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Key developments and challenges
Macroeconomic stabilisation remains the key objective 
given the depth of the ongoing recession in Latvia. This 
will require strict adherence to the International Monetary 
Fund (IMF)/EU programme, and implementation of the 
fiscal adjustment measures approved by parliament.

Reviving bank credit to the private sector, in particular  
to small and medium-sized enterprises (SMEs), is a key 
challenge. This will require further efforts to strengthen 
banks’ capital bases and support the restructuring of 
debt, in particular that of households.

More competition and private sector participation  
in the energy sector, public services and transport 
infrastructure will be important for further efficiency 
improvements once market conditions stabilise.

Country data 
Population (in millions)  2.3
Area (’000 sq km)  64.5
GDP (in billion US$, 2008) 34.0
Average transition score (scale: 1 to 4.33)  3.63

Progress in structural reform

Liberalisation and privatisation
Over the past year Latvia has undergone a deep recession,  
and few initiatives to promote structural reform were taken.  
A number of important sectors still remain under the influence 
of dominant, state-owned companies or require further 
liberalisation. For instance, the privatisation of the fixed-line 
telecommunications operator, Lattelecom, planned for the end 
of 2008, has not materialised and the state still holds a 
51 per cent stake. 

Business environment and competition
Almost 40 per cent of all respondents in the 2008/09 
Business Environment and Enterprise Performance Survey 
(BEEPS IV) replied that an inadequately educated workforce is 
either a major or very severe obstacle to the operation of their 
businesses. According to the same survey, corruption is 
perceived to be an obstacle by almost 70 per cent of firms. 
Latvia’s development towards higher-value-added production 
has been held back by a low rate of innovation, which reflects 
the low levels spent on research and development (in 2007, 
gross domestic expenditure on R&D represented only 
0.6 per cent of GDP in Latvia versus 1.9 per cent  
in EU-27) and the lack of adequate human capital.

Infrastructure
New incentives for further energy diversification were created  
in the past year; the regulatory framework for renewables was 
strengthened with the introduction of a feed-in tariff and a 
mandatory offtake mechanism in February 2009. Producers  
of renewable energy are therefore able to sell energy for a 
guaranteed price. The increased emphasis on alternative 
sources of energy, as well as measures to support greater 
energy market integration within the Baltic region, are 
necessary in view of the expected fall in electricity supply  
after the planned closure of the Ignalina nuclear power plant  
in Lithuania by the end of 2009. 

The quality of the road network remains poor and the 
construction and maintenance of roads is still dominated by 
state-owned companies. The first public-private partnership 
(PPP) in the road sector, the Riga Bypass-Senite road 
reconstruction and maintenance project, reached the 
preparation phase in mid-2009, but is likely to be delayed. 
A modern legal framework for PPP projects is being developed 
and should aid future private sector involvement in large 
infrastructure projects in general.

Financial sector
Following a sustained credit boom since 2000, growth of credit 
to the private sector began to decline year on year in the 
second half of 2008, falling to 2 per cent in June 2009. In 
expectation of the limited access to external funding on the 
international lending markets, banks tightened their credit 
standards and started to accumulate liquid assets instead of 
lending to the real economy. As economic conditions and asset 
values rapidly deteriorated, the share of non-performing loans 
in banks’ portfolios climbed from 3.6 per cent in December 
2008 to 11.3 per cent by June 2009. Capital outflows from the 
banking system (largely related to parent funding from Nordic 
banks, non-resident deposits and repayments of syndicated 
loans) reached close to €3 billion between November 2008 
and May 2009. At its peak, the outflow reached €590 million 
in March 2009, contributing to a rapid decline in foreign 
exchange reserves that dropped by 35 per cent between 
February and June 2009. However, since then the rate of 
capital outflows has gradually decreased, indicating the 
repeatedly confirmed long-term commitment of the Nordic 
parent banks to the Baltic region.

In November 2008 the government nationalised a majority 
stake in Latvia’s largest domestic banking group, Parex, in the 
face of a surge in deposit withdrawals. The state injected large 
amounts of liquidity into the bank, announced a comprehensive 
restructuring plan and the financial regulator imposed 
restrictions on deposit withdrawals. The acquisition of a 
25 per cent equity stake in Parex by the EBRD, signed in  
April 2009, was designed to improve confidence, ease the 
financial burden on the Latvian government and assist in the 
restructuring process ahead of a transfer back into private 
ownership. The government has announced its intention to sell 
its majority stake in Parex as soon as possible, but the 
economic crisis casts doubts as to how quickly the government 
will be able to proceed. As non-residents were responsible for 
most deposit withdrawals from Parex, the episode has shown 
how vulnerable the banking sector is, with its heavy reliance  
on non-resident deposits. In line with wider EU anti-crisis 
measures, the deposit insurance limit has been increased to 
€50,000 with the aim of sustaining depositor confidence. 

Latvia



Fiscal balance and current account balance
■ Fiscal balance (% of GDP)   ■ Current account balance (% of GDP)

Interest rates and inflation
■ Money market rate (% average-over-period)   ■ Consumer price index (% year-on-year)

Macroeconomic performance 

Of all the countries in the transition region, Latvia has been 
one of the most severely affected by the global economic 
crisis. GDP growth decelerated sharply from 10 per cent in 
2007 to -4.6 per cent in 2008 and then GDP fell dramatically 
by 18.7 per cent in the second quarter of 2009 (year on year). 
The slow-down has been driven by a rapid decline in credit 
growth, falling asset prices and weakening external demand.  
As a result, unemployment had increased to 16.7 per cent by 
the second quarter and inflationary pressures have quickly 
abated, with annual inflation falling from 17.7 per cent in  
June 2008 to 3.4 per cent a year later. 

The economy’s rapid adjustment to the recession has been 
evident in the development of the current account balance. 
This had turned positive by January 2009 and recorded a 
surplus of 14.2 per cent of GDP in the second quarter of 2009, 
compared with a deficit of 15.1 per cent a year earlier. This 
striking shift is mainly due to a fall in imports that has been 
much more rapid than that of exports and underlines the 
severity of the adjustment that the economy has undergone.

The financial crisis and a loss of confidence in the banking 
system led to increased pressures on the stability of the 
currency peg to the euro. In December 2008 Latvia reached  
an agreement with the International Monetary Fund (IMF), 
European Union, the World Bank, the Nordic countries and  
a number of other donors on an extensive funding package 
amounting to €7.5 billion to be disbursed over three years. 
Restoring confidence in the banking system, ensuring adequate 
finance for the budget and rebuilding competitiveness under 
the fixed exchange rate regime are the key objectives of the 
programme. However, the disbursement of funds has been 
repeatedly delayed due to the government’s inability to reach 
the required fiscal targets. These delays, the reduction in 
exposure by foreign banks, non-resident deposit outflows 
and a number of other events fuelled speculation against the 
currency peg that culminated in early June 2009 when the 
central bank’s purchases of the domestic currency reached 
their peak. Since then, the situation has stabilised, as first the 
European Union and then the IMF disbursed their second 
tranches of the loan. As a condition for these disbursements 
the Latvian government committed to further cuts in fiscal 
expenditures to contain the fiscal deficit. 

Outlook and risks

Output is projected to fall by 16 per cent in 2009 with the 
economic contraction likely to slow next year. Stabilisation will 
depend largely on a revival in bank lending to the real economy 
and on achieving a sustainable fiscal path. The implementation 
of the fiscal adjustment measures will prove to be painful for 
the economy, but they are necessary to maintain confidence  
in the economy and to attract new external credit. Sustained 
growth over the longer term will depend on diversifying the 
industrial base, focusing on the production and export of 
higher-value-added products and improving the rate 
of innovation.
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Real GDP (1989=100)
■ Latvia   ■ Average, transition countries

Transition indicators 2009
■ Latvia   ■ Maximum, transition countries   ■ Minimum, transition countries
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Structural and institutional change indicators

Liberalisation and 
privatisation

Current account convertibility 
– full

Controls on inward direct 
investment – no1 

Interest rate liberalisation – 
full

Exchange rate regime –  
fixed peg in ERM II

Wage regulation – no

Tradeability of land –  
full except foreigners

Business environment  
and competition 

Competition office – yes

Quality of insolvency law – 
under reform

Secured transactions law – 
advanced

 
Infrastructure

Telecoms regulatory 
assessment compliance – full

Independence of the 
electricity regulator – full

Separation of railway 
infrastructure from operations 
– full

Independence of the road 
directorate – partial

 
Financial sector

Capital adequacy ratio –  
8 per cent

Deposit insurance system – 
yes

Private pension funds – yes

 
Social reform

Share of population living in 
poverty – <2.0 per cent 
(2004)

Government expenditure on 
health – 4.5 per cent of GDP 
(2007)

Government expenditure on 
education – 5.8 per cent of 
GDP (2007)

Household expenditure  
on power and water –  
3.8 per cent2 

2003 2004 2005 2006 2007 2008 2009

Enterprises
Privatisation revenues (cumulative, in per cent of GDP)  9.0 9.5 9.6 10.5 10.6 10.8 na
Private sector share in GDP (in per cent) 70.0 70.0 70.0 70.0 70.0 70.0 70.0
Private sector share in employment (in per cent)  62.2 63.8 65.3 66.5 68.6 67.9 na
Budgetary subsidies and current transfers (in per cent of GDP) 1.8 2.0 4.1 5.2 4.3 4.9 na
Share of industry in total employment (in per cent) 20.1 19.3 17.9 18.7 17.9 18.1 na
Change in labour productivity in industry (in per cent) 5.5 12.0 15.6 1.3 8.4 -5.9 na
Investment/GDP (in per cent) 28.8 33.0 34.4 39.7 40.4 31.5 na
EBRD index of small-scale privatisation 4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of large-scale privatisation 3.7 3.7 3.7 3.7 3.7 3.7 3.7
EBRD index of enterprise reform 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Markets and trade 
Share of administered prices in CPI (in per cent) 16.3 16.2 14.4 14.0 12.9 11.5 na
Number of goods with administered prices in EBRD-15 basket 2.0 2.0 2.0 2.0 2.0 2.0 na
Share of trade with non-transition countries (in per cent) 64.6 59.2 54.1 53.1 51.1 47.8 na
Share of trade in GDP (in per cent) 74.6 81.5 85.7 87.3 81.2 74.5 na
Tariff revenues (in per cent of imports) 0.6 0.2 0.0 0.0 0.3 na na
EBRD index of price liberalisation 4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of forex and trade liberalisation  4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of competition policy 2.7 2.7 3.0 3.0 3.0 3.0 3.3

Financial sector 
Number of banks (foreign-owned) 23 (10) 23 (9) 23 (9) 24 (12) 25 (14) 27 (16) na
Asset share of state-owned banks (in per cent) 4.1 4.0 4.3 4.4 4.2 19.5 na
Asset share of foreign-owned banks (in per cent) 53.0 48.6 57.9 63.3 63.8 65.7 na
Non-performing loans (in per cent of total loans) 1.4 1.1 0.7 0.5 0.4 2.4 na
Domestic credit to private sector (in per cent of GDP) 39.8 50.3 67.8 87.0 88.3 89.6 na
Domestic credit to households (in per cent of GDP)  11.6 17.6 26.8 38.0 42.7 39.2 na
– Of which mortgage lending (in per cent of GDP) 7.6 12.4 19.5 28.9 33.7 31.1 na
Stock market capitalisation (in per cent of GDP) 9.5 11.5 16.5 12.9 10.2 4.9 na
Stock trading volume (in per cent of market capitalisation) 15.7 8.1 4.6 4.3 4.8 1.8 na
Eurobond issuance (in per cent of GDP) 0.0 0.0 0.8 1.3 0.0 1.8 na
EBRD index of banking sector reform 3.7 3.7 3.7 3.7 4.0 4.0 3.7
EBRD index of reform of non-bank financial institutions 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Infrastructure 
Fixed-line (mobile) penetration rate (per 100 inhabitants) 28.2 (52.6) 28.2 (66.7) 31.9 (81.7) 28.8 (95.8) 28.4 (97.7) 28.4 (97.7) na
Internet users (per 100 inhabitants) 27.0 33.2 42.3 50.3 55.2 55.2 na
Railway labour productivity (1989=100) 118.2 109.4 118.6 106.7 116.9 123.0 na
Residential electricity tariffs (USc kWh) 7.1 8.2 8.1 8.4 9.9 11.8 na
Average collection rate, electricity (in per cent) 100 100 100 100 100 100 na
GDP per unit of energy use (PPP in US dollars per kgoe) 5.4 5.8 6.5 na na na na
EBRD index of infrastructure reform 3.0 3.0 3.0 3.0 3.0 3.0 3.0
– Electric power 3.0 3.3 3.3 3.3 3.3 3.3 3.3
– Railways 3.3 3.3 3.3 3.7 3.7 3.7 3.7
– Roads 2.3 2.3 2.3 2.3 2.3 2.3 2.3
– Telecommunications 3.0 3.0 3.0 3.0 3.0 3.3 3.3
– Water and wastewater 3.3 3.3 3.3 3.3 3.3 3.3 3.3

1 There are controls on raffles and gambling for certain nationals. 
2 Estimate based on the poorest 20 per cent of households (lowest income quintile).



Macroeconomic indicators
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2003 2004 2005 2006 2007 2008 
Estimate

2009 
Projection

Output and expenditure (Percentage change in real terms)
GDP 7.2 8.7 10.6 12.2 10.0 -4.6 -16.0
– Private consumption 8.4 9.7 11.2 21.2 14.8 -5.4 na
– Public consumption 1.9 2.1 2.7 4.9 3.7 1.5 na
– Gross fixed capital formation 12.3 23.8 23.6 16.4 7.5 -15.6 na
– Exports of goods and services 5.2 9.4 20.2 6.5 10.0 -1.3 na
– Imports of goods and services 13.1 16.6 14.8 19.4 14.7 -13.6 na
Industrial gross output 8.0 8.3 8.4 10.5 6.5 -4.5 na
Agricultural gross output -2.4 3.4 9.3 -5.2 8.0 -0.3 na

Employment (Percentage change)
Labour force (end-year) 0.4 0.5 -0.4 2.3 1.8 1.8 na
Employment (end-year) 2.0 0.7 1.6 4.4 2.7 0.1 na

(In per cent of labour force)
Unemployment (end-year) 10.7 10.6 8.8 7.0 6.2 7.8 na

Prices and wages (Percentage change)
Consumer prices (annual average) 2.9 6.2 6.7 6.5 10.1 15.4 3.6
Consumer prices (end-year) 3.6 7.3 7.0 6.8 14.2 10.4 -1.7
Producer prices (annual average) 3.2 8.6 7.8 10.3 16.1 11.5 na
Producer prices (end-year) 4.1 11.4 7.0 13.2 13.1 9.5 na
Gross average monthly earnings in economy (annual average) 11.0 9.9 16.6 22.8 31.8 20.4 na

Government sector (In per cent of GDP)
General government balance -1.6 -1.0 -0.4 -0.5 -0.4 -4.0 -10.0
General government expenditure1 34.8 35.8 35.6 38.2 35.9 39.4 na
General government debt 14.6 14.9 12.4 10.7 9.0 19.5 na

Monetary sector (Percentage change)
Broad money (M2, end-year) 21.7 26.9 38.7 39.7 14.4 -4.4 na
Domestic credit (end-year) 39.3 40.0 67.6 53.4 32.9 17.9 na

(In per cent of GDP)
Broad money (M2, end-year) 34.7 37.9 43.1 48.8 42.2 36.7 na

Interest and exchange rates (In per cent per annum, end-year)
Refinancing rate 3.0 4.0 4.0 5.0 6.0 6.0 na
Interbank market rate2 3.2 3.5 2.7 2.3 5.1 5.7 na
Deposit rate (short-term, under 1 year) 3.0 3.3 2.8 3.6 6.2 6.3 na
Lending rate (short-term, under 1 year) 5.4 7.5 5.9 7.2 10.0 11.1 na

(Lats per US dollar)
Exchange rate (end-year) 0.5 0.5 0.6 0.5 0.5 0.5 na
Exchange rate (annual average) 0.6 0.5 0.6 0.6 0.5 0.5 na

External sector (In millions of US dollars)
Current account -920.7 -1,761.7 -1,992.6 -4,522.0 -6,421.7 -4,491.2 1,500.0
Trade balance -2,003.2 -2,780.4 -3,018.3 -5,130.7 -6,898.1 -6,013.7 -1,500.0
– Merchandise exports 3,170.3 4,221.0 5,360.9 6,140.3 8,227.1 9,634.2 7,100.0
– Merchandise imports 5,173.5 7,001.4 8,379.2 11,271.0 15,125.2 15,647.9 8,600.0
Foreign direct investment, net 253.6 527.5 585.2 1,491.3 1,945.0 1,091.5 300.0
Gross reserves, excluding gold (end-year) 1,432.4 1,912.0 2,231.9 4,353.3 5,553.4 5,028.1 na
External debt stock3 9,400.0 13,448.5 15,179.2 23,769.0 38,954.2 42,053.8 na

(In months of imports of goods and services)
Gross reserves, excluding gold (end-year) 2.8 2.8 2.7 3.9 3.7 3.2 na

(In per cent of exports of goods and services)
Debt service 19.9 21.4 36.4 39.8 27.2 29.6 na

Memorandum items (Denominations as indicated)
Population (end-year, million) 2.3 2.3 2.3 2.3 2.3 2.3 na
GDP (in millions of lats) 6,392.8 7,434.5 9,059.1 11,171.7 14,779.8 16,274.5 14,162.7
GDP per capita (in US dollars) 4,798.0 5,934.6 6,951.7 8,687.8 12,609.5 14,937.8 na
Share of industry in GDP (in per cent) 20.0 19.9 19.1 19.3 20.5 20.3 na
Share of agriculture in GDP (in per cent) 3.7 4.0 3.5 3.1 3.2 2.8 na
Current account/GDP (in per cent) -8.2 -12.8 -12.4 -22.7 -22.3 -13.2 5.4
External debt – reserves (in US$ million) 7,967.6 11,536.5 12,947.3 19,415.7 33,400.8 37,025.7 na
External debt/GDP (in per cent) 84.0 97.7 94.7 119.2 135.4 124.0 na
External debt/exports of goods and services (in per cent) 201.0 224.1 201.7 270.6 326.5 296.7 na

1 General government expenditure includes net lending.
2 Weighted average interest rates in the interbank market.
3 Includes non-resident currency and deposits, liabilities to affiliated enterprises and liabilities to direct investors.


