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1. Introduction

Lithuania’s start-up ecosystem, which barely existed 10 years ago, has been developing rapidly,
and small and medium-sized enterprises (SMEs) are exporting on a large scale. While Lithuanians
have developed a strong entrepreneurial spirit, the ongoing structural shift caused by technological
change, digital transformation and the transition to more sustainable business practices is
currently creating a skills mismatch. Moreover, Lithuania still needs to make improvements to
ensure better access to finance for SMEs as well as more efficient bankruptcy procedures.

The COVID-19 pandemic and the policy measures taken to tackle it led to a moderate contraction
of SME value added in Lithuania in 2020. SME value added and employment dropped by 0.6% and
1.6% respectively!. The downturn was particularly pronounced in the accommodation and food
services sector, with value added dropping by 36.2% and employment falling by 9.3%. The
information and communication sector, in contrast, has performed exceptionally well, generating
10.0% growth in SME value added and 6.3% growth in SME employment.

An economic recovery is expected in 2021, with SME value added growth of 7.7% and SME
employment growth of 2.5%. As a result, SME value added and SME employment are projected to
exceed their 2019 levels by 7.1% and 0.8% respectively in 2021.

Lithuanian SMEs make a substantial contribution to the ‘non-financial business economy’. In 2019,
they generated 67.2% of total value added and 73.3% of total employment, well above the
respective EU averages of 53.0% and 65.2%. However, the average productivity of Lithuanian
SMEs, defined as value added per person employed, was only EUR 20 700, around half the EU
average of EUR 40 000. SMEs employed an average of 3.5 people in 2020, slightly fewer than the
EU average of 3.7.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2020

Number of enterprises Number of persons employed Value added
Lithuania Lithuania Lithuania
Number SHETC bilﬁon SHEE
Micro 191 749 93.3% 93.3% 282 377 28.8% 29.6% 4.7 21.5% 18.7%
Small 11 186 5.4% 5.7% 225 169 23.0% 19.7% 4.8 21.6% 17%
Mzi"zi:c'l‘" 2 130 1% 0.9% 210566  21.5% 15.8% 5.3  24.2% 17.3%

SMEs 205 065 99.8% 99.8% 718 112 73.3% 65.2% 14.8 67.2%
Large 355 0.2% 0.2% 261 962 26.7% 34.8% 7.2 32.8% 47%
Total 205 420 100% 100% 980 074 100% 100% 22.1 100% 100%

Source: These are estimates for 2020 produced by DIW Econ, based on 2008-2018 figures from the Structural Business
Statistics Database as well as provisional data for 2019-2020 from the National Accounts Database and the Short-Term
Business Statistics Database (Eurostat). The data cover the 'non-financial business economy', which includes industry,
construction, trade, and services (NACE Rev. 2 sections B to J, L, M and N), but not enterprises in agriculture, forestry and
fisheries and the largely non-market service sectors such as education and health. The following size-class definitions are
applied: micro firms (0-9 persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons
employed), and large firms (250+ persons employed).

2. Key strengths

High share of SME exports

Between 2009 and 2018, Lithuanian exports grew by 10% a year on average (exports of goods of
Lithuanian origin, except for oil products, reached EUR 13.5 billion in 2018), while worldwide
export growth slowed to 4.6%?2. Over the last decade, the average annual growth of the market
share of exports of goods and services stood at 2.7 percentage points, which is one of the best
results among EU countries (third behind Ireland and Romania)3.

Lithuanian SMEs form up to 98% of exporting companies, while accounting for 50% of all exports
(EUR 11 billion), which is well above EU average of 33%*". On extra-EU trade, it falls into the
country group with a high share of SMEs in export values and the number of exporters®. The share
of the exports’ value to non-EU countries accounted for 44% (EUR 3.1 billion) in 2018, against the
EU average of 28%?°.

Vibrant start-up-ecosystem

Lithuania’s start-up ecosystem, which barely existed 10 years ago, has been developing rapidly
and already ranks highly in the start-up world. StartupBlink, a start-up platform and research
centre, ranked Lithuania’s start-up ecosystem 15th out of 100 countries in its new 2020 report
(the top 3 being the USA, United Kingdom and Israel)’.



Lithuania is also becoming one of Europe’s leading fintech hubs, ranking 4th in the Global Fintech
Index 20208.

Lithuania’s capital Vilnius ranks in the top 10 in two categories: cost-effectiveness and foreign
direct investment performance in the Tech cities of the Future 2020/21 report®.

Moreover, when looking at the employment share of high-growth enterprises, Lithuania
outperforms the EU average, reaching 19.4% against the EU average of 15.4%1°,

Figure 2: SMEs innovating in house, innovative SMEs collaborating with others, SMEs introducing product or process
innovations (in % of SMESs)
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Source: Community innovation survey, Eurostat, 2016!

Strong entrepreneurial spirit

Lithuanians have a strong entrepreneurial spirit. An international study on entrepreneurial
attitudes across 44 countries, The Amway Global Entrepreneurship Report 2018, finds that more
Lithuanian respondents (76%) want to start their own business than EU respondents (41%). While
the desire to become an entrepreneur has decreased slightly since 2016 (78%), there is a strong
sense of continued optimism among respondents. However, only 33% believe they have the
necessary skills and resources to launch their business, compared to 37% of EU respondents.
Looking at Lithuanian respondents’ abilities and attitudes to start and run a business, the majority
(88%) see themselves as being socially supported by family and friends, against 62% in the EU.
When it comes to taking risks, 74% of Lithuanian respondents consider themselves to be risk-
takers, against 41% of respondents in the EU2,

3. Key challenges

The current structural shift caused by digital transformation creates a skills mismatch

The Lithuanian labour market is currently facing various challenges, namely adverse demographic
trends, technological advancements and migration-led regional disparities.



The ongoing structural shift caused by technological change, digital transformation and transition
to more sustainable business practices increases the demand for new high-level competences and
related skills, while making other competences obsolete!3. A third of the workforce in Lithuania
therefore faces a skills mismatch compared to the OECD average of 15%%'4, and SMEs face
difficulties in finding employees with the right set of skills.

In Lithuania, the percentage of total people employed that have ICT specialist skills (13.5%) and
the share of SMEs that provide training to their staff to develop or upgrade their ICT skills (9.6%)
are significantly lower compared to the EU average (19.6% and 21.6% respectively in 2019)15,

To respond to this challenge, Lithuania launched the Skills Strategy Project to develop a more
strategic, whole-of-government and cross-sectoral approach to its skills policy. The project aims
to develop tailor-made policy recommendations for improving skills in collaboration with the
government and stakeholders?®.

Bank lending to SMEs is restricted

Access to finance is the biggest concern for 13% of SMEs in Lithuania, against 7% for the EU',
According to a survey conducted by the Bank of Lithuania, 32% of SMEs consider that bank loans
would be a relevant source of financing (with only 16% actually using them), while credit lines
were considered relevant for 41% of SMEs (and are used by 22%).

Bank lending is rather restricted in Lithuania. Almost 30% of SMEs that submitted a bank loan
application have been rejected, against 7% for the EU. Nearly half of SMEs surveyed by the Bank
of Lithuania stated that lending opportunities are limited or non-existent!®. The annual average
interest rate for small loans is also higher in Lithuania compared to the EU average, reaching 3.2%
in Lithuania against 2.9% for the EU in 20191°,

The government has introduced a wide range of measures to improve access to finance, including
developing alternative sources of financing. According to a Dealroom report, venture capital for
example grew by 135% on average between 2013 and 201820, Nevertheless, despite rapid growth,
the volume of alternative financing remains low compared to bank lending and the financing needs
faced by SMEs.

Figure 3: Rejected loan applications and loan offers whose conditions were deemed unacceptable (% of loan applications
by SMEs)
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Source: Survey on the Access to Finance of Enterprises, 2019

Bankruptcy procedure is inefficient

In the World Bank’s Doing Business 2020 report, Lithuania ranked 89th out of 190 countries in
‘Resolving insolvency’??, Similarly, Lithuania ranks only 95th out of 141 economies on ‘Strength of
Insolvency Framework’ in the World Economic Forum’s Global Competitiveness Index?3. The time
and cost to resolve insolvency is also significantly higher in Lithuania compared to the EU average.
While it takes 2.3 years and 15% of the debtor’s estate to resolve insolvency in Lithuania, it only
takes 2 years and 10.6% for the EU average?*.

Despite considerable efforts to improve its insolvency legislation and many amendments to its
bankruptcy law since 2001, Lithuania still needs to improve its bankruptcy process, which is
complex, time-consuming and costly. It is expected that the new law on insolvency for legal
persons, which entered into force on 1 January 2020, will help improve the situation?>. According
to the OECD, this reform has the potential to turn Lithuania’s insolvency framework into one of
the most effective of the OECD countries?®. It is not yet clear how effective the new legislation is
in practice, and certain key provisions have been suspended because of the COVID-19 crisis.

In addition to appropriate insolvency legislation, Lithuania would need to ensure the effectiveness
of the insolvency processes’ complementary measures, such as an early warning system designed
to inform businesses of potential threats before they face irreversible financial difficulties.

4. Other key SME-related brief insights

DIGITALISATION T‘he Dlgltal Economy and Socne.ty Index pupllshed in 20%0 show§ that
OF SMES Lithuanian SMEs performed particularly well in the area of ‘Integration of
digital technologies into their business practices'.

The highest score was for the indicator ‘Electronic information sharing’
(48% of Lithuanian enterprises share information electronically compared
to an EU average of 34%). Lithuania also performed above the EU average
on indicators such as 'SMEs selling online’, ‘Selling online across the
border to other EU countries’ and, even after a slight decrease recently,
on ‘e-commerce turnover'?’.

GREEN Lithuania ranked 18th among the EU-28 in the 2019 Eco-Innovation
gm/'égs'ﬂo'\l OF Index. This poor performance is mainly related to weak results for
indicators such as 'Implementation of sustainable products among SMEs’

and ‘Implementation of resource efficiency actions among SMEs'.
Lithuania ranked 4th on the ‘Green early stage investments' indicator,
pointing to a favourable investment environment for eco-friendly
technologies?®.

REGULATORY In ’Fhe World Bank's Doing Busine§s report :2020, which compares
BURDEN business regulation across 190 countries, Lithuania ranked 11th in 2020 -

the highest ever position achieved by the country. This demonstrates that
Lithuania’s regulatory and administrative environment is favourable to
SMEs?°.
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IMPACT OF
COVID-19 CRISIS
ON SMES

Lithuania's economy has been one of the least affected by the COVID-19
crisis. GDP fell less than expected in the second quarter of 2020 — by 4%
year-on-year=®, against 13.9% in the EU. Although half of the SMEs
surveyed said that business lending was limited, the conditions for
business financing have remained almost unchanged from the previous
year3',

Almost two-thirds of businesses have experienced the negative impact of
COVID-19. Accommodation and food services was the most affected
sector, while manufacturing was among the least impacted>2.
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