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EXECUTIVE SUMMARY 

The “Latvia's Productivity Report 2025” (LPR 2025) is the latest in a series of annual reports prepared 

and discussed since 2020 by the University of Latvia’s Productivity Institute (think tank LV PEAK) during 

the “Productivity Dialogue.” LPR 2025 consists of two parts. The first main section reviews overall 

productivity trends and influencing factors. The second section, as in previous reports, is devoted to an 

in-depth analysis of a specific area. This time, it presents the study “The Potential of the Net Zero 

Emissions Technology Ecosystem in Latvia.” 

Productivity growth is the main driver of long-term increases in living standards and a fundamental 

determinant of Latvia’s competitiveness in the global economy. It is also a critical factor in mitigating the 

effects of demographic decline, including a shrinking working-age population and an ageing society. The 

growth of a country’s productivity reflects its ability to adapt to a changing environment by actively 

adopting innovations, new technologies, and efficient business practices, thereby achieving better 

outcomes with existing—or even limited—resources. In this context, the role of government in 

fostering productivity growth is particularly significant, as it underpins both long-term 

competitiveness and societal well-being. 

Since the mid-1990s, productivity dynamics in Latvia have been robust, exceeding the average growth 

rates of the European Union and contributing to a gradual narrowing of the productivity gap with EU 

Member States. Over the period from 1996 to 2025, productivity in Latvia increased on average by 3.5% 

per year, compared to 0.9% in the EU. Similar trends have been observed in the other Baltic States. 

Notably, in recent years (2020–2025), productivity growth in Latvia has outpaced that of both Lithuania 

and Estonia. 

Despite these relatively strong growth rates, a substantial productivity gap persists. In 2024, Latvia’s 

productivity level at current prices amounted to only 54.1% of the EU average (72.8% in purchasing 

power standards), placing it among the lowest in the EU.  

Since 2020, productivity dynamics have been affected by uneven adjustments in product and labour 

markets in response to the COVID-19 pandemic and subsequent geopolitical shocks. In 2020, 

productivity declined by 2.8%, followed by a strong rebound in 2021, when it increased by 8.3% year-on-

year, partly reflecting base effects. In the subsequent two years, economic growth moderated and 

productivity growth remained subdued, averaging just 0.1% annually. In 2025, however, productivity 

growth accelerated, reaching 2.8% in the first nine months compared to the same period of the previous 

year. 

The slowdown in productivity convergence dynamics indicates the presence of a “productivity trap,” 

which requires accelerating structural reforms and substantially improving innovative solutions to 

overcome the challenge. The low productivity level in the Latvian economy is caused by a low level of 

innovation in the business sector, which is largely explained by structural factors: the dominant position 

of low-technology industries in manufacturing (employees in low and medium-low technology sectors 

account for nearly 87%—one and a half times more than the EU average), the relatively small number of 

large enterprises, and the share of employees in high-technology industries being just 4% (almost twice 
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below the EU average). This structure of business and economic sectors is a significant barrier to 

increasing innovation capacity. 

Productivity growth requires structural changes, including a targeted shift toward higher value-added 

and technologically intensive sectors, as well as more effective allocation of labor resources. An 

analysis of structural changes (shift share analysis) shows that the effect of labor resource reallocation 

is relatively weak—about 0.5 percentage points of annual productivity growth—and was even smaller in 

the post-crisis years. Without structural changes, faster convergence with the EU average level will not 

be achievable. 

Analysis of productivity dynamics and factors shows that improving productivity and competitiveness 

requires an integrated approach that combines: (a) improving the investment environment and 

developing the capital market; (b) strengthening the innovation ecosystem and increasing R&D funding; 

(c) developing human capital, including STEM education and lifelong learning; (d) digitalization and the 

implementation of artificial intelligence; (e) export diversification and increased participation in global 

value chains; (f) efficient absorption of EU funds and a targeted national investment policy; (g) reducing 

bureaucracy and improving the business environment. The mutual alignment and consistent 

implementation of these directions are prerequisites for Latvia’s progress toward a higher productivity 

economy. 

This paper provides a comprehensive assessment of the role of technology investments in supporting 

Latvia’s transition towards a climate-neutral and economically resilient growth model. The analysis 

demonstrates that the quality and structural impact of investments, rather than their volume alone, 

are decisive for sustainable economic development. 

The findings identify specific technological domains and economic segments where investments can 

simultaneously deliver high economic returns, significant emissions reductions, and long-term 

structural transformation. 

First, Latvia exhibits strong potential in technology areas based on electrification, bio-based resources, 

and digital innovation. Industrial electrification emerges as a key driver of transformation, supported by 

Latvia’s relatively low-emission electricity generation mix. Technologies such as electric heat pumps, 

electric boilers, and electrothermal industrial processes offer opportunities to reduce costs while 

enhancing export competitiveness. High value-added potential is also identified in the production of 

electrical equipment and power electronics, as well as in biomethane and bio-based energy value 

chains, which can reduce import dependency and strengthen energy security. In parallel, advanced 

materials, wood chemistry, and specialised chemical technologies represent promising areas for 

innovation-led growth. Digitalisation, automation, and sensor technologies further contribute to 

productivity gains and help address labour shortages. 

Second, the study identifies priority sectors where investments generate both emissions reductions and 

macroeconomic resilience. These include energy-intensive industries such as metal processing, 

chemicals, construction materials, and food production, where electrification delivers a dual benefit 

of decarbonisation and improved competitiveness. Investments in biomethane value chains support 

regional development and job creation, while renewable gas technologies enhance long-term energy 
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security. The production of electrical and energy technologies has the potential to become a cornerstone 

of Latvia’s industrial transformation, enabling a shift from technology adoption to technology creation. 

Third, the analysis highlights the macroeconomic impact of investment quality. Model-based results 

show that excessive investment volumes with low returns may lead to increased imports, rising labour 

costs, and declining export competitiveness. In particular, the investment scale foreseen in Latvia’s 

Energy Strategy 2050 may exceed the economy’s absorption capacity, creating medium-term stagnation 

risks. By contrast, targeted investments in advanced manufacturing and technology value chains 

generate stronger productivity and export multipliers, improve the trade balance, and create new export 

opportunities. Regionally, bioeconomy development plays a key role in fostering balanced territorial 

growth. 

Overall, the study concludes that climate neutrality and economic growth are mutually reinforcing 

objectives, provided that investment policy is strategically oriented towards high value-added 

technologies and industrial development. Investment quality is therefore the central determinant of 

successful economic transformation. 

The analysis confirms that Latvia’s economic structure—characterised by a high prevalence of SMEs—

provides flexibility and resilience but also limits productivity growth due to small scale, limited 

investment capacity, and insufficient economies of scale. Significant productivity disparities persist 

across sectors and firms. 

To ensure sustainable growth and achieve climate neutrality, productivity enhancement must become 

the central policy objective. A horizontal, criteria-based approach to state support is recommended 

over sector-specific targeting, as it promotes structural upgrading without prematurely excluding existing 

industries. 

State support should be linked to two core criteria: 

 productivity per employee exceeding the national average after investment; 

 demonstrated or potential export capacity. 

This approach would enable gradual structural transformation through market-driven reallocation 

(“creative destruction”). 

Strategic Policy Priorities 

1. Accelerate renewable electricity generation and ensure competitive industrial energy 

prices 

Latvia should significantly expand renewable energy capacity (potentially tripling current levels) and 

introduce price stabilisation mechanisms, including long-term contracts, to ensure predictable and 

competitive electricity costs. 

2. Promote the transition towards high value-added industrial production 

Industrial policy should prioritise automation, robotics, smart technologies, and advanced material 

processing, moving beyond assembly-based production models. 
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3. Develop critical technology manufacturing capabilities 

Latvia should focus on scalable, high-impact components such as batteries, electric motors, power 

electronics, and microelectronics, leveraging existing competencies to integrate into European strategic 

value chains. 

4. Position Latvia as a competitive hub for data and digital infrastructure 

Low-cost and reliable electricity should be leveraged to attract investments in data centres, cloud 

services, and high-performance computing.  

5.  Strengthen industrial R&D and innovation capacity 

Increased investment in engineering, electronics, mechatronics, and materials science is essential, 

alongside stronger university–industry collaboration and the development of testing and pilot 

infrastructures. 

6. Enhance human capital and skills development 

Expanding STEM education, modernising vocational training, and implementing large-scale reskilling 

programmes are critical to meeting labour market demands in high-productivity sectors. 

7. Improve industrial policy governance 

A coordinated, data-driven governance framework is needed to align energy, education, innovation, and 

business policies, ensuring predictability and investor confidence. 

8. Develop fully serviced industrial zones (“plug-and-produce” parks) 

Ready-to-use industrial infrastructure with energy, digital, and transport connectivity can significantly 

accelerate investment projects. 

9. Define national specialisation in strategic EU technologies 

Targeted specialisation in areas such as electric mobility systems, energy electronics, drones, and 

robotics will strengthen integration into European value chains and enhance strategic autonomy. 

10. Strengthen export support instruments 

Expanding export financing, guarantees, and internationalisation support will facilitate firm growth and 

integration into global markets. 

11. Develop a long-term industrial strategy (2025–2035) 

A scientifically grounded roadmap should be established, combining economic modelling, technology 

foresight, and value chain analysis to guide Latvia’s industrial transformation. 


