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Latvia's economic development continues to be significantly influenced by geopolitical uncertainty and weak external demand.
Although the pace of inflation stabilised in 2024, gross domestic product (GDP) remained at the previous year's level due to subdued
global demand. However, from the second half of 2024, a return to growth on an annual basis has become evident. During the first
three quarters of 2025, GDP increased by 1.7% compared to the corresponding period of the previous year. According to LV PEAK
forecasts, economic growth is also expected to continue in 2026, reaching a 2.2% increase. This development is driven by a sharp
rise in investment, supported by improved access to EU funds and credit, a slight acceleration of growth in Latvia’s main trading
partner countries, as well as increasing private and public consumption. The average annual inflation rate in 2025 is observed to be
higher than in the previous year. The main drivers of price changes are fluctuations in energy resources and food prices in global
markets, with demand playing an increasingly important role, as wage growth is expected to continue. In the coming years, inflation
is expected to gradually decrease. Although weaker economic development has affected labour market activity, overall, the labour
market in Latvia has remained stable. Demand for labour continues to be high, driven by a shortage of workforce resulting from an
unfavourable demographic situation. The risk of losing competitiveness remains elevated, as the gap between rising labour costs and
productivity growth persists — labour costs have significantly surpassed pre-pandemic levels, while productivity growth has been
more moderate. The rate of growth in Latvia’s export market share is slowing. To strengthen competitiveness, in addition to support
measures for businesses to reorient from Russian markets to others and significantly reduce bureaucracy, the shadow economy, and
corruption, it is particularly important to activate policies aimed at boosting productivity. The greatest challenge for Latvia is to foster
innovation, which requires investment in research and development, as well as the enhancement of people’s knowledge and skills. It
is essential to continue promoting bank financing for businesses and the development of the capital market. The lack of funding for
business development has been one of the main reasons why Latvia’s growth has lagged that of Lithuania and Estonia over the past
decade. Equally important are the tasks of strengthening national defence capabilities, ensuring energy security, and leveraging the
opportunities presented by the “Green Deal”. Given the prevailing geopolitical uncertainties, it is necessary to carry out a thorough
evaluation of budget expenditures and to invest EU funds and Recovery and Resilience Facility resources efficiently to enhance the
competitiveness of the economy. Budget planning must be based on clearly defined objectives, the development of an incentive-
driven tax policy, and funding must be targeted towards sustainable solutions that reinforce the resilience and competitiveness of
Latvia’s economy.




DESPITE GEOPOLITICAL TENSIONS, THE ECONOMY 1S
RETURNING TO A PATH OF GROWTH.

Latvia’s economic recovery from the Covid-19 pandemic crisis
was interrupted in 2022 by the full-scale war initiated by Russia
in Ukraine. In 2022 and 2023, economic development was
significantly affected by disruptions in supply chains caused
by the war, a sharp increase in energy and food prices, high
interest rates, as well as a decline in global demand.

Growth slowed to 1.9% in 2022, while in 2023 GDP contracted
by 0.9%. Although inflation rates stabilised in 2024, GDP
remained at the previous year's level due to continued weak
global demand. Nevertheless, since the second half of 2024, a
return to year-on-year growth has become evident, with
economic activity continuing to increase in 2025.

During the first three quarters of 2025, compared to the
corresponding period of the previous year, GDP grew by 1.7%.
This growth has been driven by a sharp increase in investment
resulting from rising EU fund allocations and credit availability,
a slight acceleration of growth in Latvia's main trading partner
countries, as well as increased private and public
consumption.
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The leading indicator tool developed by LV PEAK shows that
entrepreneurs remain cautious in their forecasts regarding
future economic development. Nevertheless, more optimistic
expectations are observed in certain sectors, such as services,
retail trade, and construction (see infographic on page 11).

According to the consensus forecast of LV PEAK experts', GDP
is expected to increase by 1.5% in total in 2025, with growth
accelerating slightly to 2.2% in 2026.

LV PEAK experts consider the following urgent tasks essential
for stabilising the situation: strengthening external and internal
security, promoting investment and productivity, and
implementing structural reforms in the fields of education
quality and healthcare. At the same time, it is important to
facilitate the transition to a sustainable economy, enhance
administrative efficiency, and significantly reduce bureaucracy,
the shadow economy, and corruption. Labour shortages must
also be addressed, particularly by involving economically
inactive residents in the labour market and improving regional
mobility. It is likewise necessary to intensify the absorption of
EU funds and RRF resources, as well as to fully seize the
opportunities offered by the “Green Deal”.

Table 1. The economic recovery is affected by geopolitical tensions.

GDP

(% change on previous year)

Unemployment

(Unemployed persons % of economically active population, 15-74 years)

Gross Wages

(Average gross wages, % change to previous year)

Inflation

(Average annual inflation, %)

Source: Central Statistical Bureau (CSB), f - LV PEAK expert consensus forecast.

THE LABOUR MARKET REMAINS STABLE.

Although the slower pace of economic activity has influenced
labour market dynamics, overall demand for employees
remains high. The principal reason for this is a shortage of
labour, exacerbated by unfavourable demographic trends—
specifically, a declining population and an ageing society. In
2024, the number of employed persons decreased by 0.8%,
or 6,800 individuals, and the employment rate stood at 64%,
which is 0.2 percentage points lower than in 2023. The
unemployment rate in 2024 was 6.9%.

' The experts of the University of Latvia Think tank LV PEAK represent the following institutions:
the Productivity Board of Latvia, the Productivity Research Institute of the University of Latvia, the

Despite these challenges, the labour market exhibited positive
developments in 2025. In the third quarter, the number of
employed persons increased by 1.4%, or 12,000 individuals,
compared to the corresponding period of the previous year.
However, the unemployment rate in the third quarter rose to
6.9%, which is 0.2 percentage points higher than a year earlier.
The risk of unemployment remains high among young people,
individuals with lower levels of education, and those residing
in rural areas. According to the consensus forecast of LV PEAK
experts, the labour market is expected to continue its gradual
recovery. The average unemployment rate in 2025 could reach
6.8%, while in 2026 it is projected to decrease slightly to 6.5%.

Faculty of Business, Management and Economics of the University of Latvia, the Fiscal Discipline
Council, the Latvian Academy of Sciences, etc.




The Covid-19 pandemic crisis has significantly accelerated
structural changes in labour demand. On the one hand, this
period fostered rapid development of automation in labour-
intensive sectors, reducing demand for low- and medium-
skilled workers lacking professional qualifications. On the other
hand, there is a growing need for highly qualified specialists,
particularly in the field of information and communication
services. Structural challenges are further exacerbated by
regional disparities in the labour market, which may hinder its
recovery in the future.

Graph 1. The labour market remains stable.
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Recognising that the issue of labour shortages will become
increasingly pressing in the future, LV PEAK experts
emphasise the importance of strengthening the adult education
system to facilitate the successful reorientation of the
workforce from less productive sectors to growing industries.

LABOUR SHORTAGE AND A TIGHT LABOUR MARKET ARE
DRIVING WAGE GROWTH.

The average monthly gross wage in Latvia continues to rise
rapidly, demonstrating a sustained positive trend. It should be
noted that in previous years there was also a significant
increase in wages—from 2017 to 2023, the average annual
gross wage growth exceeded 6%. In 2024, the average gross
wage increased by 9.7%. The process of wage convergence,
as well as labour shortages that encourage employers to raise
pay, is contributing to a narrowing gap with the levels seen in
the most economically developed European countries.

Wage growth continued in 2025. In the third quarter, the
average gross monthly wage in the country reached €1,835.
Compared to the third quarter of 2024, the average monthly
wage rose by €132 or 7.8%. The real net wage increase, taking
inflation into account, was 6.3%. According to the LV PEAK
experts’ forecast, despite geopolitical tensions, wage growth is
expected to continue in the coming years. Gross wage growth
in 2025 could reach 7%, with a further increase of 6.7%
projected for 2026.
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Graph 2. Wages continue to rise sharply.
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INFLATION REMAINS HIGH.

Following the price shock of 2022-2023, inflation gradually
subsided, with average annual inflation reaching 1.3% in 2024.
However, in the second half of the year, price dynamics
accelerated once more—prices in December increased by
3.3% compared to December of the previous year. The largest
impact was observed in the rise of food and service prices.

Graph 3. The rapid increase in prices is easing.
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In 2025, price increases persist. In November, compared to
November of the previous year, prices rose by 3.8%, while the
average annual inflation rate reached 3.7%. The more rapid
inflation observed in the first half of the year was influenced by
rising food prices—in April, food prices increased by 3.9%
compared to December. In the subsequent months of the year,
changes in food prices have been considerably more
moderate. Services have exerted a significant impact on
inflation in 2025, with prices in November 5.6% higher than a
year earlier. In contrast to 2024, a notable influence on the




overall price level in 2025 comes from rising housing-related
costs, including energy resources.

Prices have also increased in healthcare and transport
services. Over the course of the year, the prices of recreation
and cultural services have risen by 6.1% as well.

Graph 4. High inflation in 2025 is sustained by services.
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LV PEAK experts forecast that, overall, the average annual
inflation rate will be 3.8% in 2025. In 2026, a more moderate
increase in prices is expected—on average, 2.9% per year.
This will be influenced by slower wage growth. Itis anticipated
that pressure on food and service prices will ease, and price
increases for energy resources will also gradually normalise.

PRODUCTIVITY DYNAMICS STILL FLUCTUATING.

Productivity dynamics are volatile, reflecting uneven
adjustments in product and labour markets. Since 2022,
economic growth has been moderate, with productivity
increasing by only 0.2% per year on average. In 2025,
productivity continued its moderately positive trend. Over the
first three quarters of this year, it was 2.9% higher compared
to the same period a year earlier.

Graph 5. The productivity gap remains wide.
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Productivity growth in Latvia has been faster than the EU
average, which has facilitated convergence towards the EU
average level. Nevertheless, the productivity gap with the EU
average remains substantial. In 2024, Latvia's GDP per
employed person at current prices was only 54.1% of the EU
average.

LABOUR COSTS ARE RISING.

The weakening of economic activity has not significantly
affected the dynamics of labour costs. From 2021 to 2024,
labour costs increased almost 1.3 times (an average annual
growth of 9.7%). Meanwhile, unit labour costs (ULC) rose by
31.6% during this period, driven by slow productivity growth.

Graph 6. Labour costs continue to grow faster than
productivity.
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In 2021, productivity growth (by 8.3%) alleviated the pressure
of rising labour costs on competitiveness, resulting in a 0.7%
decrease ULC. The dynamics of ULC from 2022 to 2024 were
more pronounced due to the very slow growth in
productivity—ULC increased by nearly 10% per year on
average. In 2025, labour costs continued to rise rapidly. During
the first three quarters of this year, compared to the
corresponding period of the previous year, labour costs
increased by 8.5%, which is almost three times faster than the
growth in productivity, and ULC increased by 5.4%.

COMPETITIVENESS RISKS ARE INCREASING.

The risks of a weakening in cost competitiveness are
increasing, as evidenced by the rise in the real effective
exchange rate (REER) and ULC. The dynamics of Latvia's
export market share are slowing. Over the three-year period
from 2022 to 2024, Latvia's export market share declined by
2.8%, including a 2.9% reduction in the markets of advanced
economies. These negative trends were largely driven by a
decrease in export share in 2023 and 2024.

In 2024, Latvia’s share of global goods exports was 2.8% lower
than a year earlier, while its share in advanced economies’
markets decreased by 1.4%. It should be noted that similar




trends are observed in Estonia’s exports. In contrast,
Lithuania’s share of global exports has increased in recent
years.

Graph 7. The risks to cost competitiveness are increasing.
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PRODUCTIVITY IS THE KEY GROWTH FACTOR.

The corrections caused by crises do not significantly alter the
long-term trends in labour cost dynamics, which are expected
to remain relatively rapid in the future. The increase in labour
costs is largely influenced by unfavourable demographic
trends, rising demand, and intense competition in the open
labour markets of the European Union.

In 2025, labour costs have significantly exceeded pre-
pandemic levels, while productivity growth during the same
period has been more moderate. This indicates a widening
productivity gap. Enhancing productivity is the only way to
mitigate the mounting cost pressures on competitiveness. LV
PEAK experts believe that productivity growth will increasingly
have to rely on knowledge-intensive activities, which currently
represent a small share of the economy. Latvia's greatest
weakness lies in innovation — investment in research and
development, as well as people’s knowledge and skills.
However, policymakers must not overlook the “old” problems,
such as infrastructure shortcomings, pronounced regional
disparities, social inequality, and others. A comprehensive and
broader approach is needed to improve productivity and
competitiveness.

BUDGET DEFICIT STILL HIGH.

In the years 2020 to 2022, Latvia experienced a high level of
general government budget deficit, which was mainly due to
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extensive support measures during the Covid-19 pandemic,
as well as efforts to mitigate the consequences of the war in
Ukraine and to stimulate economic recovery. Over 2023 and
2024, the budget deficit gradually decreased, reaching 1.8%
of GDP in 2024. For 2025, the Parlament has approved a
budget with a deficit of 2.9% of GDP.

In December 2025, the Parlament approved the 2026 budget,
setting a deficit at 3.3% of GDP, while stipulating that, in the
medium term, the deficit level will remain around 3.6%. The
main reason for the increase in the deficit is the allocation of
additional funding to strengthen national defence and security.
These expenditures are being made within the framework of
the EU's fiscal rule flexibility mechanism—by using the
national exemption clause in the field of defence—which
allows Member States to temporarily exceed deficit and
expenditure growth limits.

Although the general government debt continues to rise in
nominal terms, its ratio to GDP has remained stable in recent
years. In 2024, government debt reached €18.8 billion, or
46.6% of GDP, increasing by €1.2 billion over the year.

Table 2. The budget deficit widened significantly because of
the Covid-19 pandemic.

2024 | 2025f

Revenues, % of GDP
Expenditures, % of GDP | 46,5 | 44,2
Balance, % of GDP -7,2 ,

Source: CSB, f — the European Commission forecast.

4506 | 47,5

-24

Latvia's fiscal position is comparatively favourable, as the
national debt remains relatively low and the country's credit
rating is high. The State Treasury is still able to refinance
government debt at reasonable interest rates. Given the
ongoing geopolitical uncertainty and the need to increase
defence spending, LV PEAK experts believe that a radical
evaluation of budget expenditure is necessary, alongside the
effective investment of EU funds to strengthen the
competitiveness of the economy. Budget planning should be
based on clearly achievable objectives, the development of a
stimulating tax policy, and the allocation of funding to
sustainable solutions that reinforce the resilience and
competitiveness of Latvia's economy.
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DECREASE

LUMINOR
17.09.2005

I EUROPEAN

19.10.2025

17.11.2025

MINISTRY OF

MINISTRY OF

ECONOMICS
3010705

FINANCE
19.082025

COMMISSION

SWEDBANK SEB (ITADELE
0411205 0411205 2511.2005

OECD
0212.2005

BANK OF

LATVIA
1910905

41.NEDELA 4. NEDELA 43 NEDELA 44.NEDELA 45.NEDELA 46.NEDELA

Source: ®  Source: ®  Source: ®  Source: ®  Source: ®  Source: ®
GDP FORECASTS 2026, Growth rate, %
21 28 22 22 23
19
INFLATION FORECASTS 2026, Average annual inflation, %
3.0
2]
23 24 25 24

47.NEDELA

48.NEDELA

Source: ®  Source:

17 20

21 20

49.NEDELA

1
50. NEDELA
Source: »  Source: »
)1 28
32
15

Latvian commercial
banks

International
institutions

Government
institutions

LV PEAK
EKSPERT
CONSENSUS
FORECAST

12.12.2025.

1)

29



https://tapportals.mk.gov.lv/legal_acts/1b22acf1-7d8a-413f-95b0-5e23c60029bc
https://www.luminor.lv/lv/baltijas-valstu-ekonomikas-parskats
https://www.imf.org/en/publications/weo/issues/2025/10/14/world-economic-outlook-october-2025
https://www.em.gov.lv/lv/latvijas-makroekonomiskais-apskats
https://www.swedbank-research.com/english/swedbank_economic_outlook/2025/q3/seo_november_2025_eng_final.pdf
https://research.sebgroup.com/macro-ficc/reports/68540
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TO ECONOMIC GROWTH IN THE SHORT TERM — GEOPOLITICAL SITUATION IN THE REGION,

The LV PEAK expert survey asked them to assess potential risks to economic growth in the short term on a scale from 1 (very low risk) to 7 (very high
risk). The main risks identified are the geopolitical situation in the region, cybersecurity risks, labor availability, and raw material and food prices.
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MAIN MEDIUM-TERM FOR GROWTH — DEMOGRAPHIC TRENDS, INVESTMENT IN HUMAN CAPITAL,
BUSINESS ENVIRONMENT AND BUREAUCRACY

The LV PEAK expert survey asked them to assess potential challenges to economic growth in the medium term on a scale from 1 (very low) to 7 (very high).
The main challenges are adverse demographic trends, balancing skills demand and supply and adapting the education system to rapidly changing conditions,
improving the business environment, increasing investment in research and innovation, implementing digital solutions in companies and improving the
digital skills of the population.
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PRODUCTIVITY IN LATVIA

GROWTH RATES OF VALUE ADDED, EMPLOYMENT AND PRODUCTIVITY
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PRODUCTIVITY OF LATVIA'S INDUSTRIES 2000-2024

in thousands of euros per employee, at current prices

Information and communication services(NACE ) 18.7 61.1
Financial and insurance activities (NACE K) 17.1 954
Other industry (NACE BDE) 134 ns
) 13 393
) 9.1 36.6
) 94 321
80 358

6.1 335

53 B0
28 29

Professional services, administrative services (NACE M-N

Construction (NACEF

Trade, transport, accommodation and food service (NACE G-|

Manufacturing (NACE C)

Public services (NACE 0-Q)

Other services (NACE R-U)

Agriculture, forestry and fishing (NACE A)

PRODUCTIVITY OF LATVIA'S INDUSTRIES AGAINST THE EU AVERAGE LEVEL IN INDUSTRY 2000-2023
current prices, EU=100

Construction (NACEF) 312 60.1
Trade, transport, accommodation and food service activities (NACE.... 298 56.1
Agricutture, forestry and fishing (NACE A) 26.6 08.6
Professional services, administrative services (NACE M-N) 259 519
Information and communication services (NACE }) 258 524
Financial and insurance activities (NACE K) 252 63.2
Other services (NACE R-U) 29 60.8
Other industry (NACE BDE) 0.1 458
Public services (NACE 0-Q) 199 58.1
Manufacturing (NACE () 197 a1

Source: Eurostat.
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COMPARISON OF THE BALTIC STATES
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INFOGRAPHIC
LEADING INDICATORS

In the fall of 2022, LV PEAK, commissioned by the Ministry of Economy, conducted a study - "Creation of a tool for leading indicators, incl. use of open data, etc. alternative
solutions for real-time economic monitoring". One of the data visualization tools is a heat map, which uses business cycle indicators in the manufacturing industry, construction,
service sectors and retail trade, as well as includes the citizens' confidence index and data from the Bank of Latvia on the amount of cash in circulation. In the heatmap, the relative
values of each indicator over time are colored in a range from red (lowest level) to green (highest level).
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