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Foreword
Executive Summary

1 Key Policy Insights

The economy is recovering, but negative risks predominate
Fiscal and tax policies need to focus on supporting both growth and inclusion
Fiscal policy has moved robustly to counter the pandemic
Fiscal policy could also do more to reduce poverty
The financial system is sound, but credit provision could be improved
Banks, especially the larger ones, are in good financial shape
Credit growth is modest
Progress is being made in the long battle against informality and corruption
Informality in the labour market is severe
Corruption and bribery are also still seen as longstanding problems
Labour market participation is high, while social protection is modest
Securing an adequate supply of labour
The ageing population calls for pension-system adjustments
The population is shrinking rapidly
The population has also aged

Depopulation has fallen most heavily on rural areas, resulting in big regional disparities
Adjusting the pension system is key to address these demographic pressures

Health-care performance has been improving, but more needs to be done

Overall health spending is low, contributing to short life expectancy and other ills
The low quality of care and substantial unmet needs also signal a need for improvement
A lack of resources has implied low numbers of medical personnel and long wait times

Health-care spending efficiency could be enhanced
Shifting towards more preventive measures

Lifestyle-related risk factors are heavy, calling for more aggressive policy actions

Much of the housing stock is crowded, old and in poor condition
Latvia needs to address some major environmental challenges

Recent progress in dealing with climate change has been limited, and air pollution is bad
Progress is being made in water treatment, but solid waste disposal and biodiversity remain

challenges for the future
References

2 Boosting productivity and incomes through capitalising on export opportunities

Latvia could foster productivity and income growth by increasing exports
Export performance has been weak, but promising trends have emerged
Low-tech sectors still dominate Latvian manufacturing
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Growth of services exports has been slow
Exports of goods have been resilient since the COVID-19 shock
Promising developments in the ICT sector
Promoting export growth and diversification
Expanding export product diversity and complexity
Expanding exports to new markets
Sustaining exports through increasing product complexity
Diversifying the supplier base to improve resilience
Improving the business environment and infrastructure
Maintaining efforts to improve market regulations for all firms
Strengthening SOEs governance to improve their effectiveness
Improving connectivity through better public transport
Improving skills to enhance export performance
Much is being done to owvercome the shortcomings of the education system
A shortage in ICT and STEM skills has become an increasingly important constraint
Facilitating the immigration of skilled workers
Improving digital and management skills to increase uptake of digital technologies
Enhancing adult education by establishing a training fund
Increasing access to higher education
Increasing R&D and innovation from its low base
Latvia's innovation performance is poor
Increasing the level of public support to business R&D
Fostering knowledge transfer through stronger incentives
Attracting and retaining PhD students
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