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Latvia: Economic Overview 
Path to EU Accession:
Latvia regained full independence in 1991 and endeavored to construct a functioning democracy and market economy. The results have been largely impressive. In fact, on the back of domestic demand and rising exports, Latvia has achieved the highest economic growth rates among EU member-states. Moreover, acceding to the EU in 2004 has aided the transition by, among other things, providing greater market access for Latvian goods and allocating EU Structural Funds for development projects. And with excellent growth rates and a stable political system, things should only get better.
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Positive Economic Indicators:
· Latvia’s GDP is currently $30.29 billion and its GDP per capita stands at $13,200.

· The economy grew at a staggering rate of 10.2% in 2005 and expanded by over 30% in the four years previous.

· Inflation is relatively high, currently 6.7%, yet is forecasted to come down below 5% by 2007. However, the current rate is by far too high
                                                                                                                                                             Source: 2006 Economist Intelligence Unit Report
for the eurozone, as Latvia is not expected to adopt the euro until 2010.
· Economic growth has been the result of increased domestic consumption and export promotion. Latvian exports expanded from $2.243 billion in 2001 to just over $5.3 billion in 2005.
Economic Structure:
· GDP by sector-agriculture: 4%; industry: 26.1%; services: 69.9%.

· Unemployment has been relatively steady, yet dropped from 8.5% in 2004 to 7.5% in 2005, and is estimated to further decline to 5.9% in 2007.
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The current account deficit is roughly $2 billion, as imports have outweighed exports.
 
· Major export commodities include: wood and wood products (24.8%), base metals (13.2%), textiles (9.2%), prepared foodstuffs (7%), and chemicals (5.6%).

· Latvia’s currency, the Lat, is pegged to the euro within the Exchange Rate Mechanism 2 at the following rate: LVL0.703:€1. Hence, it has 
     Source: Latvia Government                             traded at a steady rate with the US dollar: (lati per US dollar) 0.6279 in 2001, 0.6182 in 2002, 0.5715 in 2003, 0.5402 in 2004, and 0.5647 in 2005.

· International trade is focused, in order of importance, on the Baltics, other EU members, and Russia. Accordingly, major trade partners are: Lithuania (10.8% of exports and 13.8% of imports), Estonia (10.3%, 7.9%), Germany (10%, 13.3%), and Russia (7.6%, 8.6%).
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The level of foreign direct investment in the region, including Latvia, has grown exponentially as these Baltic nations have liberalized their economies and acceded to the EU (in 2004). As a result, FDI is forecasted to augment by €300 million in the last three years, from €270 million in 2003 to €579 million in 2006.

· EU Structural Funds undergird economic programs in the country for the 2004-2006 period through four channels: The European Regional Development Funds (€489 million), The European Social Fund (€182 million), The European Agricultural Guidance and Guarantee Fund (€140 mil)
                                                                                                                                                                                                                                            Source: http://www.balticdata.info

and The Financial Instrument for Fisheries Guidance (€42 million).

Political Considerations:

· Latvia’s parliamentary democracy is made up of a unicameral legislature, the Saeima, (100 directly elected members who serve four-year terms); an executive branch which is composed of a head of state (president), a head of government (prime minister) whose cabinet or council of ministers is proposed by the prime minister and confirmed by the Saeima; and the Supreme Court serves as the judiciary.

· 26 counties known as rajons and 7 municipalities divide up the country.
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Latvia maintains a flat income tax of 25%, a corporate tax of 15% (down from 25% in 2001) and the standard Value Added Tax is 18%.

· The Bank of Latvia coordinates monetary policy and its governor (currently Ilmārs Rimšēvičs) is appointed by the parliament to lead the 6 person council.

· Latvia embraces foreign investors—foreigners are treated as nationals and are welcome to invest in all industries but the following: security services, air transport, and gambling.

Photograph Above: The Saeima Building in Riga, source: Latvia Government Website   
Attractions:
· Rapid Economic Growth: With the highest levels of growth within the EU—10% in 2005—Latvia wields a rapidly developing economy and the potential for further growth is very high.
· Ease of Foreign Investment: The lack of restrictions on foreign investment, along with the very low corporate tax of 15%, makes Latvia a haven for foreign investment.
· EU Membership: Access to the single market, allocation of EU structural funds (see above).
Troubled Spots: 
· Corruption: Transparency International, a respected corruption watchdog, reports that Latvia is the most corrupt country in the EU, noting that one out of five Latvians has given a bribe at some point in their lives.

· Large Current Account Deficit: With the rise in imports surpassing export figures, Latvia’s current account deficit is over 11% of GDP.
· High Inflation: As inflation rates reach 6.7% in 2006, Latvia is nowhere near meeting the EU’s standards for eurozone members, and thus the nation will have to deflate the economy before it adopts the euro.
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