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Key indicators of economic development
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Actual data Forecast
I 2007 2008 2009 2010 2011 2012 I
changes over the previous year, %o
I Gross domestic product 9.6 -3.3 -17.7 -0.3 55 25
Consumer prices 10.1 15.4 3.5 -11 4.4 2.5
I % of GDP

General government
I budget balance -0.4 -4.2 -9.6 -8.2 -4.0 -2.1
General government debt 9.0 19.8 36.7 44.7 44.3 44.4

Exports-imports balance -20.1 -13.7 -1.5 -0.8 -1.1 -5.7
I Unemployment rate* 6.0 7.5 16.9 18.7 15.4 13.4
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Economic policy

At the end of 2011, three-year long international
loan program was successfully closed. Planned
amount for Latvia was EUR 7.5 billion. Taking into
account, that economic and financial situation is im-
proving, it was not necessary for Latvia to receive all
available financing, Latvia has used EUR 4.4 billion.

In June, 2011, Latvia successfully returned in
international financial markets, by issuing 10-year
bonds worth USD 500 million. This emission proves
the capacity of Latvia to finance budget needs
independently and shows that secure foundation has
been set for successful refinancing of loans in the
next years in the public financial and capital markets.

Within the framework of international loan
program, Latvia has set foundation for the
implementation of sustainable fiscal discipline.

In order to meet the budget deficit targets, since
2008 budget consolidation in amount of LVL
2.3 billion with the fiscal effect of 17.5% of GDP
has done, int.al., both, by reducing expenditures and
by increasing revenues.

In order to create counter cyclical and sustainable
political frame, Fiscal Discipline Law has been
submitted to the Saeima.

During the implementation of the international
loan program, improvement of expenditure struc-
ture of the public administration, considerable de-
crease of the employed in the public administration
and reduction of wages as well as development of
activities of social security net have been carried out.

Changes in tax policy was as an important consoli-
dation resource, however tax burden against the
GDP did not increase due to the change of econo-
mic structure and improvement of export-import
balance. Incentives were introduced for businesses
and employment — corporate income tax relief, tax
of micro-enterprises, faster valued added tax refund,
etc. After completion of the program, tax policy is

mainly focused on the reduction of taxes on labour.

State and EU fund support is available for
business start-ups and development, training of
employees, export promotion, improvement of
tourism infrastructure, improvement of energy
efficiency of central heating, development of
combined heat and power plants, as well as for the
renovation of social and apartment houses.

By attracting the financing of EU structural funds,
several state support programs have been launched
or are being continued, such as Development and
Introduction of New Products and Technologies into
Production, Support to Technology Transfer Contact Points,
Support to Business Incubators, which are aimed at
promotion of knowledge based economy.

Attraction of investments has been started in a
new quality — the Coordination Council for Large
and Strategically Important Investment Projects has
been created and investment strategy Po/aris has been
invented. The aim of these activities is active
cootdination of the activities of state and local
government institutions and non-governmental
organizations in order to simplify clarification of any
emerging issue, facilitate project development,
ensure timely prevention of problems and clarify
investors' satisfaction throughout the project
implementation and after the project completion.

At the same time the government is implementing
a range of activities in order to prevent
administrative burdens in the areas of tax policy and
administration, insolvency process, registration of
real estate, tourism, construction and other areas.
Active work has done to limit the shadow economy.
The reform of the management of state enterprises
is being implemented. It will ensute transparent and
clear principles for the society as well as potentially
bigger income in the state budget.

13



Macroeconomic develnpment
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Gross domestic product

According to the flash estimate, in the 4th quarter
of 2011, compared with the previous quarter, GDP
increased by 0.8% (according to seasonally adjusted
data) and by 5% exceeded the level of 4th quarter of
2010. When compared with the lowest point of
crisis at the end of 2009, GDP has increased by
10%. Overall in 2011, GDP could increase by 5.5%,
compared to the 2010.

Improvement of the economic situation is still
determined by the increase of export. Volumes of
commodity and services export in the 3 quarters of
2011 exceeded the level of the according period of
2010 by 13.2% (at constant prices). In comparison
with the lowest point of export volumes during the
crisis in the 1st quarter of 2009, export volumes of
commodities and services have increased by 32.1%
and now have reached historically highest point.
Export volumes rapidly increase in almost all export

groups.

Income increase from export is stimulating the
raise of economic activities in domestic market. In
the 3 quarters of 2011, domestic demand increased
by 8.1%, compared with the 3 quarters of 2010. It
was mainly determined by the increase of private
consumption, which was promoted by increase of
employment and wages as well as increase of
investments.

Although private consumption increases gradually,
however in the 3rd quarter of 2011, it was only 77%
from the level of the 1st quarter of 2008, when it
started rapidly decrease due to the crisis.

In the 3 quarters of 2011 investments increased
by 20% compared with the according quarters of
the previous year and it was mainly determined by
the enterprises' investments in production
equipment, as well as state investments related to the
absorption of the EU structural funds.
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Development of sectors
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Manufacturing

Along with the crisis, when both domestic and
external demand shrank, production volumes of
manufacturing decreased rapidly — in the 2nd quarter
of 2009, production volumes of the sector was only
70% of the volumes of 1st quarter of 2007. In the
2nd half of 2009, growth revived in the most
Latvian trade partner countries and increase of
external demand gave a positive stimulus for the
Latvian manufacturers — since the 2nd half of 2009,
production volumes increases.

Growth of the sector is largely based on the
growth of the competitiveness, which was reached
by the decrease of expenditures during the crisis.
Growth of the manufacturing is relatively rapid. In
2010, growth volumes increased by 16.5% and in
2011 — by 9.6%. Most considerable contribution in
manufacturing is from the increase of production
volumes in wood processing and metal and metal
articles, which ensured almost a half of the total

manufacturing growth. During 2011, also
considerable growth is observed in production of
electrical and optical equipment, production of
vehicles and machinery. At the same time it must be
noted that one of the biggest manufacturing
subsector — food industry, is recovering from crisis
not as fast as other industries. In 2011, production
volumes of this sector were even by 0.2% lower
than in 2010.

In 2011, manufacturing turnover increased by
17.8%. It was determined not only by the increase
of production volumes, but also increase of produ-
cer prices both in domestic and export markets.

In 2011, incomes from the exported production
exceeded the level of 2010 by 20.6%. The value of
production sold in export in 2011 exceeded the pre-
crisis level. On average in 2011, Latvian producers
were exporting 60% of production, which is by
10 percentage points more than in 2008.
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Investments
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Foreign trade

Commodity export in Latvia has exceeded the pre-
crisis level. In 2010 it increased by 30% (at current
prices), compared with 2009, but compared to the
level of pre-crisis period — in 2008 — by 6% (at
constant prices, accordingly — by 20% and by 9%).
Also in 2011 commodity export continues to
increase rapidly (by 28% at current prices).

Also commodity import after crisis increased alike
export. However, taking into consideration its rapid
decrease at the end of 2008 and at the beginning of
2009, which was more considerable than export
decrease, its volumes still drops behind pre-ctisis
level. In 2011, commodity import at current prices
increased by 28%, compared to 2010.

It must be noted, that along with global financial
crisis, negative export-impor balance has reduced
considerably. If at the end of 2006 commodity
import exceeded export 2 times, then at the end of
2011, import exceeded export by only 26 percent.

In 2011, growth was observed in almost all com-
modity export groups. Most considerable part of
export growth was based on the export growth in
such commodity groups as mineral products, metal
production and chemical industry.

Export to the EU countries in 2011 increased by
29%. As usually, most considerable contribution in
the growth was from the export increase in the
group of metal production. Export to the CIS
countties has increased by 25%. Most considerable
contribution to its growth was from the agriculture
and food products and machinery products, thus
providing more than a half of all export growth to
the CIS countries.

In 2011, export volumes to Estonia and Lithuania
increased by 32% and 41% accordingly. Big part of
export to these countries consists of agriculture and
food products, machinery products, as well as
products of chemical industry.
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Balance Df payments
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Prices

In December 2010, consumer prices increased by
2.5%, int. al., for goods — by 4.3%, but for services
prices decreased by 2.1%. In 2010 price increase was
smaller than deflation of 2009, hence the average
price level in 2010, was by 1.1% lower than a year ago.

In 2011, increase of consumer prices became faster,
in December 12-month inflation was 4%, on average
anual price level has increased by 4.4%. Consumer
price increase in 2011 was determined by the
considerable increase of fuel and administratively
regulated prices, as well as price increase for food.
Within a year, fuel prices increased by 12.5%. Increase
of administratively regulated prices by 6.8% was
mainly determined by the tariff increase of electricity
and natural gas, as well as VAT and excise tax rate in-
crease for natural gas. At the end of 2011, a rise in
food prices in Latvia has stopped and it was largely
driven by the trends in global food prices. It must be
noted that in the last months of 2011, inflation
expectations have decreased considerably, which

reached its highest point in the summer of 2011 and
which increase was mainly based on price increase for
food and fuel, as well as changes of consumption
taxes.

After decrease of production prices in 2009, prices
in 2010 started to increase again. Overall price
increase continued also in 2011, although in the last
months of the year price increase slowed down.

Producer prices increased both for products sold in
domestic market and exported products. In Decem-
ber 2011 producer prices increased by 6.5%, compa-
red to December 2010, int. al., in manufacturing — by
5.1%. In total within a year prices were by 7.7%
higher than on average in 2010. Prices for products
sold in the domestic market increased by 8.7%, but
for the exported products — by 6.2%. The most rapid
price increase was observed in the production of
chemical substances and chemical products — by
25.7%, metal production — by 20%, printing and
reproduction of recorded media — by 15.6 percent.
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Monetary indicators
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General government consolidated hudget

Economic recession has affected financial position
of government - general government budget deficit
in 2009 reached 9.6% of GDP and in 2010 it
experienced small decrease to LVL 1050.6 million or
8.2% of GDP. Along with the implementation of
fiscal consolidation activities, state's financial
position has stabilized. Overall, during the time
period from 2008 to 2011, budgetary consolidation
measures have been taken with the fiscal impact of
16.6% of GDP, of which 6.7% of GDP are made
of measures taken on the revenues side, but
measures on the expenditure side — 9.9% of GDP.

Along with the increase of economic activities, in
2011, fiscal situation continued to improve. In 2011,
general government consolidated budget revenues
was LVL 5087.3 million, which was by LVL
480.3 million or 10.4% more than in 2010. Approxi-
mately % of total revenues were tax revenues. Tax
revenues in 2011 increased by almost 13.6% and

exceeded pre-planned amount. Increase of tax reve-
nues were mainly determined by the increase of man-
datory state social insurance contributions and VAT.

General government consolidated budget
expenditures in 2011 was LVL 5532.2 million, which
in comparison with the previous year, has increased
by LVL 122.5 million or 2.3%. Current expenditures,
subsidies and grants still make a high share of
expenditures. In 2011, general government
consolidated budget deficit was LVL 444.9 million
or 4% of GDP.

In order to meet the government's agreement with
the international partners, also in the approved
budget of 2012 cuts of budget expenditures has
been applied. In medium term, in order to meet the
target set by the government — to introduce euro in
2014, it is planned to reduce the general government
budget deficit to 2.5% of the GDP in 2012 and to
1.9% of GDP in 2013.
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Employment and unemployment

Economic recession has considerably deteriorated
situation in the labour matket. During 2008-2010,
number of employed persons (aged 15 to 74)
decreased by 16.3% or by 183.1 thousand. However
unemployment rate increased from 6% in 2007 to
18.7% in 2010.

The lowest point in labour market was in the 1st
quarter of 2010, when the number of employed
decreased to 916 thousand and unemployment rate
reached 20.5%. Since then, situation in the labour
market has been improving gradually — employment is
increasing, also unemployment is decreasing gradually.

In the 3rd quarter of 2011, compared with the
according period of the previous year, number of
employed persons increased by 2.5% and was
984.7 thousand. However number of economically
active population decreases by 1.7% and was
1150 thousand despite the increase of activity rate.

According to data of Labour Force Survey,

unemployment rate in the 3rd quarter of 2011
decreased by 14.4%, which is by 3.5 percentage
points less than a year ago.

Since the March 2010, also registered unemploy-
ment rate has decreased gradually. At the end of
2011, registered unemployment rate was 11.6% and
overall 130.3 thousand unemployed persons were
registered. At the end of 2011, registered
unemployment rate reached the lowest level since
the middle of 2009. At the end of 2011, highest
registered unemployment rate was in Latgale region
(19.7%), but the lowest — in Riga (8%).

Since the January 2010, number of registered
vacancies is increasing, At the end of August 2011,
number of registered vacancies reached
4.5 thousand. Along with the decrease of seasonal
works, starting from September 2011, number of
job vacancies decrease gradually and at the end of
the year, 2.5 thousand vacancies were registered.

N
Employed and economically Unemployed persons Registered
active population and job vacancies unemployment rate
thousands thousands %
1300 250 .- 25 18
= Eimployed persons = R e e
= Economically active persons
1200 200 20 B
12
1100 150 15
9
1000 100 10
A 6
900 50 5
3
0 0 0 0
1INV T IV IV 11V 10 1INV 1 IV 1TV 1V 1 TIVVIEX 1 IVVI X 11V VI X
2007 2008 2009 2010 2011 2007 2008 2009 2010 2011 2009 2010 2011
\. J
)

1L5]



Baltic states. Main socio-economic indicators

Estonia Latvia Lithuania

Territory, thsd km” 45.2 64.6 65.3
Population as of January 1, 2012, thsd 1339.7 2067.9* 3199.3
Gross domestic product, changes over the corresponding period of the previous year, %
2009 -13.9 -17.7 -14.8
2010 3.1 -0.3 1.4
2011 Q2 8.4 5.6 6.5
2011 Q3 8.5 6.6 6.7
Industrial output, changes over the corresponding period of the previous year, %
2009 -24.0 -20.2 -14.6
2010 20.9 16.5 6.6
2011 Q2 26.3 14.6 10.6
2011 Q3 18.3 9.3 7.2
Unemployment rate, share of unemployed persons in the economically active popolation, %o
2009 13.8 17.1 13.7
2010 16.9 18.7 17.8
2011 Q2 13.3 16.2 15.6
2011 Q3 13.3 14.4 14.8
Consumer price changes, changes over the corresponding period of the previous year, %
2009 -0.1 3.5 4.5
2010 3.0 -1.1 1.3
2011 Q2 5.2 4.8 4.8
2011 Q3 5.3 4.5 4.5
Producer price changes in industry, changes over the corresponding period of the previous year, %
2009 -0.5 -4.7 -13.3
2010 33 31 10.3
2011 Q2 5.3 79 13.5
2011 Q3 5.2 7.5 14.8
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