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II. LABOR OUTFLOWS, CAPITAL INFLOWS AND INCOME CONVERGENCE IN LATVIA12 

A.   Introduction and Overview 

1.      Latvia, along with many other emerging market economies, is concerned with 
the economic and social consequences emigration. This paper addresses the causes and 
implications of labor emigration in the context of a converging economy with a much lower 
capital-to-labor ratio than its EU partners. 

• Section B examines the extent of Latvian emigration and compares Latvia’s 
experience to two historical episodes of migration—the so-called age of mass 
migration during 1870-1910 and the migration that accompanied the reunification 
of Germany starting in 1989. 

• Section C briefly summarizes macroeconomic growth and economic geography 
theories which view migration as a natural part of economic convergence. They 
suggest a number of possible outcomes, ranging from orderly convergence to 
permanent divergence. Unfortunately, economic theory is not yet mature enough 
to put forward specific policy advice, but it does offer an analytical approach for 
evaluating developments in Latvia, as well as other emerging economies. 

• Using this analytical approach section D takes a look at recent trends in economic 
convergence (labor and capital flows) in Latvia and compares this experience to 
several current and historical episodes of convergence. The performance is mixed: 
While Latvia appears to be heading in the right direction, these trends must be 
interpreted very cautiously, especially since available data ends just as Latvia 
joined the EU in 2004. With open borders with the UK, Ireland, and Sweden and 
possibly open borders with other EU members in the near future, both capital and 
labor flows might look very different in a few years’ time.  

• Section E reviews the economic and social consequences of outward migration. 
While the impact of emigration is poorly understood and there are no easy 
answers for mitigating its economic impact, there are several factors that should 
be considered in formulating a long-term immigration policy. 

• Finally, section F offers some short- and longer-term policy options for coping 
with labor outflows.  

 

                                                 
12 Prepared by Allan Brunner. 
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