy, 
 privatisation and market reforms proved to be mainly successful. This allowed for more stability in the 
 general market, as well as overall economic growth (Thaut, 2009). That said, unemployment was not 
 entirely  solved  exclusively  by  these  successes.  Perhaps  rather  ironically,  a  proportion  of  Lithuania’s 
 decrease in unemployment rates has in fact occurred as a result of emigration (Hazans & Philips, 2010). 


This was followed by another positive shift in the labour market, as bargaining power transitioned to be 
 more in favour of employees. 


Unemployment has been an interesting statistic to study in Lithuania’s case, as it proves that despite the 
ensuing  labour  shortages  that  have  been  caused  by  emigration  induced  labour  shortages  in  specific 
industries within the country, particularly within retail, catering, construction and health, the underlying 
issues of severe unemployment have in fact been addressed for the very same reason. 
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Literature and Theoretical Framework 



Introduction 


It appears more and more therefore that emigration, as with many other concepts, is presenting a unique 
 set  of  benefits  and  shortcomings  that  are  going  to  be  studied  from  a  more  data-driven  theoretical 
 perspective in these coming sections. What can be concluded thus far however, is that there needs to 
 be  a  careful  level  of  cynicism  towards  the  commonly  considered  adverse  impacts  of  emigration  on  a 
 country’s  economy,  particularly  Lithuania’s.  As  with  anything,  context  is  key,  and  it  may  simply  be 
 necessary to understand the new norms that are being presented in Lithuania’s example.  


In  analysing  literature  and  theoretical  framework,  our  aim  is  to  expound  upon  the  trends,  data  and 
 figures  presented  in  the  previous  sections,  focusing  directly  on  the  economic  and  demographic 
 implications of the problem at hand. The key takeaways, findings and suggestions of a compiled set of 
 academic  literature  will  be  introduced  in  this  next  section  as  a  means  of  outlining  some  of  the 
 perspectives that have been used to approach the current circumstances, and how these can contribute 
 to the analysis of this paper as well. In order to maintain as much applicability as possible, most of the 
 academic literature selected directly discusses the Lithuania’s case and circumstances. 


But compiling and understanding each of these pieces of literature, the final aim is to use a subsequent 
 analysis  that  either  expounds  upon  the  findings  of  the  literature,  or  contributes  something  new  by 
 applying alternative perspectives to what already has been done. 



Understanding Brain Drain 


Amongst  the  most  important  and  applicable  literature  that  can  be  sourced  to  provide  a  concrete 
 background  for  studying  the  issue  of  brain  drain,  are  works  directly  dedicated  to  studying  the 
 phenomenon. 


The term brain drain is in actual fact a colloquial term that is used to describe a state in which a significant 
outward  flow  of  people  can  be  noticed  on  a  national,  industrial  or  even  organisational  level  (Young, 
2019). Commonly however, and with particular relevance to the topic of this paper, it deals with high 
levels of emigration from a particular country as local residents and/or citizens alike choose to relocate 
abroad. In general terms, brain drain is often perceived as an problematic issue, particularly when large 
amounts of emigrants are highly skilled, trained or educated individuals. By losing these people to other 
countries,  the  nation  of  origin  experiences  a  loss  of  its  own  valuable  assets,  and  potentially  their 
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 expertise,  that  could  otherwise  have  been  capitalised  to  contribute  to  the  betterment  of  the  local 
 economy and/or society.  


The  causes  for  emigration  are  quite  broad,  and  it  may  not  necessarily  be  a  single  factor  causing  the 
 inclination for locals to pursue a life and career in new lands. What is important to appreciate about the 
 matter, is that an individual’s choice to emigrate is a very personal one that involves substantial analysis 
 that measures whether the benefits of leaving outweigh any risks or discomforts associated with it.It is 
 evident that for many Lithuanians, such a measurement tends to land in favour of moving abroad.  


By choosing to relocate, certain studies have found that some of the key motivators behind emigrating 
 in peacetime are substantially economic or career driven. Amongst Lithuanian migrants, many move to 
 seek “a new start” and the opportunity to earn a higher income in order to secure themselves for a stable 
 future  once  they  reach retirement  age.  For  others,  moving  presents  the  chance  to  live  in  a  different 
 country with greater welfare standards, where the chance to exercise and develop their skills are more 
 readily  available,  and  if  not,  access  to  higher  quality  education  also  presents  itself  as  an  attractive 
 alternative.  There  is  additionally  a  growing  number  of  emigrating  families  that  are  reunifying  with 
 members who may have left initially to lay the foundations for life in a new country (Lithuanian Free 
 Market Institute, 2006) (Damuliene, 2013). 


Emigration, and the decision to emigrate for that matter, is frequently characterised by the series of push 
 and pull factors that either make leaving more attractive due to unfavourable local conditions, or make 
 enticing external opportunities too enticing to ignore. In one particular study, such push and pull factors 
 were classified into four distinct categories: economic, demographic, socio-cultural and political (World 
 of Statistics, 2014).  


Economic  factors  push  factors  have  predominantly  been  characterised  by  low  wages  and  high 
 unemployment  rates,  something  that  strongly  applies  to  the  confirmed  motivations  of  Lithuanian 
 emigration. Economic pull factors generally include greater employment opportunities abroad, coupled 
 with either wages and more favourable working conditions.  


Demographic factors have been expressed as the effect of things such as population growth, density, 
fertility and birth rates on motivating people to seek a life elsewhere. It becomes apparent that in cases 
of excessive population growth leading to higher density and poorer qualities of life per capita, statistical 
evidence  shows  that  emigration  becomes  an  attractive  option  when  human  mobility  is  possible 
(European Asylum Support Office, 2016). It would serve to note that in the case of Lithuania however, 
such an issue as well as the reasoning behind it may not need to be given extensive consideration. This 
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