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The Effects of Transformation of the Baltic Economies in the Process of European Integration

Abstract. Introduction. The foreign market with the European Union opens up various prospects for the development of
the Baltic countries' economies, considering the obvious lower prices in the West. In any case, it is functional and achieves well-
developed infrastructure for transport and other industrial, rural, and service areas that were lost during economic downturns.

Purpose. The purpose of this article is to analyze the effects of transformation of the economies of the Baltic countries in
the process of European integration.

Results. At the beginning of the post-Soviet development period, the Baltic countries began carrying out reforms and
joining Euro-Atlantic structures as soon as possible, starting with the EU and NATO. Otherwise, the implementation of reforms
would have a minimal negative impact. The analysis demonstrated that the Baltic countries' early EU membership was marked by
hostile economic growth after the 2008-2009 global financial crisis. The pace of economic development in the Baltic countries
slowed down noticeably.

Conclusions. Thus, the country's prospects for EU membership and accession to the European monetary system can be
viewed positively. Their economies demonstrated significant success, particularly in the early years after joining the EU. It is
important to note, however, that this success has a turning point. In Sweden, for example, a significant increase in GDP was due to
foreign investment and financial assistance from various EU funds.
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JoBraiab 0. A., JOKTOp eKOHOMIYHUX HayK, npodecop, npodecop kadespHu MiKHAPOLHUX €KOHOMIYHUX
BiZJHOCHUH Ta JIOTiCTUKH, XapKiBCbKUI HallioHaJIbHUU yHiBepcuTeT iMeHi B. H. Kapasina, M. XapkiB, YkpaiHna

EdekTH TpaHcdopmallii ekoHOMiK KpaiH Bastii y npoieci eBpoinTerpanii

Anomayis. Iicaa posnady CPCP possumok kpaitn Baamii eid6ysascs 3a nodi6HUMU mpaekmopismu 3 8UCOKUMU ma
documb cmilikumu memnamu. 3azaabHull puHok 3 €sponelicbkuM co030M 8i0Kpus pi3HO6IYHI nepcnekmueu 0451 po3eumky
eKoHOMIK kpaiH Baamii, apaxogyrouu pakm HaseHocmi HUNMCHOI, Hixc Ha 3axo0di, oniamu npayi, ase npu Yybomy GyHKYioHyr4oi i
documbs dobpe po3suHeHoi iHpacmpykmypu mpaHcnopmy, oKpemux 2a1y3ell NpoMuc/a1080cmi, CilbCbko20 2ocnodapcmea ma
cgepu nocaye, wo 3aauwuAUCa y cnadok 8i0 padsHcubkux vacie. Memoro cmammi € aHaniz egpekmis mpaHcopmayii ekoHOMIK
Kpain Baamii y npoyeci espoinmezpayii. BusHaueHo, wo Ha no4amky nocmpadsiHCbKo20 po38UMKY KOXCHA 3 KpaiH Baamii
npazHy/aa skHaiiweudwe npogecmu peopmu ma ecmynumu 0o €6poamaaHmMu4Hux cmpykmyp, Hacamnepeo do €C ma HATO,
asne npoeedeHHs pedopm mano U HecamueHi HacaiOKu: npusamusayis npuseeana 0o JOMiHY8AHHS [HO3eMHO20 Kanimasny,
cmpykmypHi pedopmu npuseeau do deindycmpianizayii, «6yab6awok» HA KpedUMHUX PUHKAX, 3POCMAHHS 308HIWHBOT
3a6opzosaHocmi, mpydosoi mizpayii, «eidniugy mizkie», denonyasyii moujo. IIposedenull aHaiz npodeMoHcmpysas, Wo AKWo
nepwi poku 4jieHcmea npubaamilicekux kpaiH y €C 03HAMEHY8aaucsi 8paxcar4um eKOHOMIYHUM 3POCMAHHSAM, MO nicas
cgimosoi ginaHcosoi kpusu 2008-2009 pokis. memnu eKOHOMIYHO20 po3eumky y kpaiHax baamii nomimHo cnoginbHuucs.
EcmoHis, J/lameis ma Jlumea nocmpadscdaau cuivHiule 3a 6ci higHiuHoesponelicbki KpaiHu. 3po6sieH0 8UCHOB0K, WO pPOKU
ynencmea kpain Binmii @ EC ma npuedHanHs 0o esponelicbKoi 8a0MHoOI cuCMeMU, MOXCHA OYiHUMU 3a2a10M NO3UMUBHO. IxHi
EeKOHOMIKU NpodeMOHCmMpy8aau 3HAYHi eKOHOMIYHI ycnixu, 0co6auso 8 nepwii poku nicas exodiceHHst do €C. Y moti sce vac
8auic/auBo gid3Havumu, wo docseHymuil ycnix mase 380pomuull 6ik: weudke 3pocmaHHs BBII 3HauHoio Mipow ckaadanocs
8HAC/NI00K HA0X00JiceHHsl iHo3eMHUX iHe8ecmuyill ma ¢pinaHcosoi donomozu 8id pizHux gondie €C. YacmuHa Yybo2o iHaAHCYBAHHS
6y.s1a sumpavera Ha cnoxcusanHs, a Il nepesaxcHo cnpamosysaaucsa y ginancosy chepy ma mopziero, peanvHulli cekmop
nomimHozo po3sumky He ompumas. Ecmonis, /lameis ma J/lumea i domenep He 3Mo21u 3MIYHUMUCL HA 8UCOKOMEXHO1021YHUX
PUHKOX.

Knawuoei caoea: kpaiHu baamii; Jlumea; Jlameis; Ecmownis; €sponelicokuli Cows; €eponelicbka iHmezspayis;
mpaH@opmayus eKOHOMUKU.
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Formulation of the problem. After the collapse of the In 1991, the European Union established diplomatic
USSR, the Baltic countries experienced similar trajectories  relations with the Baltic countries. At the same time, the
of development with high and fairly stable rates. EU decided to provide economic assistance and support

economic reforms in these countries. Since 1991, for
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example, the Nordic countries have implemented a
program to support small and medium-sized businesses in
the Baltic States: the Baltic Investment Program (BIP).
Finland, Sweden, Norway, and Denmark entered the Baltic
market primarily through banking services. Branches of
the largest Nordic banks, such as Hansabank, Danske
Bank, and SEB, were established, as were retail chains like
RIMI. Germany also played an active role in developing the
new market through the DBN Nord banking network and
investments in construction and road infrastructure. Thus,
by 2000, the volume of direct foreign investment in the
Baltic countries' economies amounted to about seven
billion U.S. dollars. Since 1992, the PHARE program has
extended to these countries, preparing their institutions
for accession to the European Union by restructuring their
economies and aligning their legal norms with EU
standards. On June 12, 1995, the European Union signed
three association agreements with the Baltic States. A free
trade regime was established with unimpeded movement
of labor and capital. Consequently, there was an outflow
of labor from the Baltics to Western European countries,
primarily Great Britain and Ireland, which offered the
most favorable payment terms.

Nevertheless, the common market with the European
Union has opened up diverse prospects for developing the
economies of the Baltic countries. Wages are lower than
in the West, but they have a functioning and fairly well-
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developed transport infrastructure, including a developed
network of roads and railways. They also have individual
industries, such as radio electronics and machine tool
building, as well as agriculture and services, which are
legacies of the Soviet era.

Analysis of recent research and publications. The
Many studies on this issue have appeared to date. For
example, A. Aslund analyzes the phenomenon of the Baltic
Tigers; Dandashly A., Verdun A., and R. M. Wrobel study
the problems of the Baltic countries in connection with
joining the Eurozone; Falkowski K., G. Startiené, and R.
Remeikiené focus on the specific competitive advantages
of the Baltic countries.

However, the multidirectional effects of reforming the
Baltic economies in the context of European integration
require further research.

Formulation of research goals. The aim of the study is
to analyze the effects of the transformation of the Baltic
economies in the process of European integration.

Presentation of the main research material. The
transition to a market economy in the 1990s was jarring,
but the global financial crisis of 2008—2009 was an even
greater blow. However, the Baltic economies recovered
quickly and continued to grow. Per capita GDP in the Baltic
countries has almost tripled during the post-Soviet years
(Fig. 1).
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Figure 1 — Dynamics of per capita GDP of the Baltic countries in PPP in 1990-2023 (2017 prices), US dollars

Source: [6, 11]

Initially, the post-Soviet development of all three
countries proceeded in a similar way. Each sought to
implement reforms swiftly and join Euro-Atlantic
structures, primarily the EU and NATO. The EU
encouraged the '"regatta principle": negotiations with
European structures were conducted with each country in
accordance with the results of its completed "homework."
Estonia, the most economically successful country, was
the first to be invited to join the EU in 1997, followed by

Latvia and Lithuania in 1999. Lithuania reformed its
defense sector faster and began negotiations with NATO
earlier than the other countries. Regardless of how the
Baltic countries competed, they all joined the EU and
NATO together in 2004.

The implementation of reforms also had negative
consequences. For instance, privatization resulted in the
dominance of foreign capital. In Estonia, foreigners held
80-90% of the capital in large enterprises and banks. In
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Lithuania, they held an average of about a third, and up to
70% in the financial sector. Currently, the situation has
changed slightly in favor of domestic investors, though not
significantly. Structural reforms in the Baltic countries
were not entirely successful either. They led to
deindustrialization, bubbles in the credit markets, growth
of foreign debt, labor migration, brain drain, and
depopulation. The Baltic countries were greatly affected
by the global financial crisis, largely due to their inflated
financial sectors: in 2008, they accounted for at least 24%
of GDP in Latvia and Estonia, which was twice the
percentage in the US at the peak of the “bubble” [2].

When deciding on their admission to the EU, the Baltic
countries were classified as transition economies in need
of deep structural restructuring because they had high
unemployment rates and lower GDPs than other EU
members. The Baltic troika used their accession to the EU
as an opportunity to achieve economic stability and
implement market reforms. The EU budget and its
numerous funds provided financial assistance for
developing agriculture, creating jobs, supporting small
and medium-sized businesses, educational projects,
research and development (R&D), etc. In some years,
external support for their economy amounted to 25% of
their GDP [2].
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The first years of the Baltic States' EU membership
were marked by impressive economic growth. They were
nicknamed the "Baltic Tigers" in reference to their
successful Asian counterparts [3]. However, after the
global financial crisis, the pace of economic development
in the Baltics slowed down noticeably. Among the Nordic
countries, Estonia, Latvia, and Lithuania suffered the most
in 2008-2009 (Fig. 2).

The policy of aligning macroeconomic indicators with
the Maastricht criteria through stringent neoliberal
economic reforms (such as cutting public spending,
including in the social sector, and raising taxes) was
necessary for joining the European Monetary Area. This
policy resulted in Latvia and Lithuania having a higher
percentage of people living at risk of poverty or social
exclusion than the EU average. Out of the 28 EU member
states, Latvia and Lithuania had the highest social risk —
only North Macedonia and Albania had a worse situation.
According to the UN, the total population decreased in all
three Baltic states from 1990-1991 to 2019-2020:
Estonia's population decreased from 1.56 million to 1.32
million; Latvia's population decreased from 2.64 million to
1.88 million; and Lithuania's population decreased from
3.69 million to 2.76 million. The most educated, qualified,
and enterprising people, who are often middle-aged,
leave the Baltic countries [1].
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Figure 2 — Real GDP growth rates in 1996—2023 in the Baltic countries, %

Source: Source: [6]

The Baltic labor market has been highly volatile and
sensitive to global developments. The global crisis of
2008-2009 had a shocking impact on employment similar
to that of the initial market reforms. Latvia was the
hardest hit of the three Baltic countries, but Lithuania was
also severely affected by the structural depression of the
1990s, the 2008-2009 financial crisis, and the 2001
recession. The Estonian economy was slightly more
resilient; however, employment there also fluctuated
significantly, peaking at 17% in 2010. Such labor market
volatility has not been seen anywhere else in Northern
Europe.

Estonia, Latvia, and Lithuania suffered more than
other European countries from the crisis, primarily due to
the openness of their economies and their domestic
markets' extreme dependence on bank lending [7]. After
joining the EU, the Baltic countries became accessible to
Scandinavian banks, primarily Swedish ones, which
opened subsidiaries there. These subsidiaries did not
protect the economic interests of the host countries, thus
becoming creators and amplifiers of crisis phenomena.
[9].

A significant portion of the loans were provided in
foreign currencies, exacerbating the decline in domestic
demand due to the depreciation of local currencies and
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accelerating national monetary reforms. Without waiting
for a full recovery from the crisis, the Baltic countries
joined the eurozone one after another. Estonia (2011), the
strongest of the three countries, was the first to switch to
the euro, followed by Latvia (2014) and Lithuania (2015)
[4, 13]. In an effort to integrate into the EU economy, the
Baltic countries are seeking areas of specialization where
they can excel and participate in the economic life of
Europe as a whole and the Baltic Sea region in particular.
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The greatest number of initiatives are in the areas of
cybersecurity and energy security, implementation of the
Eastern Partnership program, EU enlargement policy, and
implementation of the Single Market concept.
Additionally, the Baltic countries have recently attempted
to develop high technology. Progress in this area is
indicated by the innovative structure of EU exports

(Fig. 3).
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Figure 3 — Share of high-tech products in the exports of the Baltic States and the EU in 2012-2023, %

Source: [11]

Estonia's rapid development and catch-up to the EU
average, which even surpassed it briefly, slowed down in
2010-2014. Meanwhile, Latvia and Lithuania have shown
steady, albeit slow, growth. Overall, however, it is too
early to talk about the Baltic countries' leadership or
market power. They lag behind other EU members in
promoting high-tech goods on global markets. There is a
strong correlation between a country's competitiveness in
high-tech markets and its ability to maintain high incomes
and wages. Lithuania has virtually no comparative
advantages in global high-tech trade, while Estonia and
Latvia have relatively few. Of the three countries, Estonia
is the most successful in this regard, though Latvia has also
shown progress in recent years. [5].

Latvia exports some high-tech products, but they are
competitive only in CIS markets. In the EU, Latvia’s only
advantage is in exporting resource- and labor-intensive
goods with a low degree of processing that do not require
skilled labor. The decline in productivity in export
industries in recent years means the Latvian economy's
international competitiveness is gradually declining. To
increase the level of applied technologies, the Latvian
authorities should stimulate structural changes that
facilitate the creation and development of new industries
and high-tech companies. This can be achieved through
reforms in  education, creating institutes for
commercializing ideas, bringing the scientific community

closer to businesses, changing the tax system, and
reducing the shadow economy.

As for the international competitiveness of the
Lithuanian economy, statistics show that this country
holds a strong competitive position only in markets for
traditional products, such as food, chemicals, timber, and
textiles — goods that do not require high technology.
Research and development (R&D) expenditure in all
manufacturing industries in Lithuania is modest. In fact,
even what is considered the high-tech sector there does
not meet the Organization for Economic Cooperation and
Development (OECD) criteria. Among the Baltic countries,
Lithuania is an outsider in the high-tech sector.

Throughout the 2010s, Estonia, the high-tech leader of
the Baltics, demonstrated relatively better results.
Although its indicators of revealed comparative
advantage were negative (which indicates an inability to
compete with average-level competitors), they were
significantly better than those of Latvia and Lithuania.
Estonia's comparative advantages were recorded in the
radio, television, and communication equipment product
group. Latvia's were in pharmaceuticals. Lithuania had no
comparative advantages in any major high-tech product
groups. However, in some years, it had small leadership in
certain products, particularly special tools and devices for
medicine and science.

Despite catch-up growth, the Baltic States' economic
performance did not improve significantly in the 2010s.
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They lag behind the EU average due to their comparatively
low labor productivity, a consequence of their limited
integration into global value chains. While Scandinavia
and Germany specialize in high-tech, human-capital-
intensive industries, the Baltic States still have a
disproportionately high share of raw material and labor-
intensive industries. Following the 2008-2009 crisis, all
three republics experienced a significant slowdown in
economic growth. Full integration of their economies into
the EU has become an unrealistic goal [8, 12].

After joining the EU, all the Baltic countries became
dependent on stronger European powers. One price they
paid for joining the EU was the closure of many important
industries. Brussels requested the closure of the Ignalina
Nuclear Power Plant in Lithuania, sugar factories in Latvia
were shut down, knowledge-intensive industries are dying

out in all three countries, a significant part of the fisheries
has been destroyed, and agriculture is shrinking. The need
to buy electricity from other countries has had particularly
serious consequences. Although Estonia held its position
for a long time, now that Brussels has announced a
transition to "green energy," Tallinn must comply and shut
down its shale energy industry.

The economic problems that arose from forced
transformations in the Baltic States are being solved
through subsidies from various programs within the
framework of the regional "cohesion policy." The EU co-
finances Baltic projects up to 70% and sometimes up to
90% of their cost. Estonia, Latvia, and Lithuania began
receiving subsidies immediately after joining the EU,
primarily through regional support programs from
structural funds (Table 1).

Table 1 Subsidies under EU regional support for the Baltic States in 2000-2027, EUR billion

Country 2000-2006 2007-2013 2014-2020 2021-2027 (plan)
Estonia 5,0 7,0 7,0 6,2
Latvia 1,0 6,8 7,0 10,5
Lithuania 0,7 3,4 5,8 6,8
Source: [7]

Since 2021, the EU has had a budget of €1.07 trillion,
covering multi-annual financial plans for the next seven
years. Additionally, a €750 billion fund has been
established to assist EU member states in recovering from
the economic impact of the pandemic. The outermost
regions will continue to receive special EU support. In
addition to the amounts listed in Table 1, the Baltic States
will receive loans to help rebuild their pandemic-
devastated economies. Thus, due to the Corona crisis,
they will receive more funds than before. However, this
will not continue forever.

Conclusions. Thus, small open economies, especially
those without significant natural resources, are rarely able
to conduct independent and successful economic
development policies. Unlike Singapore and Hong Kong,
the Baltic countries do not have an advantageous
geographical position, nor have they accumulated rich
human capital over the years. Their years of EU
membership and accession to the European monetary
system can be assessed as generally positive based on
GDP statistics. The Baltic countries have demonstrated
significant economic success, especially in the first years

after joining the EU. Estonia, in particular, has found its
niche in complex modern markets and has successfully
avoided a demographic crisis, a feat that Latvia and
Lithuania have not achieved. Latvia has had a particularly
difficult time due to its weak economic structure and
inability to fully integrate into international value chains.
However, it's important to note that this success had a
downside: the rapid GDP growth was largely due to
foreign investment and financial assistance from EU
funds. Some of this funding was squandered on
consumption, and foreign direct investment (FDI) was
mainly directed toward the financial sector and trade. As
a result, the real sector did not develop noticeably.
Estonia, Latvia, and Lithuania were unable to gain a
foothold in high-tech markets. The Baltic countries could
have fared better if not for the global financial crisis, which
was exacerbated by the accelerated pace of European
integration. Strict budget austerity and monetary control
exacerbated the financial shock, affecting both people's
well-being and economic growth. In a sense, one could
argue that the consequences of the crisis have yet to be
overcome.
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