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Foreword

considerable period of time has elapsed since the restoration

of our country’s independence. Everyone will remember this
period in terms such as “the Singing Revolution,” “the January barricades,”
and “the Baltic Way.” Undoubtedly, each of us who supported these events
hoped that, with the restoration of independence, we would gain the maxi-
mum opportunity for national development, which would also be mani-
fested in an increase in the general level of well-being. However, reality
always turns out to be different than initially hoped. The early hopes of
many have been disappointed, as their image of an independent Latvia was
completely different.

It is important to understand that concepts such as “human develop-
ment” and “the implementation of economic reforms” are intimately linked.
Only by rapidly and consistently implementing economic reforms is it pos-
sible to accelerate the overall pace of development. We are glad to accept
any helping hand in assisting us to understand this linkage. It is particularly
important that this helping hand does not give us fish, but fishing rods, that
it assist us in understanding and creating an open, civic, middle class soci-
ety world view. '

The Latvia Human Development Report 1996 is just such a “helping hand,”
showing the link between necessary economic réform and the goals of hu-
man development. It is an independent and objective publication which
helps to understand the true situation in Latvia and might be used as one
possible alternative in the development of state policy, especially in the
implementation of education and social welfare reform.

Words of gratitude must be said to the authors of this publication, who,
despite their diverse views and ideas, managed to cope with the difficult
task. Particular thanks go to United Nations Development Programme
(UNDP) Resident Representative John Hendra, without whose personal
participation it would be incomparably more difficult to prepare such a pub-
lication and implement other UNDP activities in Latvia.

7%

Andris Skéle
Prime Minister
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Foreword

ow, almost five years after the restoration of independence, and

on a clear path to full integration into Europe, Latvia is passing

through a critical period of its ongoing transformation to a
market-oriented democratic state based on the rule of law.

While the building of a market economy in such a short period of
time is in itself a tremendous challenge, experience throughout Central
and Eastern Europe and the Baltic States has highlighted that this is only
one element of the “transition”. As complex, if not even more challeng-
ing, is the transition to a different kind of society — that is to a fully
democratic society based on the rule of law where people’s rights are pro-
tected and their responsibilities are known and met; to an open society
where people can freely participate in the economic, political and social
transformation underway; to a civil society where the needs and aspira-
tions of people can be addressed and where society itself shoulders re-
sponsibility for helping to address the serious social consequences of fun-
damental change; in short, transition to a society that promotes human
development.

Like the first Latvia Human Development Report, published last year,
this year’s Report attempts to further the analysis of human.development
in Latvia and to propose policy alternatives in those areas of most rel-
evance during this critical period in Latvia’s transition. While several
1996 human development reports in other countries of the region are
focusing in particular on national urban development and housing issues
related to the Habitat Il World Conference being held this June, after
debating last year’s Report various Latvian interlocutors felt that other
issues related to human development were of a higher priority to Latvia at
this time. In addition to a more thorough analysis of the concept of hu-
man development in the specific context of Latvia, these include the link-
age between economic reform policies and changing living standards, the
clear need for education reform and promoting participation and strength-
ening civil society.

As with last year’s Report, the process of preparing this Report has
been a national one. A key difference this year however has been the
introduction of a “team approach” where each chapter was developed by
ateam of Latvians with various professional backgrounds (academics; gov-
ernment officials; private sector representatives; activists from non-gov-
ernmental organizations; journalists) and led by a Team Leader who was
primarily responsible for the team’s chapter. After a draft of each chapter
was completed, a seminar was organized where not only the full team but
also other specialists came together to debate some of the conclusions
reached. Based on discussions held during these seminars, as well as on
other substantive comments received, the chapters were then finalized

and edited.
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While the final Report is not an official policy document and does
not reflect all the views of those involved in preparing it nor necessarily
the views of UNDP or its Executive Board, it does try to present an inde-
pendent and objective analysis of some of the most pressing human devel-
opment challenges facing Latvia.

Similarly to last year, while a number of issues highlighted in the Re-
port are the focus of various assistance and reform efforts, specific interna-
tional assistance programmes are often not mentioned, as the focus is on
developing national policy alternatives. Other analyses of the state of
Latvia’s transition have also recently been published (such as Fafo’s “Latvia:
The Impact of the Transformation”, The NORBALT Living Conditions
Project) and the Report has been developed to be complementary to such
studies with the focus on the development of policy reform alternatives.

As this Report highlights a number of important issues confronting
Latvia at the moment, it is hoped that it will promote both discussion as
well as debate on developing new reform policies. While it is UNDP Latvia’s
intention to sponsor a number of forums to discuss the Report after giving
people time to review it, we would like to encourage any group reading it
— the media; academia; perhaps Saeima (parliament) or government
circles — to discuss the Report any way they see fit. Although UNDP
Latvia will try to ensure as broad a distribution as possible of both the
Latvian and English language versions of the Report, those who have ac-
cess to Internet can find this year’s Report (as well as the 1995 Report) on
UNDP Latvia’s homepage on the World Wide Web (http://www.riga.lv/
" ~undp). To help facilitate follow-up discussion, we have also established
an electronic mailbox on the same homepage where people can articulate
their views on the Report for others to read and perhaps even debate
electronically.

On behalf of UNDP I would very much like to thank all those who
contributed to the writing of this Report as well as those who made sub-
stantive comments on earlier versions. In particular, I would like to ac-
knowledge the Team Leaders for the four substantive chapters, Pauls
Raudseps, Guntis Rozenbergs, Janis Bokans, and Ilze Ostrovska for their
personal and professional commitment to this exercise and the impressive
analytical output they and their respective teams produced. In this con-
nection, I would also like to thank the various team members who pro-
vided critical input from various different perspectives. In addition, I would
like to thank the many Latvian officials from various parts of the govern-
ment (Prime Minister’s Office; Ministry of Welfare; Ministry of Foreign
Affairs) who have shown their commitment to both the concept of hu-
man development and the preparation of annual independent Human De-
velopment Reports for Latvia.

Finally, a note of special thanks to our National Coordinator, Nils
MuiZnieks, whose experience and personal and professional commitment
have been invaluable to the preparation of this Report.

\ “ .
John Hendra
UNDP Resident Representative
Riga, Latvia — April 1996
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Executive Summary

This is the second annual Human Develop-
ment Report (HDR) for Latvia. It builds on the
Latvia Human Development Report 1995
and aims to further the development debate in
Latvia by analyzing progress achieved, pointing
to challenges still ahead and suggesting ways to
improve human well-being. Latvia was ranked
48th out of 174 countries in terms of human de-

velopment in the most recent UNDP global

Human Development Report.

This Report investigates the accuracy of that
ranking and suggests measures that could signifi-
cantly improve Latvia’s position in the years
ahead. This Report has four main chapters: “Hu-
man Development During the Transition — The

9 &

Latvian Context,” “Economic Policies and
Changes in Living Standards,” “Education Re-
form,” and “Participation and Strengthening Civil
Society.” While covering a broad range of topics,
the chapters are linked by a number of common
themes that recur throughout the text and pro-
vide a common thread.

The first common theme is that the state is
retreating and civil society must fill the gap. In
Latvia, as in other countries in transition, human
development must be promoted without the state
acting as an all-encompassing regulator of social
life, as it did during communist rule. As the role
of the state is transformed, that of civil society
becomes all the more important. This changing
state-civil society balance colours economic
policy options and prospects for education re-
form, making popular participation all the more
important.

A second, related theme is that distrust of the
public sphere hinders human development. A
populace that was controlled, regulated and often
punished by the communist state cannot quickly
overcome distrust of politics and the public sphere
more generall);; However, bridging the gulf sepa-

12

rating the “official” realm of politics, often consid-
ered threatening and hypocritical, and the “unof-
ficial” realm of family and personél contacts, con-
sidered secure and “true,” is essential for human
development and can only be achieved through
openness, continued reforms and participation.
A third theme is that freedom, responsibil-
ity, and opportunity are inextricably linked. Many
people in Latvia and in other countries in transi-
tion became accustomed to the “support” of a
regulatory state which divested them of much
personal responsibility. Successful human devel-
opment requires politicians, civil servants, busi-
ness people, and the public at large to assume new

responsibilities under new’conditions of freedom.

A fourth recurring theme is that human de-
velopment can be promoted without increasing
government expenditures, as many necessary
measures require no money, only political will and
initiative. In times of austerity, there is a premium
on increasing efficiency and employing non-mon-
etary levers to spur development. The policy op-
tions outlined in each chapter and reiterated in
the conclusion are a testament to the many pos-

. sibilities in this realm.

An introductory chapter lays out these com-
mon themes for the first time, shows how this
Report builds on last year’s effort, and suggests
ways of using the Report. Chapter Two, “Human
Development During the Transition — The

" Latvian Context,” outlines the development chal-

lenges common to all countries in transition and
highlights the features particular to the Latvian
case. While Latvia has fared comparatively well
in managing the economic transformation, it has
experienced a social trauma more serious than
many countries in transition.

Average calorie consumption per capita has
fallen substantially, inequality (as measured by
the Gini coefficient) has increased considerably

14



and mortality from all causes has risen sharply,
resulting in an increasingly elderly population
with one of the shortest male life expectancies in
Europe. While Latvia’s situation in these realms
closely resembles that in other countries in tran-
sition, particular challenges for human develop-
ment in Latvia include halting the extremely nega-
tive natural rate of population increase, promot-
ing development in the eastern region of Latgale,
and overcoming differences in life expectancy
between the countryside and the cities and be-
tween the major ethnic groups.

Chapter Two notes that economic develop-
ment tops the government’s investment priorities
while relatively few investment resources will be
targeted towards health and education, two sec-
tors with a direct impact on Latvia’s global hu-
man development performance. Though Latvia
has not yet introduced the World Bank budget
classification system, an analysis of Latvia’s bud-
get suggests that the division of expenditures
roughly corresponds with that in a model human
development budget — the primary problem lies
in the small absolute size of the budget.

Chapter Two also analyzes in some detail the
popular perception of a sharp separation of the
public and private spheres and suspicion of the
elite in Latvia, tracing its origins to the structure
of Latvian society in the nineteenth century and
the consequences of communist party rule. This
divided model of society and the values that flow
from it are serious barriers to human develop-
ment, undermining trust in statistical data and
political programmes, hindering society from
openly discussing problems and arriving at solu-
tions, and delaying efforts to build a state based
on the rule of law. _

Chapter Three, “Economic Policies and
Changes in Living Standards,” analyzes how eco-
nomic and social welfare reform has affected
people. Although Latvia has achieved some eco-
nomic successes, including declining inflation and
a stabilization of the unemployment rate, 1995
witnessed a two percent decline in GDP, a con-
tinued fall in industrial production and a serious
banking crisis, punctuated by the collapse of Banka
Baltija, the largest commercial bank in the Baltic
states. Though the Bank of Latvia has improved
regulatory oversight of commercial banks, public

o+

Executive Summary

trust in the banking system has yet to be renewed.

The banking crisis negatively affected gov-
ernment revenues, resulted in a sizeable budget
deficit and difficulties in fully funding needed
social programmes. These difficulties have been
compounded by poor tax administration and a
substantial shadow economy, which accounts for
at least 14 percent of GDP. At the same time,
Latvia’s external debt remains manageable and
the national currency, the lat, remains strong and
stable. Privatization — a core prerequisite for
sustainable growth, has proceeded very slowly.
Due to high interest rates and the lack of domes-
tic savings, the success of privatization is closely
linked to foreign investment, the level of which
has been disappointing.

While wages slightly outpaced inflation in
1995, pensions did not, leading to a decline in
living standards for Latvia's sizeable population
of pensioners. The large size of this proportion
of the population and the lack of accumulated
savings from before the restoration of indepen-
dence are objective hurdles to a rapid improve-
ment in human development. However, far-
reaching social welfare and pension reform is
underway, and should lay the groundwork for in-
creased economic security in the future.

Chapter Four, “Education Reform,” links
education to individual human development and
broader processes of integration in society. Edu-
cation is essential in providing individuals with the
skills to participate effectively and responsibly in
social and political life and to earn a decent living
in a rapidly changing economic environment. At
the same time, the education system can play an
important role in instilling common values and a
common language in an ethnically and linguisti-
cally diverse population such as Latvia’s.

Existing legislation has not proven to be an
adequate foundation for education reform, but a
new draft education law has been submitted to
parliament. In education, as in other realms, the
reform process has been complicated by finan-
cial constraints. Though an estimated 6.3 percent
of GDP was spent on education in 1995, the
structure of funding in this sector remains far
from satisfactory and a very small share of financ-
ing has gone towards investment. Budgetary con-
straints are reflected in teachers’ salaries, which

ERIC 15 )

Aruitoxt provided by Eic:



Q

ERIC

Aruitoxt provided by Eic:

Executive Summary

barely exceed the subsistence minimum. While
teachers are forced to work overtime to make
ends meet, Latvia’s student-teacher ratios are
among the lowest in Europe, which suggests that
changes might be made to increase efficiency.

A core challenge for reformers lies in cop-
ing with the legacy of the division of Latvia’s edu-
cation system into two major sub-systems:
Latvian-language schools and Russian-language
schools. Under Soviet rule, schools with Russian
as the basic language of instruction devoted in-
sufficient attention to instilling Latvian language
skills, and a concerted Latvian language training
effort is now required to overcome the legacy of
Russification in both the school system and
among adults. The government has adopted a far-
reaching National Programme for Latvian Lan-
guage Training coordinated by UNDP. However,
successful implementation will be dependent not
only on the continued commitment of the gov-
ernment, but on the ability of reformers to tap
the participation and input of teachers and direc-
tors in minority schools.

Introducing more Latvian instruction to Rus-
sian-language schools and other innovations, such
as the introduction of environmental, health, and
civics education, have highlighted the urgency of
increasing coordination of the curriculum among
different courses and levels of education. At the
same time, these curriculum changes, the aging of
the teacher community, and trends towards lower
educational attainment among younger teachers
suggest that the education and continuing educa-
tion needs of teachers merit priority attention.
Teachers have formed various professional asso-
ciations and organizations, whose potential for
furthering reform has not been fully tapped.

Chapter Five, “Participation and Strength-
ening Civil Society,” notes that participation cre-
ates vertical links between the public and govern-
ment, thereby deepening democracy and helping
to overcome distrust of the public sphere, and
horizontal links of solidarity within society. A
non-monetary resource for change and an essen-
tial introduction to democracy, participation in
social and political life prepares the public for life
under the new conditions of freedom, responsi-
bility and opportunity.

After the “wave of participation” during the

awakening in the late 1980s, almost all forms of
participation have diminished in the last several
years. Electoral participation has steadily de-
creased since 1990 because a sizeable proportion
of the population is without citizenship. However,
alienation and distrust of the elite resulted in a
significant protest vote in the 1995 parliamentary
elections and the social cost of the transition has
spurred a rising level of protest.

Several core components of civil society —
the media, political parties, and NGOs — have
yet to assume their rightful place in consolidat-
ing democracy. The media, a critical vehicle for
debate on development tactics and strategies, has
encountered difficulties in effectively presenting
complex transition issues. The 1995 bank crisis
negatively affected the advertising market and
thus the revenues of media organizations, and the
small size of the middle class means demand for
“quality journalism” remains limited. The plethora
of political parties, for their part, have small mem-
bership bases and enjoy little public trust. NGOs,
which succeeded in eliciting high participation at
the beginning of the transition, have lost a sig-
nificant portion of their support base, suggest-
ing the necessity of reviewing the legal and fiscal
climate for voluntary organizations.

The primary preconditions for the growth of
informed, constructive participation exist in
Latvia, but a number of obstacles must be over-
come, including a lack of resources (leisure time,
democratic skills), alienation and distrust of poli-
tics in general, and the sizeable share of the popu-
lation directly dependent on the state. A whole
range of inexpensive steps can be taken to pro-
mote participation and strengthen civil society,
so significant change in this realm is not only nec-
essary, but possible and perhaps more likely than
in other realms.

This Report not only analyzes important hu-
man development issues, it proposes a number
of policy measures. In the end, it is action, not
words, that will determine whether and to what
extent the well-being of people in Latvia im-
proves. It is to be hoped that this Report will gen-
erate discussion, criticism, and alternative pro-
posals for promoting human development in line
with Latvia’s historical traditions and current
possibilities.
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Chapter 1

Introduction

Latvia, the Transition
and Human Development

Since the collapse of the Soviet Union and
the restoration of independence in 1991, Latvia
has made considerable progress in meeting the
threefold challenge of consolidating statehood,
cultivating democracy, and transforming to a
market economy. The Latvia Human Develop-
ment Report 1995, Latvia’s first Report, pro-
vided a broad overview of the dilemmas of fur-
thering social integration and alleviating social
stress since independence. This Report investi-
gates in greater depth how the concept of human
development can be operationalized in the
Latvian context and proposes recommendations
for improving economic policy, promoting edu-
cation reform and enhancing popular participa-
tion in social, economic, and political life. The
goals of both the 1995 and 1996 Reports are simi-
lar: to analyze the human dimension of the tran-
sition, to promote public awareness and debate
about human development and to propose ways
to put and keep people at the centre of the de-
velopment process.

Both the Latvia Human Development
Report 1995 and this Report emphasize chal-
lenges and inequalities that still need to be ad-
dressed. This should not obscure Latvia’s consid-
erable accomplishments since independence. In
the political realm, Latvia has gone far towards
overcoming the legacy of totalitarianism. Since
independence, there have been two general elec-
tions, in June 1993 and again in September 1995.
Political stability, the emergence and effective
functioning of political parties, non-governmen-
tal organizations (NGOs) and a vibrant indepen-
dent media suggest that democracy has found
fertile soil in Latvia.

In the economic realm, as well, Latvia has
b
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achieved numerous successes. After several years
of a severe economic downturn, macroeconomic
stabilization has been attained. Latvia’s currency,
the lat, has already acquired a reputation for
strength and stability throughout the region. Af-
ter rapid price increases in the early 1990s, Latvia
succeeded in reining in inflation to the lowest level
in the entire region. While the social cost of the
transformation has been high, the government has
undertaken a comprehensive reform of the social
welfare system and society has begun to organize
to help itself and those in need of assistance.

Both last year’s and this Report highlight the
human costs of the transition, progress made
since independence, and challenges still ahead.
To understand why this Report highlights certain
themes and how the analysis builds on previous
work, it is necessary to briefly review the Latvia
Human Development Report 1995.

Latvia Human Development

Report 1995

The Latvia Human Development Report
1995 provided an inventory of the situation re-
garding social development and a basis for moni-
toring Latvia’s subsequent progress. The Report
focused on two sets of issues that pose particu-
lar challenges for human development in Latvia:
social integration and social stress. In the realm
of social integration, the Report devoted separate
chapters to the development of a multi-ethnic
society, the position of marginal/vulnerable
groups, the changing status of women, and the
emergence of civil society. Under the rubric of
social stress, the Report had chapters on the hu-
man costs of rising poverty, growing unemploy-
ment, deteriorating public health, and burgeon-
ing crime.
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Basic Facts About Latvia

Population (1995)

Estimated population (millions) 2.5
Population growth (%) -1.4
Population density (persons/sq. km.)  38.7
Population distribution (%)

Rural 31
Urban 69
Gender distribution (%)

Males : 46
Females 54
Age distribution (%)

Under 15 20.4
Active age 56.7
(Males: 15-59, females: 15-54)

Over active age 229
Ethnic distribution (%)

Latvians 55.1
Russians 32.6
Belarussians 4.0
Ukrainians 2.9
Poles 2.2
Lithuanians 1.3
Others 1.9
Human Development index rank
(HDR 1995) 48/174
Adult literacy rate (1995) % 99
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Health (1994)

Average life expectancy (years) 66.4
Men 60.7
Women 72.9
Infant mortality (per thsd. births) 15.5
Number of doctors (per 10,000 pop.) 34.3
Economy (1994)

Total GDP (thsds. of Lats) 1914
Real GDP per capita (Lats) 579
Real GDP per capita (PPP$) 3214
Real growth in GDP % 0.6
Unemployment % of work force 6.5
Distribution of employment

by sector % (1994)

Agriculture 19
Industry 26
Services 55
Government expenditures

as % of GDP (1994)

Total, of which 23
Defence 0.8
Education 4.3
Health 4.1
Social protection 12
Land area 64,600 sq. km.

13



Given Latvia’s ethnic and linguistic diversity
and earlier patterns of segregation, it is particu-
larly important that all of Latvia’s inhabitants be
ensured equal opportunities. Though high rates
of ethnic intermarriage and the renewal of the
minority cultural infrastructure attest to consid-
erable tolerance, important policy tasks laid out
in the chapter on “The Development of a Multi-
Ethnic Society” included resolving issues related
to the large number of non-citizens and overcom-
ing the consequences of past Russification policy
by promoting the Latvian language.

While the integration of various ethnic
groups is important, so is that of marginal/vul-
nerable social groups — orphans and children
without parental supervision and support, people
with disabilities, the elderly, and former prison-
ers. The 1995 Report outlined the particular
needs of these groups and suggested that broader
public involvement and awareness of their prob-
lems was necessary.

The global attention devoted to the condi-
tion of women in 1995 at the Fourth World Con-
ference on Women in Beijing was reflected in the
Report as well, which had a separate chapter de-
voted to “Latvian Women in Transition.” Women
have borne the brunt of the transition in Latvia:
representation in government has decreased, the
move towards a market economy has been ac-
companied by discrimination in the job market
and social strain has contributed to the deterio-
ration of women’s health. At the same time,
women’s organizations are playing an increasingly
important role in articulating and defending
women’s interests, and the Fourth World Con-
ference on Women served as a catalyst for gov-
ernment cooperation with NGOs.

The integration of various ethnic groups, the
most vulnerable segments of society and women
can only take place in a broader context in which
civil society has emerged and displaced the for-
merly repressive, regulatory state from many
realms. The role of economic civil society = pri-
vate property and the market — expanded rap-
idly in Latvia immediately after the restoration
of independence. Moreover, Latvia has witnessed
a vast growth of media outlets and NGOs. How-
ever, the main television and radio broadcasters
have yet to be completely transformed from state

Chapter 1

broadcasters to public broadcasters, most re-
gional newspapers are owned by local govern-
ments, and political parties have only small mem-
bership bases. The government has taken steps
to create a professional civil service and promote
decentralization, while NGOs are active in civ-
ics and human rights education, which should
help overcome the “learned helplessness” be-
queathed by the Soviet system.

The dilemmas of building civil society and
furthering social integration more broadly are
complicated by various processes related to the
social stress of transition. The chapter on “De-
clining Incomes and Rising Poverty” described
how the transformation to a market economy in
Latvia was attended by a serious economic cri-
sis: gross domestic product per capita decreased
by more than a half from 1990 to 1994 and price
increases considerably outpaced increases in in-
comes. At the same time, inequality increased and
the distance between rich and poor grew.

The disruption of old economic links and
restructuring in the industrial and agricultural
sectors engendered growing unemployment. By
early 1995, 6.5 percent of the economically ac-
tive population were registered in unemployment
lines with “hidden unemployment” exacerbating
the situation. The eastern region of Latgale has
unemployment rates three times the national av-
erage, women in the capital have been particu-
larly hard hit, but all ethnic groups have been
equally effected. The government has sought to
address unemployment through education and
retraining programmes and involving the unem-
ployed in salaried temporary social work.

Economic and social strains are reflected in
deteriorating public health: growing infant mor-
tality, falling life expectancy, more frequent death
from circulatory diseases, increasing rates of
chronic alcoholism, and the reappearance of diph-
theria and tuberculosis. A reorganization of the

“health care system is underway, but much de-

pends on the ability of the population to over-
come unhealthy life styles, including excessive
alcohol consumption, widespread smoking, obe-
sity and arterial hypertension. Last year’s Report
concluded that a broad health education effort
could significantly enhance human development
in Latvia.
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While public health has deteriorated under
the pressure of social stress, so has public secu-
rity. Official data indicate a decline in recorded
crimes, but the media and sociological surveys
suggest that crime, especially organized crime is
on the upswing. Organized crime is often
transnational in nature, suggesting the impera-
tive of strengthening international cooperation to
combat it. According to official statistics, violent
crime has increased, and this has been facilitated
by the growing availability of firearms. Reforms
of the court system and law enforcement agen-
cies must continue to enhance public trust and
contribute to increased public involvement in
strengthening human security.

The Latvia Human Development Report
1995 generated lively discussion and debate in
the mass media. Thanks to the Internet, the En-
glish version continues to evoke interest from
around the world. Representatives from several
government ministries and a host of NGOs have
submitted detailed comments and criticism to
UNDP. While some readers found the Report
overly critical, others have distributed the docu-
ment as an accurate portrait of circumstances in
Latvia. Several institutions of higher education
have used the Report as a text on social policy
and Latvia's development challenges. Demand for
the Latvian edition has been unexpectedly high,
all copies of the first print run have been distrib-
uted, and a second printing of the 1995 Report
is in the works. It is to be hoped that this year’s
Report will generate similar public interest.

Building on Last Year’s
Effort: The Latvia Human
Development Report 1996

This Report builds on last year’s effort, but
analyzes fewer issues in greater depth. While the
policy recommendations in last year's Report were
often implicit in the analysis, a special effort was
made to make them explicit in this Report. Sev-
eral common threads run throughout this year’s
Report, forming a more tightly woven fabric. The
process of formulating this Report drew on last
year’s experience, but with certain modifications.

18

In the discussions following the publication
of the Latvia Human Development Report
1995, it became evident that a more detailed
analysis of the concept of human development
was in order, with due attention to Latvia’s spe-
cific historical experience and cultural milieu.
Thus, the chapter on “Human Development Dur-
ing the Transition — The Latvian Context” inves-
tigates not only the challenges common to all
countries in transition (e.g. deteriorating public
health, growing socioeconomic inequality), but
also the particular dilemmas facing Latvia, such
as the demographic crisis, promoting develop-
ment in the easternmost region of Latgale, and
overcoming a value system that, in some respects,
serves as a hindrance to human development.

While last year's Report examined poverty,
unemployment and the socio-economic condi-
tions of specific strata in society (vulnerable
groups, women), this Report takes a more syn-
thetic approach, analyzing economic policy and
changes in living standards more broadly. The
recent pace of economic development has been
below expectations due to a bank crisis in late
1995, a slow and bureaucratic privatization pro-
cess, and an inhospitable environment for foreign
investment. Weak tax administration and a size-
able budget deficit limit the ability of the govern-
ment to fully fund needed social programmes and
invest in human development. While the growth
in state sector wages slightly outpaced inflation
in 1995, the growth in the average size of pen-
sions did not keep pace with inflation, thereby
leading to a decline in pensioners’ living stan-
dards. While a recently adopted set of social wel-
fare legislation has laid the groundwork for far-
reaching reforms, a broader national poverty re-
duction strategy is required for those who fall
outside the social safety net and should not be
forgotten as measures are enacted to foster sus-
tainable growth.

When debating last year's effort, many Lat-
vians agreed that education — a core element in
any human development strategy — deserved
more detailed treatment and a separate chapter
in this year’s Report. Since Latvia is not well-en-
dowed with natural resources, human resources
in general and an educated population in particu-
lar are all the more important in ensuring Latvia’s
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development and international competitiveness.
Moreover, the education system plays an impor-
tant role in instilling common values (and a com-
mon language) in an ethnically and linguistically
diverse population.

Among the more disturbing trends in the
education system are low kindergarten atten-
dance and a decline in the proportion of children
attending basic school. Teachers, who are in dire
need of support and retraining, receive salaries
that barely exceed the subsistence minimum. At
the same time, the share of children acquiring a
general secondary education has grown and
record numbers of students have enrolled in
Latvia's institutions of higher education. More-
over, the government has begun to implement a
national Latvian language training programme
and innovative courses on civics and the market
economy have been introduced. In order to ac-
celerate the reform process, the assistance of par-
ents and NGOs must be enlisted, existing teacher
training programmes require increased coordina-
tion, the enthusiasm and initiative of teachers
must be tapped through financial and other in-
centives and efficiency must be increased.

The lively debate engendered by the chapter
on civil society in the 1995 Report led to the deci-
sion to investigate more thoroughly changing pat-
terns of participation in Latvia’s social and politi-
cal life. Chapter Five analyzes the decline in par-
ticipation after the explosion of activity in 1988-
1991. While participation in elections, electoral
campaigns and NGOs has fallen, there has been
a recent increase in the level of protest and con-
tacts with government representatives. Among the
primary barriers to enhanced participation are the
socioeconomic and political legacy of totalitarian-
ism (a small middle class, political alienation, lack
of democratic skills), the fragmentation and weak-
ness of democratic institutions and the economic
hardships accompanying the transition. A number
of measures could be taken to bolster public con-
fidence in government and promote constructive,
informed participation, including the adoption and
implementation of strict regulations governing
conflict of interest, campaign finance reform, and
a concerted effort by the government, NGOs and
the media to instill the knowledge, values and skills
necessary for a democracy to flourish.

Chapter 1

Though the subject matter covered in this
Report is wide-ranging, several core themes run
throughout the Report and reappear in various
forms:

Theme #1:
The State Is Retreating,
Civil Society Must Fill the Gap
Countries in transition from communist rule
must strive to promote human development
through different means than most developing
countries, where human development strategies
often call for enhancing the regulatory role of the
state. In Latvia, as in other countries in transi-
tion, human development must be promoted as
the state retreats (or is pushed back) from its
former position as all-encompassing regulator of
social life. While the state recedes, some of its
functions are assumed by an emerging civil soci-
ety, uncertain and inexperienced, but playing an
increasingly important role in social and politi-
cal life. While shaping the possibilities of promot-
ing human development more broadly, this
changing state-civil society balance also colours
economic policy options and prospects for edu-
cation reform, rendering participation all the
more important.

Theme #2:
Distrust of the Public Sphere
Hinders Human Development
Communist dictatorships attempted to de-
stroy the distinction between the public and pri-
vate spheres by controlling, regulating, and, if
necessary, punishing society. Corruption and re-
pression in the public sphere led the populace to
seek refuge in the sphere of personal contacts and
family circles and to distrust politics in general.
The legacy of a gulf separating the “official” realm
of politics, considered threatening and hypocriti-
cal, and the “unofficial” realm of family and per-
sonal contacts, considered secure and “true,” con-
tinues to hamper human development. In the eco-
nomic realm, it manifests itself as the division
between the official and the shadow economy,
“official” tax law and “unofficial” widespread tax
evasion. In the political realm, corruption and
bribery contribute to a negative socialization pro-
cess that undercuts participation, while distrust
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of politics and politicians hinders the develop-
ment of a party system and leads to protest. Gov-
ernment reform, a sustained civic education ef-
fort, and enhanced participation will be needed
to revitalize the public sphere.

Theme #3:
Freedom, Responsibility, and
Opportunity are Inextricably Linked
Many people in Latvia and in other countries
in transition became accustomed to the “support”
of a regulatory socialist state which divested them
of much personal responsibility. As noted in
Latvia Human Development Report 1995,
one of the legacies of totalitarian rule is “learned
helplessness.” Overcoming “learned helplessness”
requires accepting that freedom, responsibility
and opportunity are inextricably linked. To a cer-
tain extent, the success of economic and social
reforms is dependent on the population internal-
izing this linkage and adapting to it. The oppor-
tunity to enjoy government-funded social services
and assistance is dependent on the responsibil-
ity exercised by the government in collecting
taxes and the honesty of individual tax-payers. In
the process of education reform, greater school
autonomy means greater opportunities for experi-
menting and tailoring curricula to local needs, but
such autonomy also requires a higher level of
preparation among teachers and greater respon-
sibility on the part of school administrators. The
freedom to participate in political, economic, and
social life heightens the responsibility of being
informed and constructive in exercising one’s
rights.

Theme #4:
Human Development Can Be
Promoted Without Increasing
Government Expenditures

While some policies promoting human de-
velopment require increased government expen-
ditures, many other measures require no money,
only political will and initiative. In Latvia, as in
other countries in transition, economic hardship,
the shadow economy and inefficient tax admin-
istration have led to a shrinking tax base and
widespread tax evasion, which result in austerity
budgets with few reserves that can be devoted to
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human development. In such conditions, there is
a premium on increasing efficiency and employ-
ing non-monetary levers to spur development.
For instance, changing the visa regime to make
foreign business representatives more welcome
might be a cost-effective way of promoting direct
foreign investment — an important component
in improving living standards. Basic education
might gain in the long-term if steps are taken to
promote efficiency now by increasing Latvia's low
student-teacher ratios and seeking to eliminate
overspecialization. Reviewing the legal and fiscal
climate for NGOs and simplifying the registra-
tion process for social organizations could spur
participation and strengthen civil society.

The common themes running through the
Report emerged and crystallized in discussions,
seminars, debates — throughout the process of
preparing the Report. The preparation process,
like the content, was also shaped by last year’s
effort. UNDP initiated and financed the publi-
cation of the 1995 Report and this Report, both
of which were prepared by independent teams of
Latvian researchers. Whereas individual chapters
in the 1995 Report were prepared by prominent
analysts and then critiqued by well-known com-
mentators, the chapters in this Report were pre-
pared by research teams of four to six members.
Drafts were discussed in larger seminars with the
participation of additional experts, government
officials and representatives of the media and
NGOs. While the content and formulation of the
1995 and 1996 Reports differ, both chart a path
for sustainable human development that is con-
sonant with Latvia’s historical traditions and cur-
rent possibilities.
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Chapter 2

Human Development During the Transition
— The Latvian Context

Introduction

Historically, the idea of development has al-
ways been associated with the so-called “Third
World” or developing countries, which were con-
trasted to the “developed” or “Western” world.
Over the last few years, this division also assumed
a geographical dimension of “North” versus
“South.” In broad terms, the differences between
these two groups of countries seemed sufficiently
clear — one lived in relative plenty, the other in
relative poverty. Over the past fifty years, much
money and effort has been invested in raising
standards of living in developing countries to
eradicate global inequalities.

Initially, development was considered a
purely economic matter which could be measured
by a country’s wealth, therefore, by measuring a
country's total gross national product (GNP) and
annual growth rates (of either GNP or gross do-
mestic product — GDP). However, over time, it
became clear that these aggregate figures often
concealed gross inequalities within a society and
that the quality of life cannot always be captured
by a monetary figure. Development analysts be-
gan to seek for other ways to assess a society’s
level of well-being.

In an effort to address this problem, in 1990
the United Nations Development Programme
(UNDP) released the first global Human Devel-
opment Report. In this report, the measurement
of human well-being rests not only on monetary
figures, but also on other indicators which reflect
the quality of life, such as life expectancy and edu-
cational attainment. Taken together — life expect-
ancy, educational attainment and real GDP per
capita measured as purchasing power parity
(PPP) — these three measurements form the

Human Development Index or HDI (see Boxes
2.1 and 2.2). Although this index should not be
taken as an absolute measure, it does represent
an important tool to emphasize that governments
promoting development must consider not only
economic growth, but all the elements constitut-
ing human well-being. Since the introduction of
the HDI, the concept of human development has
gained increasing significance in indicating how
successfully a society is fulfilling its primary task:
improving the lives of all its members.

Ironically, it was also around 1990 that glo-
bal changes began which led to the need to ex-
pand if not completely rethink the notion of “de-
veloping” and “developed” countries. With the
collapse of communism in Eastern Europe and
the Soviet Union, a number of countries emerged
or re-emerged which did not readily fit into the
“developing” or “developed” categories. These are
the so-called countries in transition, which are
attempting to make the transformation from com-
munist dictatorships to democratic free market
societies.

The challenges faced by these countries dif-
fer significantly from those of the traditional de-
veloping countries. Indeed, throughout the post-
war era, the countries of Eastern Europe and the
former Soviet Union resembled those of the
North more than the South in their urban indus-
trial character and demographic behaviour of
their populations. Now, in transforming the in-
efficient economic systems in these countries, the
core issues in the social sphere are not how to
raise the health and education levels of the popu-
lation, but how to preserve and build on earlier
gains. In many countries, enhancing the role of
the government is seen as one of the means to
address problems of public health and education.
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Chapter 2

Box 2.1

Calculating the Human Development Index (HDI)

The HDI is based on three indicators: the life expectancy index (M), the education
index (I) and the per capita income index (N). Since the 1994 survey, these indices for
any indicator x are calculated according to the following formula:

Ind Actual indicator x — minimum valiie of indicator x
ndex =

maximum value of indicator x — minimum value of indicator x

For example, in 1994 the world-wide minimum average life expectancy was 25 years,
and the maximum was 85 years. That year the average life expectancy in Latvia was
66.4 years. Therefore, the Latvian life expectancy index for 1994 is:

For the other two indices, the method of calculation is somewhat more complicated.
The education index consists of 2 indicators: adult literacy (L) and a ratio which reflects
the percentage of each age group that attends the relevant (primary, secondary, higher)
institutions of education (A). These indicators are converted into a fraction, as was done
with the life expectancy figures. Considering literacy the more significant indicator, it is
weighted more heavily in calculating the education index:

I=(Q2L+1A)/3

The basis for the per capita income index is GNP calculated in purchasing power
parities. The presumption in making this calculation is that supplementary income over
the world average income per capita (in 1992, $5,120 - calculated in purchasing power
parities) has relatively little impact on a society’s real level of well-being — that is the
origin of “adjusted GNP per capita”. To see the results of such weighting, one can com-
pare the relevant columns in the HDI table in Box 2.2. Then the income index is calcu-
lated in the same manner as the others, using the maximum ($5,448) and minimum ($100)
weighted income per person. '

The general HDI index is calculated by the sum of the three basic indices I, M, N,

divided by 3.

Paradoxically, countries in transition must do the
opposite — diminish the role of the state in the
regulation of peoples’ lives. The tension generated
by the seemingly insoluble contradiction between
these priorities shapes any discussion about hu-
man development in transition countries.

The difficulties of the transition do not mean
that the level of human development should be
measured any differently. However, in the face
of these historically unprecedented changes, new
strategies for promoting human development are

IToxt Provided by ERI

required, strategies somewhat different from
those traditionally employed in the developing
countries of Africa and Southern Asia or, what’s
more, the middle income countries of Latin
America and South-East Asia. One must begin
with the question: what is the nature of the “tran-
sition period” and what are its concrete manifes-
tations in Latvia?

Most countries formerly ruled by communist
dictatorships are transforming, and their declared
goal is to become democratic free market societ-
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ies. The transition is the period of time spent by
countries on the path of transforming their soci-
eties from the previous system to new market-ori-
ented democratic societies based on the rule of
law. In all post-socialist countries, this transition
manifests itself in similar ways. The most evident
result is a longer or shorter period of economic
crisis: a rapid decline in GNP and particularly in
industrial production, high and even hyper-infla-
tion. Privatization commences and the role of the
private sector increases, but, simultaneously, the
size of the shadow economy expands uncontrol-
lably. Social inequality grows and those who are
dependent on the state budget — pensioners, the
disabled, the unemployed — are especially af-
fected by falling living standards. The general level
of public health declines, and often with it, the
birth rate and life expectancy. The central mecha-
nism of democracy — an elected Parliament — is
rapidly created, but the everyday infrastructure
of a liberal democratic system — an effective and
fair judiciary, popular participation in political par-
ties and non-governmental organizations — de-
velops considerably more slowly.

These are the general characteristics of the
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transition which, as can be seen in the Latvia
Human Development Report 1995 and this
Report, are also applicable to Latvia. However,
in analyzing these common elements, it is always
important to bear in mind that each country de-
velops according to its own particular historical
situation. Furthermore, when talking about tran-
sitions, it is equally important to understand that
there isn't one absolute and unchangeable model
based on democratic institutions and a market
economy. In every country in transition, these
principles, like human development more
broadly, will be brought to life differently depend-
ing on each country’s specific historical experi-
ence and current possibilities.

In evaluating human development in Latvia
during the transition, it is important not only to
look at those indicators that locate Latvia at a
certain point along the path from the Soviet
Union to the European Union. It is essential to
investigate those human development problems
and challenges specific to Latvia, and to pay at-
tention to those aspects of the historical legacy
that create obstacles to overcoming the difficul-
ties of the transition.

Table 2.1 ‘:

Life Expectancy at Birth By Sex |

in the Baltic Countries and Europe, 1955-1995 (Years) |

1955-1960
Male Female
Baltic Countries,* 64.9 71.8
Including
Latvia 65.2 72.4
Europe 65.6 70.4
Including
Eastern
Europe 64.3 68.9
Northern
Europe 68.1 73.3
Southern
Europe 64.1 68.3
Western
Europe 67.1 72.5

* Calculated as the average value of male and female life expectancy in the Baltic countries in
1958-1959, weighted according to population size.

o
(9]

1980-1985 1990-1995
Male Female Male Female 1
64.9  74.8 64.1 75.4 |

|
64.4 742 633  74.9 |
i
700  76.7 689 77.0 j
|
J
673  74.3 63.8 74.1
713 773 72.7  78.7
70.8  76.9 73.0 793 |
709  78.2 73.0  79.7
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Box 2.2
Latvia’s HDI: UNDP and Corrected Calculations

C z he HDI has generated wide discussion and one should be mindful of overempha-

sizing its importance. However, if it is calculated using the latest, most precise sta-
tistics, it provides insight into the development of a particular country in comparison to
others.

From the calculations undertaken for this report, it is clear that the global Human
Development Reports have significantly over-estimated the level of development in Latvia.
Ignoring certain small and difficult to explain variations in other indicators (for example,
an unexplainable fall in the literacy rate to 96 percent in the 1993 report), the discrep-
ancy is primarily due to assessing the GNP at twice its actual level. This can be explained
by the fact that previous reports used USSR calculations, which, as is well-known, were
greatly inflated. Using OECD 1993 research figures on real purchasing power in Latvia,
it is possible to arrive at a more precise rendering of the situation.

For comparison, the authors of the 1995 Lithuanian Human Development Report
calculated their country’s HDI for 1994 using the data of their own statistics committee
and found that they too came up with a significantly lower figure than that in the global
Human Development Report: 0.724 instead of 0.868.

Latvia’s HDI: UNDP Calculations, 1992-1995

Global HDI HDI Adult Mean  Educa- Life GNP Adjusted
Human Value Rank Literacy Yearsof tional Expect- Per Capita = GNP

Devw. (%)  Schooling Attain- ancy (US$)  Per Capita
Report ment (US$)
1992%  0.873 33 99 7.6 2.62 70.6 6,270 4,905
1993 0.868 35 96 9 2.66 69.6 6,457 4,910
1994%+* (0.865 30 99 9 2.58 71 7,540 5,218
1995 0.857 48 99 68++*+  (0.89++ 69,1 6,060 5,181

The 1992 Report used 1990 data for life expectancy and education and 1989 data for GNP.

The 1993 Report used 1990 statistics for life expectancy, education and GNP.

The 1994 Report used 1992 data for life expectancy and education and 1991 data for GNP.

The 1995 Report used 1992 data for life expectancy, education and GNP,

*USSR data. Latvia does not appear in this Report as a separate country.

**The 1994 Report used a different HDI calculation method, which was also used in the 1995 Report.
***The 1995 Report changed the method of calculating educational attainment and mean years of school-
ing with a calculation reflecting the percentage of the relevant age group attending (primary, secondary,
higher) education institutions.

Corrected HDI Figures for Latvia

HDI  Global Adult School Educa- Life GNPPer Adjusted
Value Rank- Literacy Atten- tional Expect- Capita** GNP Per
ing (%) dance Attain- ancy $PPP Capita

Ratio*  ment

1992 0.750034 55 99 69.5 0.892  68.7 3468 3468
1993 0.716457 73 99 69.5 0.892 67.2 3063 3063
1994 0.721425 73 99 69.5 0.892 664 . 3214 3214
*The global Human Development Report 1995 changed the method of calculating educational attain-
ment and mean years of schooling with a calculation reflecting the percentage of the relevant age group

attending (primary, secondary, higher) education institutions. 1994 data were used for all three years.
**QECD calculations.
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Box 2.3
Latvia and the Global Conferences

ince the restoration of Latvia’s independence in 1991, Latvia has participated in

the three UN world conferences - the International Conference on Population and
Development (ICPD) in Cairo in 1994, the World Summit on Social Development
(WSSD) in Copenhagen in March 1995 and the Fourth World Conference on Women
(FWCW) in Beijing in September 1995. The range of issues covered by these confer-
ences — social integration of vulnerable groups, poverty eradication, promotion of gen-
der equality, migration, primary health care and issues related to birth and mortality —
are critically important for Latvia during this period of transition.

Latvia’s participation in these three conferences provided an opportunity to address
these issues at the national level as well. In the case of the Copenhagen and Beijing gath-
erings, national reports were prepared and the main problems were publicly debated be-
fore the conferences.

More important than the conferences are the follow-up activities and translating the
aims of the global agreements signed at the conferences into actions at the country level.
Among the major agreements were the development of comprehensive family planning
and reproductive health strategies, the formulation of national poverty eradication strate-
gies and the promotion of gender equality in society. Actions at the country level have
taken the form of national conferences, such as the Nation’s Vitality and State Policy
conference after Cairo. Moreover, there have been training, public education and other

activities aimed at increasing the impact of these agreements on people.

Latvia and the “Usual”
Transition Problems

Just as the progress of developing countries
used to be measured in terms of GNP, so now
the progress of countries in transition is com-
monly measured only in economic terms. The
social problems of the transition, even if they are
serious, are generally viewed as inescapable and
therefore, less important, at least for the time
being.

Undeniably, social change as fundamental as
that currently underway in Eastern Europe and
the former Soviet Union will have human costs.
However, countries in transition have not only
had varying degrees of success in managing the
economic transformation, but also in limiting the
social consequences of this transformation. Un-
til the banking crisis of 1995, Latvia fared rela-
tively well in the first task. However, in many
ways, Latvia has experienced a social trauma
more serious than that in many other countries.

To start with, one can cite a fundamental

example: food. In the period from 1989 to 1994,
average daily per capita caloric intake decreased
by 12 percent from 2618 to 2293 calories. The
main reason for the decrease was the decline in
real incomes. As a result, the share of household
budget expenditures going towards purchases of
food rose from 32 to 52 percent over that period.
The only countries in transition with higher fig-
ures for that period were Albania, Romania,
Lithuania, Belarus and Ukraine. Compared to the
first half of 1994, caloric intake by families, in-
cluding poor families, has increased by 3 percent.

Social Stratification

During the transition period, a radical
change takes place in the social and economic
stratification in society. In contemporary Latvia,
household budget surveys are virtually the only
source of statistical information on the differen-
tiation of households according to income and
expenditures, and the first reoriented such sur-
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vey is only now being completed. In 1994, the
Norwegian Institute of Applied Social Sciences
(Fafo) and the Central Statistical Bureau (CSB)
of Latvia jointly conducted a survey in Latvia
called the NORBALT Living Conditions Project.
This and other surveys only partially reflect so-
called hyper-stratification, because the new rich
are generally assumed to be inadequately repre-
sented in survey samples.

Calculations of Latvia’s Gini coefficient sug-
gest that a rapid growth in inequality has taken
place. The Gini coefficient reflects how equita-
bly income is distributed in a country: the closer
to zero, the more equitable; the closer to one, the
less equitable. At the end of the 1980s, the Gini
coefficient in socialist countries was between 0.2
and 0.3. Based on household budget survey data,
the figure for Latvia was 0.40 in 1993 and 0.42
in 1994. Such inequality is less severe than that
in Brazil (0.54) and Venezuela (0.51), approxi-

“mately the same as in Chile and Costa Rica

(0.41), but greater than in any of the G-7 coun-
tries, where the figure ranges between 0.28 and
0.38. Though sharing similar conditions at the
outset of the transition several years ago, Latvia
has “outpaced” Estonia in terms of inequality. In
1994, the Gini coefficient for Estonia was 0.38,
a figure significantly lower than that for Latvia.

The NORBALT survey revealed that only 23
percent of all households have more providers (or
producers, as defined by the survey) than non-
producers (consumers). Almost 40 percent of
households have no producers working in offi-
cially registered employment. Thus, these house-
holds, at least officially, are completely dependent
on pensions, assistance and social welfare pay-
ments. More than half of these dependent house-
holds are composed solely of pensioners. This
alarming finding might be mitigated by the fact
that in the other dependent households, one or
more members might derive some income from
the shadow economy.

Table 2.2

Demographic Indicators for Latvia
and Other Countries in Transition, 1994

Country
Born Per the First year of
' Mother Life, per 1000
Inhabitants

. Estonia 1.37 14.5
LATVIA 1.39 15.5
Lithuania 1.54 13.9
Bulgaria 1.37 16.3
Czech Rep. - 7.9
Poland 1.80 15.1
Romania 1.41 23.9
Slovakia 1.66 11.2
Slovenia 1.32 6.5
Hungary 1.65 11.5
Belarus 1.51 13.2
Russia 1.42 18.7
Moldova - 22.6
Ukraine 1.50 14.3

Children Child Mortality in Life Expectancy Natural rate Inhabitants
at Birth (Years) of Increase

Older Than

Male/Female 60 years (%)
61.0/74.0 -5.3 18.4
60.7/72.9 -6.9 18.8
63.0/75.0 -0.9 16.9
67.2/74.8 -3.8 20.9
68.9/76.6 -1.0 18.0
67.5/76.1 2.5 15.6
66.1/73.2 -0.8 17.2
68.3/76.5 2.8 15.1
69.4/77.3 0.1 17.3
64.8/74.2 -3.1 19.3
63.5/74.3 -1.9 17.5
58.2/71.4 -6.2 16.6
64.3/71.1 2.7 13.1
62.8/73.2 -4.7 18.5
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Table 2.3
Life Expectancy by Sex and Educational Level
in Latvia, 1989 (Years)
Males Females
Agein Higherand General and Incomplete Higherand General —Incomplete
Years Incomplete Special Upper  Incomplete and Special Upper
Higher Upper Secondary,  Higher Upper Secondary,
Education  Secondary  Basicand Education Secondary Basic and
‘Education Lower Education Lower

Education Education
25 50.1 44.6 37.5 55.6 55.2 48.5
30 45.3 40.2 34.0 50.7 50.4 44.4
35 40.6 35.8 30.3 45.8 45.6 40.2
40 35.9 31.4 26.6 41.0 40.9 35.9
45 31.4 27.3 23.0 36.3 36.2 31.7
50 27.0 23.2 19.7 31.8 31.6 27.4
55 22.9 19.5 16.5 27.5 27.1 23.3
60 19.2 16.0 13.5 23.9 22.7 19.4
65 16.1 12.7 11.0 19.6 18.6 15.7
70 13.2 10.0 8.9 16.1 14.8 12.4

Pensioners ity of society to mobilize for the transformation,

- Interms of living standards, one of the most
vulnerable population groups is pensioners. The
average old-age pension in 1995 was 32.4 lats,
which was only about 36 percent of the average

salary. The programme of pension reform fore-

sees a gradual shift from the existing pension sys-
tem, which is based on the principle of genera-
tional solidarity, to a mixed type of pension sys-
tem. The latter would consist of a state guaran-
teed minimum pension, as well as pension funds
and voluntary insurance.

The plight of pensioners in all transition coun-
tries has worsened, but the significance of this is-
sue in Latvia is heightened by the age structure
of the population. The average age of the Latvian
population is 36 years, which is one of the high-
est averages in Europe. The high percentage of eld-
erly inhabitants and low birth rates have serious
demographic consequences. For example, Latvia
has far more females between the ages of 65 and
69 than between zero and four years. For every
100 Latvian taxpayers there are 87 pensioners.
Such an age structure significantly affects the abil-

as pensions and other social welfare commitments
demand considerable resources from a shrinking
state budget. The larger the share of pensioners
in society, the smaller the share of those who can
actively participate in the transformation of soci-
ety and hope to reap rewards in the future.

Mortality

The consequences of the transition are par-
ticularly evident when one looks at the dynamics

~ of the mortality rate in Latvia. The average length

of life is one of the most important indicators of
human development, as it reflects both the state
of public health and general living standards.
Before the Second World War, the average life
span in Latvia was longer than in many other
Eastern European countries (Bulgaria, Czecho-
slovakia, Hungary, Poland), many Southern Eu-
ropean countries (Greece, Italy, Portugal, Spain)
and approximately equal to that in Austria, Bel-
gium, Finland, France and Scotland. The differ-
ence between the average life expectancy in
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Latvia and the USSR at that time was approxi-
mately fifteen years. Even by today’s standards,
that is a large difference. ’

World War II and incorporation into the
USSR left a lasting impression on public health
and vitality in Latvia. Nevertheless, life expect-
ancy continued to increase through the mid-
1960s, largely due to decreasing child mortality.
At this time, life expectancy in Latvia approached
that in Northern and Western Europe and was
higher than in Southern Europe (see Table 2.1).
However, it should be noted that for the first post-
war decade, especially the period of Stalinist re-
pression, there are no statistically credible calcu-
lations about changes in life expectancy in Latvia.

Subsequent decreases in life expectancy may
be attributed to the pathologies characterizing all
of Eastern Europe and the Soviet Union in the
1970s: the backwardness of the social infrastruc-
ture, low health care financing, unhealthy life-
styles, exacerbated by the prolonged deterioration
of food quality and rampant alcoholism. The brief
anti-alcoholism campaign at the beginning of
perestroika and the rise of the independence move-
ment from 1985 to 1988 caused a rapid increase
in life expectancy in Latvia, as in other republics
of the former USSR. This was due primarily to a
decline in unnatural deaths. The collapse of the
USSR, the transition of its satellite states to mar-
ket economies, the resulting economic crisis and
rise in social instability were accompanied by a
new, even stronger downturn in life expectancy.

Currently, the highest life expectancy rates
in the world have been registered in Japan: 76 years
for men and 82 for women. In Europe the highest
rates are in Ireland and Switzerland, both with 75
years for men and 81 years for women respectively.
The average life expectancy for males in Latvia is
60.7 years — less than it was thirty years ago.
Latvia currently has one of the shortest male life
expectancy rates in the region, second only to
Russia, where the average life expectancy for males
in 1994 was 58.2 years (see Table 2.2). For women
in Latvia life expectancy today is where it was at
the end of the 1950s (72.9 years).

In the last seven years — and particularly
during the transition — there has been a sharp
decline in life expectancy in Latvia. For men, life
expectancy has fallen from 66.3 years in 1988 to
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60.7 years in 1994; life expectancy for women
over the same period fell from 75.1 to 72.9 years.
For comparison, it is instructive to note that the
average life expectancy for males in Lithuania has
fallen less, though it has fallen significantly from
a higher starting point, from almost 68 years in
1987 to 63 years in 1994. On the other hand, in
Poland, during the period of economic shock
therapy from 1990 to 1993, male life expectancy
increased from 66.5 to 67.4 years. In terms of
average male life expectancy, Latvia is now sur-
passed by a series of developing countries. In this
regard, the situation in Latvia should be regarded
as a crisis which is more severe than in many other
transition countries.

The decrease in average life expectancy in Lat-
via can be attributed to an increase in the mortal-
ity rate in the working-age population, especially
among those over the age of 35. The situation is
especially acute among males. Mortality has in-
creased from all the primary causes of death, espe-
cially from all types of accidents and diseases of
the circulatory system. As evidenced by standard-
ized mortality coefficients, the mortality rate from
the two aforementioned causes is significantly
higher in Latvia than elsewhere in Europe. While
diseases of the circulatory system account for 35
to 40 percent of all mortalities in Western Europe,

* the figure for Latvia in 1994 was 56 percent.

The difference between male and female life
expectancy is due, at least in part, to alcohol con-
sumption and smoking. According to official data,
alcohol consumption has increased from 6.4 litres
of pure alcohol per capita in 1993 to 7.8 litres in
1994. Furthermore, this consumption consists
mainly of hard liquor: of all pure alcohol (offi-
cially) consumed in 1995, 58.9 percent was in the
form of vodka, 16.9 percent of wine and 14.6
percent of beer. In comparison, 58 percent of all
alcohol consumed in Denmark in 1993 was beer.

In fact, alcoholism and alcohol related prob-
lems are close to being a national calamity. Given
the widespread consumption of contraband alco-
hol (both illegally imported and illegally manu-
factured), official statistics inadequately reflect
the gravity of the problem. Some experts claim
that real consumption could be as high as 16 to
20 litres of pure alcohol per capita a year, much
of which is sub-standard and even dangerous.
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Such claims are bolstered by the noticeable in-
crease in the incidence of both alcohol-induced
psychiatric illness and alcohol-related death. In
1980 registered alcohol consumption reached a
level which has not been surpassed in the last fif-
teen years (11.3 litres), and there were 19 cases
of alcoholic psychosis per 100,000 inhabitants.
In 1993 there were 34 such cases per 100,000
inhabitants, but in 1994 — 59 cases. Similarly,
mortalities from alcohol poisoning have increased
exponentially from 3.6 per 100,000 in 1981 (6.3
men and 1.2 women) to 10.1 in 1993 (17.1 and
4.1) and to 16.7 in 1994. As can be seen, the
problerh of male alcohol abuse is most acute. In
addition, significantly more men (56 percent)
than women (17 percent) smoke, and men smoke
almost twice as much as women: on average 16
cigarettes a day versus nine.

Particular Challenges
for Latvia

When analyzing human development in Lat-
via, it cannot be forgotten that many social prob-

lems predate the transition or have deeper roots.

Latvia will not be able to successfully address
these problems by simply coping with the transi-
tion: they require individual solutions.

Depopulation

A problem which has worsened during the
transition period, but whose roots are far deeper
is the fall in the population’s natural rate of in-
crease to below zero, whereby the annual num-
ber of deaths exceeds births. This phenomenon
is the outcome of many decades of demographic
trends and is not directly linked to the transition
period. This is evident from a closer look at a rank
ordering of countries according to natural rates
of increase in 1994. Albania, a relatively poor
country in transition, takes first place with a natu-
ral rate of increase of 19.6 per 1,000 inhabitants.
On the other hand, highly developed Germany
is among the last ten with a negative rate of natu-
ral increase of 1.3 per 1,000.

In Latvia, the number of births per 1,000

' ey
ATV 4

31

Chapter 2

inhabitants has steadily declined since 1940,
reaching 9.5 in 1994. On the other hand, as
noted, the mortality rate per 1,000 inhabitants
has steadily increased since the mid-1960s, re-
flecting the progressive aging of the population
and the aforementioned rise in mortality among
the working-age population. In 1991 the birth and
death rates coincided; since then Latvia has had
a negative natural rate of increase. In 1994 the
natural rate of increase was -6.9 per 1,000 inhab-
itants, which placed Latvia in last place through-
out Europe behind Estonia (- 5.3) and Russia
(- 6.1) (see Table 2.2).

Significantly, the decline in the birth rate has
halted twice in the last fifty years — at the end of
the 1950s and the end of the 1980s, both peri-
ods of political liberalization. In analyzing demo-
graphic trends in the 1980s, researchers also
stress the importance of paid maternity leave,
introduced by Soviet authorities at the beginning
of the decade, and the impact of Gorbachev’s
anti-alcohol campaign. The latter factor undoubt-
edly had a significant effect on the mortality rate,
which briefly ceased to rise in the mid-1980s.

In the immediate future there is little hope
of stopping the decrease in Latvia’s population.
Research suggests that if current trends continue,
the population of Latvia will fall from the present
2.53 million to 2.14 million in 2015. In the best
case, even allowing for a significant improvement
in birth and mortality figures back to the level in
the late 1980s, the population of Latvia in 2015
could stabilize at around 2.34 million — 200,000
fewer than today.

Latgale

Latvia’s eastern region of Latgale is histori-
cally and culturally distinct from the rest of the
country. Reflecting centuries of Polish rule, it has
maintained a strong Catholic identity and is eth-
nically considerably more diverse than the west-
ern regions of Latvia. It has also been burdened
by slower socio-economic development, as dem-
onstrated by a number of indicators (see Table
2.4). A number of rural districts in Latgale —
around Jekabpils, Daugavpils, Rezekne, Gulbene
— have life expectancy rates lower than the na-
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tional average. These districts also have slightly
lower than average education levels, higher un-
employment, a less favourable demographic pro-
file (a higher degree of aging, particularly nega-
tive rates of natural increase) and lower average
income rates.

In Latvia as a whole, more children tend to
live in the countryside, where birth rates tend to
be higher. However, Latgale stands out insofar
as the average age of the population in rural ar-
eas is higher than that in the cities. Territorial dif-
ferences in life expectancy are primarily due to
mortality in younger age groups and the work-
ing-age population. All rural districts in the east-
ern part of Latvia have high mortality rates among
the working-age population. Exogenous causes of
death (infections and parasitic diseases, diseases
of the respiratory system, and accidents) show the
greatest regional variation, and mortality is gen-
erally higher from these causes of death in the
eastern regions of the country.

The eastern districts also have the highest
unemployment rates. In 1994, the rate was 23.9
percent in Kraslava, 21.8 percent in Preili, 21.6
percent in Rezekne, 20.2 percent in Balvi, and
17.6 percent in-Daugavpils. Unemployment rates
were lower in all other districts, and the national
unemployment rate in 1994 was 6.5 percent (see
also Chapter 3 on Economic Policies and
Changes in Living Standards).

Riga

Riga has always been a magnet, attracting
people not only.from the Latvian countryside but
also from beyond the country’s borders. Since the
Second World War it has more than doubled in
size. One third of the Latvian population lives in
the city itself, and almost one half of the country’s
population lives in the “greater Riga area”. Only
a few developed countries have such a high share
of their populations concentrated in the capital:
Athens in Greece (55%), Lisbon in Portugal
(50%) and a few others. .

Riga has one of the highest mortality rates
in Latvia from a number of causes (genetic de-
velopmental disorders, heart attacks, tumors, sui-
cides, traffic accidents). This mortality rate is
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disproportionate to the availability of public

" health services and social infrastructure in the

city. Correlation analysis conducted about morta-
lity and preventive health care resource indica-
tors shows that the mortality rate is influenced
not only by general health indicators and adequa-
te resource allocation for health care institutions,
but also by many as yet unknown social, eco-
nomic, medical, biological and organizational fac-
tors. The influence of ecological issues is closely
linked with other factors affecting the vitality of
the population. Issues related to urbanization and
the associated problems of housing, poverty,
health, environmental degradation have been ad-
dressed by both Latvia and the global commu-
nity at the UN Conference on Human Settle-
ments (Habitat II) in June 1996 (see Box 2.4).

The Countryside
and the Cities

In general, trends in the mortality rate for
the urban and rural populations in Latvia are
broadly similar. However, life expectancy in ru-
ral areas throughout the post-war period has been
lower. It should be noted that male life expect-
ancy in the countryside in 1994 was 5.5 years less
than in the 1950s, while in the corresponding
period the drop in the cities was only 5.1 years.
Female life expectancy increased over the same
period by 1.1and 0.5 years, respectively. Changes
in average life expectancy for the urban and ru-
ral populations are illustrated in Table 2.5.

The frequency of observed nervous system
disorders suggests that psychological strain in the
countryside is greater than in cities. Research also
suggests that alcohol consumption (particularly
poor quality alcohol) in rural areas might be sig-
nificantly higher than in cities. According to Cen-
tral Statistical Bureau data, rural inhabitants
spend half as much on food and paid services as
city dwellers.

Mortality rates are higher from diseases of
the circulatory system and accidents, as well as
diseases of the respiratory system for both men
and women in the countryside. On the other
hand, mortality from malignant tumors is higher
in the cities, which indicates the heightened im-
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, Table 2.4
Selected Social Demographic Indicators by Region in Latvia

Region Life Persons  Registered Number of Natural Rate of  Average
Expectancy with Higher Unemploy- Crimes Per Increase Per  Net Salary®
at Birth! and ment (%)} 10,000 1000 Inhabit- (Lats)
(Years)  Secondary Inhabitants* ants’
Education
per 1000
inhabitants
Aged 15

and Over?
National Average 70.8 604 6.5 161 -6.9 60.3
Including
RIGA DISTRICT
Riga city 71.7 731 29 209 -8.6 68.0
Jelgava city 72.2 644 4.0 229 -4.8 55.7
Jurmala city 71.1 675 44 138 -7.6 56.6
Bauska dist. 71.1 495 6.8 157 -3.7 51.6
Dobele dist. 71.2 509 7.7 116 -2.4 49.1
Jelgava dist. 68.3 466 4.2 186 -5.7 44.4
Ogre dist. 71.8 571 3.1 125 -2.8 52.8
Riga dist. 70.3 618 4.6 178 -4.1 60.8
Tukums dist. 70.1 514 4.6 99 -3.1 49.0
JEKABPILS
Jeabpils dist. 69.2 492 14.3 89 -6.2 47.0
Aizkraukle d. 68.9 510 12.7 124 -5.7 45.1
Madona dist. 71.2 - 493 15.1 91 -49 44.2
DAUGAVPILS
Daugavpils city 70.7 682 7.2 97 -84 55.3
Daugavpils dist. 68.4 424 17.6 98 -11.2 48.5
Kraslava dist. 70.1 436 239 110 -12.2 41.4
Preilu dist. 70.5 454 21.8 69 -6.3 41.3
REZEKNE
Rezekne city 71.4 620 10.6 161 -83 51.8
Rezeknes dist. 68.6 406 21.6 155 -10.8 38.5
Ludza dist. 68.7 431 12.0 159 -15.5 38.6
GULBENE
Gulbene dist. 69.6 494 9.4 148 -3.5 45.8
Aluksne dist. 69.4 499 10.8 106 -5.5 43.2
Balvu dist. 69.0 435 20.2 138 -12.3 46.0
VALMIERA
Valmiera dist. 71.1 533 6.2 131 -5.5 51.1
Cesis dist. 70.7 497 53 94 -3.6 45.2
Limbazu dist. 69.8 474 6.0 124 -39 51.0
Valka dist. 69.5 475 58 143 -7.9 50.3
VENTSPILS
Ventspils city 71.7 614 2.3 145 5.9 118.0
Ventspils dist. 68.5 393 4.5 121 -4.6 48.3
Talsi dist. 70.3 446 8.2 98 -3.0 50.1
LIEPAJA
Liepaja city 71.6 660 7.0 144 -6.2 59.0
Liepaja dist. 69.2 431 10.5 67 -4.8 43.5
Kuldiga dist. 71.3 480 11.2 173 -4.4 475
Saldus dist. 70,6 472 3.5 107 - 1.9 49.1
'1988-1989
21989 census data

In 1994 as a percentage of the economically active population
“Registered crimes in 1994

5In 1994, difference between overall birth and mortality rates
In 1994, salaries not including taxes
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pact of carcinogens.

The relation between age and the primary
causes of death suggests that differences in the
mortality of urban and rural inhabitants are due
mainly to social factors. In countries where so-
cial differences between urban and rural areas are
minimal, for example in Finland, life expectancy
‘and mortality rates for urban and rural areas are
virtually the same.

“Health for All,” a document issued by the
World Health Organization’s Regional Office for
Europe, sets the goal of reducing differences in
mortality rates and life expectancy between vari-
ous socio-economic groups and regions within a
country by at least 25 percent. As evidenced by
statistical data and comparative demographic and
epidemiological research, even in economically
developed countries there are significant differ-
ences in mortality and life expectancy rates for
urban and rural inhabitants. For example, since
the 1960s the mortality rate in the eastern part
of Finland has been higher than in the western
part, leading to a life expectancy rate two to three
years higher in the latter. Other such examples
could be cited as well.

There are data showing that territorial dif-

Table 2.5

Life Expectancy at Birth by
Sex in Urban and Rural
Areas in Latvia,
1958-1994 (Years)

Urban Areas Rural Areas
Year Male Female Male Female
1958-
1959 65.2 729 650 71.8
1979-
1980 64.8 744 61.0 72.6
1989 66.2 75.4 63.1 74.5
1990 65.1 749 62.1 739
1991 65.1 75.1 62.1 73.1
1992 63.9 749 61.0 74.2
1993 60.2 74.2 59.8 73.2
1994 60.1 734 59.5 729

ferences in life expectancy existed and still exist
in Latvia, though these differences are smaller
than previously recorded (see Table 2.4). At the
end of the 1980s, Latvia's eastern regions and,
to some extent, western regions had lower life
expectancy rates. Unusually large differences in
life expectancy rates are apparent between re-
gional cities and their surrounding areas. The dif-
ference in life expectancy between Daugavpils
city and region is 2.3 years, between Liepaja city
and region — 2.4 years, between Rezekne city
and region — 2.7 years, and between Ventspils
city and region — 3.2 years. While life expect-
ancy is longer in the cities, mortality from malig-
nant tumors and heart attacks is above the na-
tional average. On the other hand, cities (with the
exception of Riga) have lower mortality rates
from all manner of accidents, suicides and
homicides.

Ethnic and Other Differences

An ethnic breakdown of life expectancy rates
can be calculated for the two largest ethnic groups
in Latvia, the Latvians and Russians. However,
itis not possible to derive statistically credible life
expectancy indicators for other ethnic groups.
Moreover, calculations are only possible for years
in which a census took place. As can be seen in
Table 2.6, life expectancy is higher for Latvians
than for Russians. The difference derives from the
fact that many Russians in Latvia immigrated
from regions (especially rural regions) which, in
terms of the epidemiological transition, lag be-
hind Latvia.

As elsewhere in Europe, those engaged in
manual labour in Latvia have higher mortality
rates than their white-collar counterparts. In
Latvia, though, the difference is considerably
larger than'in many countries, and this should be
a cause for concern. The difference is particularly
large among men and the rural population.

Strategic Policy Options

Human development can be encouraged
through non-material methods. However, many
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changes cannot be implemented without financial
resources, especially those available to the state.

Investment Priorities

Firstly, it is necessary to pay attention to
state investment priorities. In May of 1995, the
Latvian Government presented its investment
plan for 1995 to 1997, where state investment
priorities were outlined as follows:

¢ Energy 35%
e Transport 30%
¢ Environment 9%
¢ Health 8%
¢ Education 4%
o Agriculture 4%
¢ Culture 4%
e Other 6%

Total investments are estimated at approxi-
mately 3 percent of GDP, of which 1 percent will
come from the state budget and 2 percent from
foreign loans. While this division of expenditures
is to a certain degree influenced by the availabil-
ity of foreign loans for individual sectors, it is clear
that most investments will go towards develop-
ing the economy, minimizing the two other
spheres with a critical impact on human devel-
opment — health and education.

Chapter 2

An Analysis of the Budget

While the distribution of investment funds
reflects the priorities a state has set for itself, so
does the annual budget. Only by analyzing the
budget is it possible to understand which sectors
receive funding and how effectively funding is
utilized. In order to determine whether the Latvi-
an state budget has any reserves that could be
targeted specifically towards human develop-
ment, this budget can be compared to a human
development budget model devised by develop-
ment economists Keith Griffin and Terry
McKinley (see Table 2.7).

The very effort to compare encounters a se-
ries of complications. One of the most basic is
that the structure of the Latvian budget does not
conform to the standard World Bank budget clas-
sification scheme, which hampers comparison
with the other model. The UN model figures are
based on percentages of GNP, whereas the
Latvian budget figures are based on GDP. There
are other significant problems as well, because
in analyzing the budget, one encounters differ-
ences between the official and unofficial budget,
the budget and special budgets, the budget fig-
ures accepted by parliament and the figures ac-
tually allotted by the Ministry of Finance. These
differences obscure serious inequalities in many
realms (e.g. the real funding for state schools in
various regions can vary considerably).

Table 2.6

Real and Standardized* Average Life Expectancy for
Latvians and Russians in Latvia, 1958-1989 (Years)

Life Expectancy at Birth

Years Real
Latvians
1958-1959 69.5
1969-1970 70.3
1978-1979 69.3
1988-1989 71.0

Standardized

Russians Latvians Russians
69.8 69.5 69.4
0.3 70.3 69.8 -
68.6 69.6 67.9
70.2 71.4 69.7

* The standard chosen is the division of all Latvia’s inhabitants between urban and rural

dwellers in the corresponding time period.
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~ But even an analysis of the budget based solely
. on official calculations soon runs into problems.
Take, for example, funding for education. Data
provided by the Ministry of Education and Scien-
ce on total funds earmarked for education and in-
vestment in the education system are noticeably
lower than figures provided by the Ministry of Fi-
nance, which apparently includes other expenses
“such as payments to pre-school institutions and
.subsidies to individual programmes, museums and
libraries. Neither figure includes the contribution
of municipal governments towards financing edu-
cation, which fundamentally changes the total (see
also Chapter 4 on Education Reform).
If one tries to determine the percentage of
GDP that Latvia expends on “social security,” the
* problems of calculation become even more com-
plex. Strictly speaking Latvia spends less than half
of what is foreseen in the model budget on state
welfare and social security benefits. But if one
includes pensions, which are also paid out of the
state social budget, the proportion of GDP de-
voted to social security (as calculated by the Min-
istry of Welfare) jumps to 14.7 percent. On the
basis of different calculations, Chapter 3 on Eco-
nomic Policies and Changes in Living Stan-

dards suggests that approximately 28 percent of
GDP (not including indirect support such as pov-
erty and rent benefits) is redistributed through
the social protection system. Given the confusion,
much still needs to be done in the analysis of the
structure of state funding and reaching a consen-
sus on methods of calculation.

According to Ministry of Finance estimates,
4.27 percent of GDP is devoted to “health and
family planning.” In the model budget, the fig-
ure is 5 percent of GNP. For comparison, Lithua-
nia spends 4.9 percent (1994), Estonia 5.3 per-
cent (1994), Norway 7.6 percent (1991), and
France a massive 9.1 percent (1991) of GDP for
health. But Latvia also finances sickness and
maternity benefits from the social budget. This
would add a further 0.3 percent. It deserves men-
tion that only an insignificant amount is spent on
family planning. Many such public expenditures
typically focus on consequences, rather than on
root causes and preventive measures. As a result,
the number of abortions in Latvia still exceeds
the number of births.

Without going into an analysis of individual
budgetary categories, it is obvious that the pri-
mary drawback of the budget is its small size. For

Table 2.7

A Model Human Development Budget
and Latvia’s Budget Compared

UN Model Budget Percentage of Latvia’s Budget in

(% of GNP) Model 1995 (% of GDP)
Education, training 5.0 . 20 6.3
Health, family
planning, etc. 5.0 20 4.3
Social security
(incl. social assistance) 4.5 18 . 2.2
Guaranteed employment
programmes 2.0 8 1.0
Economic services 3.0 12 4.1
Defense (incl. the
Ministry of Internal Affairs) 2.0 8 3.2
All other expenditures 3.5 14 ‘ 1.9




example, although allocations for defence and
education (by percentage) exceed those of the
model budget, it cannot be said that funding for
these realms is sufficient. A further example: a
relatively large percentage of state and munici-
pal budgets is spent on health care, approximately
10 percent of the state budget and 26 percent of
the municipal budget in 1994. Moreover, this
percentage has risen sharply since 1990, when the
state spent less than 4 percent and municipali-
ties around 17 percent on health care. However,
the sum that the state and municipalities allocate
to each individual is only one half of that which
it should be. In 1995, 41 lats were allocated per
capita, while Ministry of Welfare calculations
suggested that 80 lats were necessary.

The defence budget in Latvia is 40 percent
higher than in the model budget. This reflects the
fact that Latvia only recently regained indepen-
dence and is only in the process of developing its
defence and security systems. Furthermore, the
public’s growing sense of insecurity puts pressure
on the government to allocate even more re-
sources to the Ministry of the Interior.

The last column marked “other expenses”
contains state budget expenditures for the main-
tenance of various institutions connected with
social security, health care, family planning, pro-
fessional retraining and rehabilitation and so on.
This figure does not include expenditures such
as maintaining the State Property Fund, the Pri-
vatization Fund, and others. If these expenditures
were included, the proportions would be 3.96
percent, i.e. 0.46 percent more than suggested
in the model budget.

Considering the size of the deficit, the rela-
tively heavy tax burden, and the slow growth in
GDP, it would be over-optimistic to expect a
rapid increase in the size of the national budget
over the next few years (see also Chapter 3 on
Economic Policies and Changes in Living
Standards). The distribution of expenditures
within the budget almost corresponds with that
in the model budget. The problem lies in the fact
that the absolute size of the budget is quite lim-
ited and does not coincide with the level expected
by the public. Therefore, there are three ways to
improve the situation: increasing the amount of
resources available by enlarging the total size of
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the budgetary pie by facilitating economic growth
(see Chapter 3 on Economic Policies and
Changes in Living Standards), more effective
use of existing resources (see Chapter 4 on Edu-
cation Reform), or utilization of non-monetary
methods to promote human development (see
below and Chapter 5 on Participation and
Strengthening Civil Society).

The Value System —
An Obstacle To Development?

Every society has a common system of val-
ues which varies to some degree in different so-
cial strata and across individuals. A person’s hi-
erarchy of values dictates his/her motivation for
action. During the period of rapid political
change in the late 1980s and early 1990s when
official Soviet ideology collapsed, two rather
powerful integrating values united the majority
of the population — independence and the de-
mocratization of society. With the restoration of
independence and the consolidation of classical
political freedoms, these values have not lost
their importance for the majority of society, but
their integrating function has significantly de-
clined. They have become “second order” values.
However, the extremely politicized and emotion-
ally tense experience of the awakening has left
its mark on the evolution of the current system
of values, heightening perceptions of the process
of social stratification.

The value system during the transition is
shaped by socio-economic reality: a drop in living
standards and social instability. Therefore, mate-
rial welfare and social protection have assumed the
primary place in the value system. This is also con-
firmed by sociological surveys, in which 45 per-
cent of the respondents cite the Nordic countries
as a desirable model for future development. This
choice is most probably determined by the high
living standards and comprehensive social welfare
systems in these countries.

According to the results of sociological sur-
veys, Latvian society has been characterized by
relatively low value integration during the transi-
tion. Two factors bolster this claim. Firstly, there
are fairly large differences in the hierarchy of val-
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ues of various social strata. Secondly, most of the
population perceives contemporary social rela-
tions as being a ruthless, “capitalist war of all
against all”—in trying to solve everyday problems
of survival which dominate one’s waking con-
sciousness, the individual can only rely on himself,
occasionally on some state support, but very rarely
on horizontal social networks. After reaching a
high point during the independence struggle, so-
cial solidarity eroded under the strains of the deep
economic crisis. The public views the existence of
value diversity as evidence of interest conflict be-
tween various social groups. Characteristically,
over the last two years, there has been an increase
in the number of people perceiving fundamental
differences between the interests of the ruling eco-
nomic and political elite and those of the rest of
the society. Legislative and executive bodies have
only just begun to take steps aimed at ameliorat-
ing these differences (see Chapter 5 on Partici-
pation and Strengthening Civil Society).

A view of social reality that includes a sharp
separation of the public and the private sphere
and suspicion of the elite predates the transition.
The origins of such a view may be located in the
structure of Latvian society in the nineteenth cen-
tury. The enormous social divide between the
predominantly Baltic German landed gentry and
the predominantly Latvian peasantry, the reper-
cussions of economic exploitation under serfdom,
as well as the autocratic traditions of the Russian
empire created an environment in which most of
the populace saw the public sphere as a threat,
not a realm where people could harmonize their
social needs with each other. A threatening pub-
lic life was strictly separated from the private
sphere, and the pursuit of social interests gener-
ally took place in a clandestine manner, with an
air of dirtiness and corruption. Private relations
and personal contacts are valued more highly than
abstract moral norms and official duties.

Revealing examples of this attitude can be
found in Latvian literature from this era. The great-
est Latvian prose writer Rudolfs Blaumanis depicts
this inability to openly harmonize interests in his
story “Andriksons,” which focuses on the almost
tragic failure of a liberal German landlord to trans-
form his relationship with his peasants from the
patrimonial lord-peasant model to a more liberal,
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contractual relationship of landlord-tenant. The
learned distrust of the peasant Andriksons towards
any proposal by the landlord (which in his experi-
ence always harmed the peasant), his ostensibly
obsequious but clandestinely disobedient and
eventually vengeful behaviour are typical of a per-
son whose upbringing and experience hinder in-
tegration into a liberal society. He is incapable of
understanding that the fundamental issue in a
modern society is not “Who will get whom,” but
“how do we harmonize our interests.”

A similar vision of social life is presented in
the first and most famous of Latvian novels, The
Time of the Surveyors (Mémieku laiki). The sur-
veyor elite is distant and dishonest, and the only
way farmers can defend their social and economic
interests is through secrecy and corruption.
Kaspars, the romantic hero of the novel, assumes
the only “pure” position and distances himself
from the life of society around him.

Latvia's experience of openness and democ-
racy in the inter-war years was brief, and in the
years after the Second World War, the policy of
the ruling Communist Party did much towards
reinforcing existing suspicions of public life. The
nomenklatura, a new elite sharply separated from
the populace, emerged and public life became
more threatening than ever. Consequently, there
were even greater incentives for people to distin-
guish between an “unreal,” sterile and usually dis-
honest official sphere and a “real,” clandestine,
unofficial life based on personal relationships. All
ties of trust and solidarity were severed, except
for those within the narrowest circle of friends
and relatives. People could overcome this alien-
ation from each other only at some cultural
events, for example, at the Song Festivals.

In this context, the awakening was an excep-
tion, in that values of solidarity briefly gained the
upper hand in society. The structure of society
hardened again after the brief period of revolu-
tionary turmoil and old attitudes began to hold
sway again. Since 1987 enormous changes have
taken place in society and in the positions of many
people, but the approach towards social life has
remained largely the same among both the elite
and the public at large.

Why has there been no sea change in this
approach? Of course, a key factor is that many
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Box 2.4
Latvia and Habitat IX

[n June 1996, the United Nations member states will convene the second UN
Conference on Human Settlements, commonly known as Habitat Il or the “City
Summit.” The Habitat II conference will discuss sustainable human settlements in an
urbanizing world and adequate shelter for all. The Latvian government has created a
National Preparatory Committee for participation at the conference. This Committee,
in turn, has drafted a National Report containing an assessment of human settlements in
Latvia, a national plan of action and proposals for international cooperation.

The global themes of the conference will be the rapid growth of urban populations
and the challenges of reducing poverty, guaranteeing affordable housing, and ensuring
access to safe drinking water and adequate sanitation to all. The conference will focus on
the need to create new partnerships between urban dwellers and national and local gov-
ernments to improve management of cities, meet housing and infrastructure needs, and
improve the urban economy in a way that is sensitive to environmental concerns.

Many of these global themes have particular importance to Latvia, which experienced
rapid state-sponsored urbanization, rural transformation and inefficient housing policy
under Soviet rule. The population of the capital Riga is seven times that of the next
largest city. In the early 1990s, 80 percent of urban settlements and about 95 percent of
rural villages failed to provide for high-grade drinking water and adequate sewage purifi-
cation. The legacy of Soviet rule in the realm of housing will long pose challenges to
policy-makers in Latvia: a chronic housing shortage and many high rise apartment build-
ings that are costly to maintain and energy inefficient. To address issues related to hu-
man settlements, the Latvian government created a Ministry of Environmental Protec-
tion and Regional Development in 1993. While a number of projects to improve energy
efficiency, promote better urban management, and foster cross-border cooperation are
currently underway in Latvia, the largest initiatives involve rebuilding the telecommuni-
cations infrastructure and constructing a north-south transport route called the Via Baltica
to span all three Baltic states.

members of the new elite continue to view their
office as a means of promoting their personal
welfare. However, if the assumption of leading
posts by dishonest officials were the only prob-
lem, a responsible public opfnly and democrati-
cally defending its own interests could have
changed these leaders with others recruited from
the electorate. Unfortunately, the mutual suspi-
cions inherited from the past and the lack of ex-
perience in an open society have a profound im-
pact. Incapable of effectively uniting to thwart the
rebirth of the previous model of society, the
people continue to address their survival needs
on an individual basis in the old familiar ways.
This does not mean that people are satisfied
with the situation. Whether due to inability, fear,
or a lack of faith, the majority of people do not

alter their behaviour and thus, reproduce the
model of the previous society. In such a situation,
protest votes in elections cannot accomplish
much either, as they resemble isolated explosions
of anger more than the culmination of the sys-
tematic work of many socially active people.
This divided model of society and the values
that flow from it are serious barriers to human
development in Latvia (and in many other tran-
sition countries). It undermines trust in both sta-
tistical data and political programmes. It hinders
the public from openly discussing problems and
arriving at solutions. It confounds efforts to build
a system based on the rule of law, the founda-
tions of which are to be found not so much in the
excellence of its legislation as in the inclination
of the public to give priority to abstract norms,
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not personal contacts. The gulf between official
and unofficial life, between words and deeds
means that even the most well constructed policy
may end up as a short, loud and ineffective “cam-
paign.” Recently, a prominent public figure wrote
that “if an individual has to look after himself,
then, in a philosophical sense, he is entitled to
refuse to pay taxes and fulfill other functions re-
quired by the state.” Such ideas can only arise by
placing the public and private spheres in opposi-
tion to each other rather than harmonizing them,
an approach that will prevent these two spheres
from ever becoming integrated.

If Latvia’s political culture does not include
a widespread trust of “public virtues,” the con-
tribution of “private virtues” to human develop-
ment is at best contradictory. Material well-be-
ing is perceived as an important value, but it is
higher in the hierarchy of values than the personal
traits necessary to bring about an improvement
in living conditions, the most important of which
is good health.

As stated earlier, many indicators related to
health have rapidly declined in recent years. Un-
fortunately, this trend could only be halted by a
value system stressing the importance of health
(see also Latvia Human Development Report
1995). According to sociological surveys, Lat-
via's inhabitants go-to physicians very rarely for
medical check-ups. Surveys conducted by the
“Prognoze” Sociological Association in 1995 sug-
gest that persons of working age rank money as
the most important value, while health ranks only
fourth. '

A relatively large portion of the public has
demonstrated its readiness to take the initiative
to secure upward social mobility. This can be seen
in the number of private businesses registered in
the last three years, as well as in responses to sur-
veys. However, initiative is not always linked to
a sense of responsibility for one’s actions. Given
the current demographic structure in Latvia, one
has to contend with the fact that over 40 percent
of the population can assume only limited if any
responsibility for its own welfare. For the remain-
der, the situation is complicated by economic
hardship. At the same time, one must also con-
sider problems in the realm of social psychology.
To a certain degree, people raised in the Soviet
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system have not overcome the socialist mental-
ity: a desire to receive the support of a widely
regulative state which obviates the need for per-
sonal responsibility. On the other hand, many
have a simplified understanding of market capi-
talism and do not yet understand that achieve-
ments in the socio-economic sphere require an
investment of effort and quality work. The under-
standing that individual freedom, opportunity and
personal responsibility are all inextricably linked
is only beginning to emerge in Latvia.

Undeniably, there are a number of moral and
pedagogical levers that can influence human de-
velopment, but they cannot be separated from a
broader set of legal, political, financial and eco-
nomic reforms, because ideal and material inter-
ests and values are inextricably intertwined. In
the current situation in Latvia, it is necessary to
seek and create a new system of values to lay the
foundation for future integration. Such a value
system cannot be mechanically copied from that
of developed western societies, it needs to be con-
sonant with Latvia’s historical development and
to take account of the current peculiarities of the
social situation. In addition, this value system
needs to be pro-active, providing guidance about
possible paths of development and some idea
about the society of the foreseeable future. At the
same time, this value system must assist in re-
vealing possible sources of change in contempo-
rary society.

In order to promote the dissemination of val-
ues conducive to development, these values must
be linked to and embedded within existing insti-
tutions and traditions. One of the most positive
Latvian cooperative traditions is participation in
choirs and more recently, in folk dancing groups.
These forms of cultural activity contain a charge
of positive energy — many recall the 1995 Youth
Song Festival as one of the brightest moments
of recent years. At the same time, since their in-
ception in the middle of the 19th century, the
Song Festivals have played a significant role in
raising the cohesion and self-esteem of Latvians.

The choirs, dancing groups, and festivals
should not be politicized. However, their role in
gathering together active people predisposed to
cooperation can be utilized by various non-gov-
ernmental organizations to inform and possibly
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mobilize supporters. One non-governmental or-
ganization, the Latvian Association for Family
Planning and Sexual Health, has already taken
steps in this direction by distributing informa-
tion and contraceptives at the last Youth Song
Festival.

The example of the Youth Song Festival also
highlights the importance of artistic endeavours
in fostering solidarity and activity. It leads one
to think that in financing culture, the state should
pay more attention to wide-ranging small-scale,
local activities and expend fewer resources on
grand elite projects, such as the National Opera.

Positive change can also be fostered by tap-
ping in to other traditions. Concern for the envi-
ronment is a feeling broadly shared by all socio-
economic and ethnic groups in Latvia, and the
green movement was one of the first and most
widely-supported agents of change in Latvia in
the late 1980’s. This concern for environmental
issues could be a catalyst both for fostering soli-
darity in all parts of the population and for en-
couraging greater participation.

Recommendations

The foregoing suggests that Latvian society
has experienced a serious shock over the last five
years — living standards have plummeted, life
expectancy has dropped, and financial resources
to remedy the situation are scarce.

Recommendations on how to promote posi-
tive changes in education, the economy and civil
society may be found in other chapters. However,
it should be stressed that all those recommenda-
tions will affect one of the most essential aspects
of human development — health, which is why
those recommendations cannot be of a nature
that worsen health conditions.

In addition to the above analysis of health and
specifically mortality as one of the most important
determinants of human development in Latvia, an
initial survey of public health was contained in the
Latvia Human Development Report 1995.
While it was decided that the 1996 Report should
focus on other important determinants — eco-
nomic reform and inequality; education reform;
participation and strengthening civil society —
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positive results in these other key areas may indi-
rectly influence health indicators. An interesting
coincidence in this regard is the improvements in
life expectancy and the birth-rate experienced
during the recent awakening period. This suggests
that steps that promote positive participation,
thereby strengthening an optimistic view of the
future could also have a beneficial effect on hu-
man development. Faith in a better future can only
come about through belief that the state can act
in the interests of the population. This, in turn, is
one of the pre-conditions for people to begin to
invest more care in their own health.

In order to directly influence this essential
aspect of human development, health has to be-
come a value for Latvian society and effective
steps must be taken to reduce those factors which
most threaten public health. Health as a value
must be reinforced in the education system, by
introducing health studies as an obligatory sub-
ject in primary and secondary schools and by
teaching children how to look after their own
health (see also Chapter 4 on Education Re-
form). Large scale health campaigns directed at
adults need to be undertaken stressing health as
a value and highlighting the dangers of smoking
and alcohol. Such campaigns must be carefully
prepared through prior research on how best to
reach men, whose health has been especially
threatened over the last few years. Stricter restric-
tions on smoking in public places should be in-
stituted. State funded health care should devote
a greater share of resources to preventive and
primary health care, especially that of children.
The health insurance system should provide in-
centives for regular medical check-ups.

Given the significant role decreased alcohol
and tobacco consumption has on improving
health and increasing life expectancy, the excise
tax on alcohol and cigarettes should be increased,
while bolstering the effectiveness of the battle
against contraband and underground production.

As much as possible should be done to over-
come the divide between “official” and “unofficial”
reality. Firstly, it must be admitted that such a
problem exists, that it has its origins before com-
munism and that it needs to be addressed. The
equal value of private and public life must be ac-
knowledged, thereby leading people to a harmo-
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nization of these values. Secondly, openness and
participation need to be encouraged. Television
forums and debates with the participation of state
and municipal officials, NGOs, the media and oth-
ers could be organized on such important issues
as the fight against contraband and tax evasion.
The participation of viewers through hot-lines, etc.
should also be considered. More could be done
to institutionalize “public virtues.” For example,
in Estonia the government has for several years
recognized and awarded private businesses whose
profits and payments of profit taxes into state cof-
fers have grown the most in percentage terms.
Latvia could introduce awards for similar achieve-
ments, for example, for the largest increase in ex-
ports or number of employees employed over the
last year. Such recognition is a relatively cost-ef-
fective way to (1) honour those who have contrib-
uted to Latvia’s development; and (2) strengthen
awareness about “public virtues” in society.

UN research in developing countries sug-
gests that overly complex tax systems are inef-
fective. Such systems usually focus on taxes which
are difficult to administer and easy to avoid, for
example income taxes. Only 70 percent of those
who were expected to declare their 1995 incomes
have actually done so. By introducing taxes that
cannot be collected, the state not only harms its
own budget revenues, but strengthens the harm-
ful division between “official life” (tax laws) and
the “unofficial sphere” (tax avoidance). Tax laws
should be simplified and brought into line with
the capacity of the state to collect.

The government has proclaimed the necessity
of tax relief to promote development in backward
areas, and this promise should be implemented
(see also Chapter 3 on Economic Policies and
Changes in Living Standards). At the same
time, tax policy should not inhibit businesses from
investing in the education of their employees, as
is the case now, when the cost of employee train-
ing must be taken from company profits rather
than included in operating expenses.

Current legislation does not encourage the
establishment of credit unions, despite the fact
that this type of self-help financial organization
is one of the means of simultaneously strength-
ening solidarity among the population and im-
proving material well-being. Banking legislation
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must be changed in order to give credit unions
the same advantages as they enjoyed in pre-war
Latvia and as they now enjoy in many western
countries.

A certain percentage of foreign aid should
be channeled toward the commissioning of inde-
pendent and publicly available studies of impor-
tant social problems, for instance, the structure
of the budget, the reform of the health care sys-
tem, etc. Some surveys of this kind have already
been made (the Human Development Report,
the NORBALT Living Conditions project), but
there has been a lack of resources to fund objec-
tive, independent and publicly accessible analyses.

In order to compare and analyze data more
effectively, it is necessary to introduce the World
Bank budget classification system.

Analysis is needed on why, despite its rela-
tively developed social infrastructure, Riga still
has some of the highest mortality rates from cer-
tain causes. Despite occasional public discussion
of Riga as the “swollen head” of Latvia, this is-
sue has never been seriously analyzed. Whether
such a population concentration in the capital is
detrimental or not is an issue of importance to
the future development of Latvia as a whole. This
question could be discussed in the context of the
upcoming preparations for the 800th anniversary
of Riga.

As early as 1990, the first government formed
after the restoration of independence promised
state support to reduce backwardness in Latgale,
but the development gap with the rest of the coun-
try has only grown in the last six years. Research
is necessary to determine why earlier programmes
have not borne results, and more effective means
of overcoming inequality must be found.

Finally, although the percentage of the
Latvian state budget allocated to human devel-
opment priorities — education, social welfare —
corresponds approximately to levels set out in the
model human development budget, the absolute
size of Latvia’s budget remains very limited due
to several factors. Hence, in order to address
Latvia’s human development challenges more ef-
fectively, priority must be given to facilitating eco-
nomic growth, a subject to which the Report now
turns.
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Chapter 3

Economic Policies
and Changes in Living Standards

Introduction

Human development is a comprehensive
perspective on development which assesses eco-
nomic and social policies on the basis of whether
they expand and enhance human capabilities. A
well distributed growth of incomes, education and
health facilitate human development and thereby
the related expansion of choices available to
people.

As the concept of human development is a
holistic one which encompasses economic
growth, an analysis of Latvia’s economic policies
and their effect on the people of Latvia is re-
quired. This is particularly so as the prospects for
improved human development in Latvia have to

this point been limited by a significant drop in

output and the subsequent decline in education,
health and social protection. With income falling,
there is little that can be done to address human
development priorities. While economic growth
is but one of several means to human develop-
ment, it is clear that at this stage in Latvia’s tran-

sition the country’s falling human development

indicators can only be reversed through a revival
of growth and incomes.

As outlined earlier, while the percentages of
the current budget allocated to human develop-
ment priorities correspond approximately to
those in a model human development budget, the
impact is limited due to the restricted absolute
size of the budget itself. Consequently, a top pri-
ority for improved human development in Latvia
is to increase the size of the budget through in-
creased economic growth and productivity; in

"turn these require investment in people and an
enabling macroeconomic environment for the
people of Latvia to achieve their maximum po-

tential. Clearly, specific attention must continue
to be placed on macroeconomic stabilization and
the need for greater microeconomic reform.

However, it is also clear that growth alone
is not enough; the use of this growth by Latvian
society is.as important as the generation of in-
come itself. As noted in the previous chapter, one
important economic measurement that does
stand out in Latvia and merits further attention
is the rapid increase in income inequality; in other
words, the rich are getting richer, while the poor
are getting poorer.

Consequently, the quality of economic
growth is just as important as its quantity. Con-
scious public policy, such as public spending on
social services and fiscal policy to redistribute
income and assets, is required to translate eco-
nomic growth into improvements in the lives of
all the people of Latvia. This chapter will analyze
both these aspects — economic policies and
changing living standards — in more detail and
then outline a number of recommendations on
how public policy in these areas can best be com-

. bined to improve human development.

Overview of
Macroeconomic Indicators

The initial stage of economic reform in Latvia
in 1991-1992 witnessed an enormous drop in
manufacturing, instability in the financial system,
rapid price rises and the threat of hyper-inflation.
As a result, living standards plummeted (see also
Latvia Human Development Report 1995).
As reforms continued, the strict fiscal and mon-
etary policy of the government and the Bank of
Latvia in 1993-1994 contributed to the stabili-
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zation of the economic situation. In 1994, for the
first time since the restoration of independence,
the main indicator for economic growth, gross
domestic product (GDP), rose (by 0.6 percent)
instead of falling. Initially, the forecast for 1995
was for an even greater rise of 1 to 1.5 percent.

In 1995, GDP in Latvia declined by 2 per-
cent (in 1993 constant prices), primarily because
of the banking crisis and the growing budget defi-
cit (see Tables 3.1, 3.2 and 3.3). The turnover for
retail goods (excluding restaurant turnover) in
1995 was approximately 600 million lats (in 1994
constant prices), a decline of 6.6 percent com-
pared to 1994. The Central Statistical Bureau of
Latvia (CSB) has calculated that industrial pro-
duction in 1995 totaled 1.025 billion lats (FOB)
in current prices, which was less than the 1994
total of 1.076 billion lats. In comparative prices,
production fell by 6.3 percent from 1994 to 1995
(see Table 3.4).

Important factors for increasing the pros-
pects for growth are privatization and invest-
ments to promote more efficient production.
While 1995 has certainly been the most active
year for privatization, the privatization process
has lagged and still lags behind the rest of the
reform process and structural reform of enter-
prises is very slow. The process of privatizing state
property in Latvia started two years later than in
Estonia, and owners were first found for arguably
the worst enterprises, not the best. In 1995, a
total of 240 enterprises were privatized, repre-
senting 12 percent of all state-owned enterprises.
The international tender programme has not been
as successful as had been hoped. Since privati-
zation began, Latvia has offered 125 enterprises
to foreign bidders in three rounds of international
tenders. Initially there were over 2000 responses,
but in the end there were only 40 realistic offers
to buy these enterprises.

Table 3.1

Gross Domestic Product in Latvia and Other Countries
1994 (Current Prices)

Country GDP Per Capita GDP
(millions of US dollars) (US dollars)

Denmark 146.1 28149.0
USA 6738.4 26159.4
Norway 110.1 25551.7
France 1329.3 23054.2
Germany 1834.9 22600.2
Sweden 196.6 22468.3
Finland 97.9 19279.9
Spain 482.8 18895.9
United Kingdom 1023.2 17666.5
Greece! 73.1 7063.7
Czech Republic! 31.6 3059.3
Slovakia 12.4 2336.3
Poland! 85.9 2233.4
Estonia! 1.7 1136.8
Romania' 24.8 1088.8
LATVIA 2.8 (3.7)* 1084.9 (1437.0)*
China! 364.0 304.3

'1993 indicators from IMF data (July 1995)
*Corrected CSB data
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The lack of interest expressed by foreign in-
vestors described above begs the obvious ques-
tion — why? Simply put, Latvia has not fared well
in creating a hospitable environment for direct
foreign investment. Current restrictions on land
ownership by foreigners, conditions of sale re-
garding investments and employee retention im-
posed by the Latvian Privatization Agency (LPA),
and (until recently) discriminatory treatment of
foreign investors vis a vis local investors are all
factors which have discouraged foreign investors
from pursuing investment opportunities in Latvia.
According to statistical data provided by the In-
ternational Monetary Fund and the World Bank,
foreign investment in Latvia per capita for the
period 1992-1994 was US$ 55. In Estonia, where
the investment climate is equally favourable for
local and foreign investors, the corresponding fig-
ure for the same time period was US$ 279 (see
Table 3.5).

However, not all economic news was bad in
1995. Inflation continued to fall, unemployment
remained relatively low, and the national cur-
rency, the lat, remained stable.

Key Economic Events of 1995:
The Collapse of Banka Baltija
and the Ensuing Financial Crisis

Without a doubt, the main economic event
of 1995 was the banking crisis, which culminated
in the insolvency of Banka Baltija, the largest
commercial bank in the Baltic states. The bank-
ing crisis reverberated throughout the economy
and altered all earlier economic growth projec-
tions. The primary factor behind the crisis was
the extremely rapid development of the banking
sector. In a very brief period, banks evolved from
small financial institutions into rather complex
business structures and, in many cases, the ex-
perience and management abilities of bankers did
not keep pace with changes. The experience and
regulatory oversight of state structures (includ-
ing the Bank of Latvia) also proved inadequate.
This allowed not only opportunists, but also some
fraudulent bankers to operate in the banking
sector.

Chapter 3

The immediate cause of the crisis was low
liquidity of bank assets. The following factors af-
fected liquidity:

¢ Shareholders had too much influence in
resolving issues — especially the extension
of credit — within the jurisdiction of the
board of directors;

* For some months in 1994, interest rates
for deposits exceeded interest rates for
loans;

¢ Credit portfolios in some banks were cre-
ated under the assumption that the value
of the lat would decrease in relation to the
US dollar in 1994. In fact, in 1994 and the
first quarter of 1995, the value of the lat
continued to increase against the US dol-
lar and real income from dollar assets fell;

¢ When significant funds flowed into the
banking system in 1994, there were few
promising investment projects. Loans were
either not extended and the money was
retained as additional reserve funds in the
Bank of Latvia, or loans were extended for
dubious projects. In either case, insuffi-
cient funds were gained to repay deposits.

The banking crisis affected some 20,000
businesses and 200,000 to 250,000 private indi-
viduals. With the insolvency and bankruptcy of
Banka Baltija and other banks, individual deposi-
tors lost deposits in the amount of 35 million lats
(approximately US$ 64 million). At the same
time, debts to legal entities (businesses) total
approximately 65 million lats. The removal of 65
million lats in goods and services from circula-
tion has had far-reaching consequences: a gen-
eral decrease in the amount of working capital
available to businesses; an increase in enterprise
arrears due to the inability to pay for the deliv-
ery of goods and services in a timely fashion; and
an increase in credit liabilities, because operat-
ing funds can only be obtained by way of credit.
Every business is both a consumer and a supplier,
and the reduction of current assets has a multi-
plier effect. According to some estimates, freez-
ing 65 million lats of deposits (accounts) is
equivalent to removing 150-180 million lats from
circulation in the economy.
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Table 3.2

Real GDP Growth
in Eastern Europe, the Baltic States and the CIS, 1990-1995
(Percentage Change on Previous Year)

Country 1990 1991 1992 1993 1994 1995% 1995%#
(1989=100)
Albania -10 -28 -10 11 7 6 75
Armenia -7 -11 -52 -15 5 5 37
Aczerbaijan -12 -1 -23 -23 -22 -15 35
Belarus -3 -1 -10 -12 -22 -10 54
Bulgaria -9 -12 -7 -2 1 3 75
Croatia 9 -14 -9 -3 1 2 84
Czech Republic 0 -14 -6 -1 3 4 85
Estonia -8 -11 -14 -7 6 6 74
Macedonia -10 -12 -14 -14 -7 -3 53
Georgia -12 -14 -40 -39 -35 -5 17
Hungary -4 -12 -3 -1 2 3 86
Kazakstan 0 -13 -13 -12 -25 -12 44
Kyrgyzstan 3 -5 -25 -16 -27 -5 43
LATVIA 3 -8 -35 -15 2 1 54
Lithuania -5 -13 - .38 -24 2 5 42
Moldova -2 -12 -29 -9 -22 -5 42
Poland -12 -8 3 4 5 6 97
Romania -6 -13 -10 1 3 4 81
Russia -4 -13 -19 -12 -15 -3 49
Slovakia 0 -15 -7 -4 5 5 84
Slovenia -5 -8 -5 1 6 6 94
Tajikistan -2 -7 -29 -11 221 -12 40
Turkmenistan 2 -5 -5 -10 -20 -5 63
Ukraine -3 -12 -17 -17 -23 -5 43
Uzbekistan 2 -1 -11 -2 -3 -4 82

Eastern Europe and

Baltic States average -8 -10 -3 1 4 5 88
CIS average -4 -12 -18 -13 -17 -4 48
* forecast

** real Gross Domestic Product (GDP) taking 1989 to be 100

The EBRD includes estimates of the “shadow economy” in its calculations of GDP.
The “shadow economy” also accounts for a great deal of value in the economy.
If it were not taken into account GDP would be much lower.
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Table 3.3
Changes in GDP in the Baltic
and Nordic Countries,1991-1995
(Constant Prices, Percentage Change on Previous Year)

Country 1991 1992 1993 1994 1995
Estonia* -13.6 -14.2 -8.6 -3.2

LATVIA -10.4 -34.9 -14.9 0.6 -2.0%%
Lithuania* -13.1 -34.0 -30.4 1.0

Denmark* 1.0 1.3 1.4 4.4

Iceland* 1.3 -3.3 1.1 2.7

Norway#* 1.6 3.4 3.3 5.1

Finland* -7.1 -3.6 -1.2 4.4

Sweden* -1.1 -1.4 -2.6 2.2

* no data for 1995
#% CSB corrected data

The total amount of individual deposits, busi-
ness accounts, credits and so forth, lost in the
collapse of Banka Baltija was at least 150 million
lats. In mid-1995, the deposits of private individu-
als at Banka Baltija made up approximately 40
percent of individual deposits in all commercial
banks in Latvia. In the summer of 1995, in re-
turn for all shares of the bank, the government
agreed to guarantee deposits, promising to com-
pensate a total of 500 lats to each depositor, 200
lats within a year and the remaining 300 lats over
the next three years. As compensation of 200 lats

to all private depositors would have required 26 -

million lats, the government was unable to fulfill
its promise. After the Sixth Saeima elections in
autumn 1995, the new government disavowed the
promises of its predecessor.

The Bank of Latvia suspended Banka Balti-
ja’s operations in May 1995 and in December
1995 the Commercial Court pronounced Banka
Baltija bankrupt. Intrigue has continued to sur-
round the bank, as in February 1996 an appeal
to the Riga District Court temporarily overturned
the decision of the Commercial Court. In early
April 1996 the Riga District Court once again

e

declared Banka Baltija bankrupt. The lack of clar-
ity in pronouncing the bankruptcy of Banka
Baltija has cast a shadow on Latvia’s international
prestige and this has clearly had a negative im-
pact on foreign direct investment.

The Bank of Latvia has recently improved
regulatory oversight of commercial banks, but
problems still remain. The number of deposits in
commercial banks declined towards the middle
of last year, as did the amount of credit extended.
In 1995, the overall average interest rate for
credit was 27.4 percent, which is too high a rate
for manufacturing to develop in the country.
While banks are not interested in accepting small
deposits and granting small loans, depositors have
also lost trust in banks. A February 1996 survey
conducted by the Baltic Data House shows that
80 percent of the population does not trust the
banking system. Over a period of seven months,
only five percent of the population regained trust

in banks.
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Table 3.4

Industrial Production Index in the Baltic and
Nordic Countries, 1991-1995
(As Percentage of Previous Year’s Production)

Country 1991 1992
Estonia 92.8 64.8
LATVIA 99.4 65.5
Lithuania 95.2 71.4
Denmark 02.2 101.7
Norway 102.1 106.5
Finland 91.2 101.3
Sweden 94.4 96.5
Growth

As mentioned at the outset of this chapter,
Latvia’s GDP performance in 1995 was lower in
comparison to pre-banking crisis expectations.
Predictions for GDP growth in Latvia for 1996
are consequently very guarded: only 0.3 to 0.5
or at most one percent compared to 1995. Simi-
lar pessimism exists about the development of
banks, and the credit and monetary systems. A
few experts predict higher GDP growth, at one
to two percent compared to 1995 in constant
prices, but most agree that growth will remain low
over the next two years.

At the end of 1995, the European Bank for
Reconstruction and Development (EBRD) issued
areport on economic development in Central and
Eastern European countries in transition, includ-
ing the Baltic States and Republics of the former
Soviet Union. The report concludes that countries
in transition will have to work long and hard to
attain the same economic level as the advanced
industrial countries: their economies will need a
seven percent annual GDP growth rate for 30
years. Unfortunately, economic growth at such
a rate has not been achieved in any of the coun-
tries in transition (see Table 3.2).

From a human development perspective, an
increase in overall growth would generate more
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1993 1994 1995
81.3 97.0

67.9 90.1 93.7
65.6 68.2

97.2 105.6

103.9 108.0

105.4 110.8

102.5 108.3

revenue and thus increase resources for pensions,
education and other social needs (assuming steps
are taken to ensure a sustainable redistribution
of the newly-generated wealth). However, the key
to economic growth is a healthy rate of savings
and investment. The triple-digit inflation during
the initial phase of the transition depleted virtu-
ally all domestic savings accrued by that time. In
addition, the need to finance the government’s
budget deficit, combined with low rates of for-
eign investment and the heavy tax burden borne
by employers all contribute to Latvia’s low over-
all level of investment. Qutdated equipment and
technology continue to prevent Latvia from pro-
ducing manufactured goods that can compete on
the global market. Clearly, investments today
equal job creation, and GDP growth and thus
potential for increased human development to-
morrow. The challenge is to take the most appro-
priate steps to clear the obstacles from the road
to increased investment.

Inflation

Inflation (the consumer price index) in Lat-
via has continually decreased over the past sev-
eral years. The annual consumer price index de-
creased from 34.9 percent in 1993, to 26.3 per-
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cent in 1994, to 23.1 percent in 1995 (see Table
3.6). Seen in the broader Baltic context, Latvia
has the lowest inflation rate in the Baltics, just
marginally lower than Estonia’s.

Although inflation continues the downward
trend of the past few years, coordination between
macroeconomic stabilization and economic re-
form measures has been insufficient to ad-
equately reduce or “soften” the consequences of
the transition. A good example of this lack of co-
ordination is tax reform as it pertains to revenue
collection. As will be outlined later, the govern-
ment’s tax revenue collection difficulties have
contributed to the large budget deficit which, in
turn, has restricted the ability of the government
to raise state sector wages and pensions and pro-
vide other means of social support. Thus, even
though inflation has fallen, prices remain at pro-
hibitive levels for many people dependent upon
the state for their income. Consequently living
standards have fallen for a significant proportion
of the population. '

Unemployment

Despite Latvia’s low overall rate of invest-
ment, the unemployment rate in the country has
stabilized (see also Latvia Human Develop-
ment Report 1995). On 1 July 1995 unemploy-
ment stood at 6.1 percent; after rising to 6.6 per-
cent in early January 1996, it had returned to
6.1 percent of the economically active popula-
tion of Latvia by April 1996. Disregarding sea-
sonal fluctuations, unemployment had already
stabilized at six percent in 1994, As in other
Central and Eastern European countries, Lat-
via also has hidden unemployment, which is es-
timated to be another eight percent of the eco-
nomically active population.

The unemployment rate tends to be higher
in rural areas as compared to Latvia’s major cit-
ies, such as Riga, where in early April 1996 the
unemployment rate stood at only 3.3 percent. As
noted in the previous chapter, the eastern region
of Latgale has been the hardest hit, and in some
districts the unemployment rate is more than
triple the national average. Specifically, as of early
April 1996 as much as 22.6 percent of the labour
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Table 3.5

Per Capita Foreign
Investment in Eastern
Europe and Russia,
1992-1994 (US Dollars)*

Hungary 648.4
Estonia 278.6
Czech Republic 2399
Slovenia 122.3
Poland 94.9
Romania 94.9
Slovakia 63.9
LATVIA 54.6
Croatia 48.9
Lithuania 40.5
Albania 38.5
Bulgaria 23.2
Russia 15.4
Ukraine 6.0

*Foreign investment divided by 1993

population

force of the Rezekne district was unemployed.
This is largely due to the demise of the agricul-
tural sector in Latvia and raises serious implica-
tions for structural change in the economy. More-
over, this underscores the need for worker re-
training and regional development strategies.

In general, though, the total level of unem-
ployment in Latvia is lower than in many other
countries in transition. It should be noted that
many enterprises in Latvia still employ too many
employees, productivity is low, and many people
are still working in extremely inefficient and pro-
tected public sector jobs. If the privatization pro-
cess accelerates and new technologies are intro-
duced, the unemployment rate could increase sig-
nificantly in the next few years. In this regard,
the importance of a strategic plan for regional de-
velopment cannot be overstated, especially for the
regions hardest hit by unemployment.
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Other Economic Indicators

The Budget Deficit

The Law on the State Budget for 1995 ini-
tially provided for the deficit of the basic state
budget to be no greater than 40 million lats. How-
ever, the banking crisis described earlier in this
chapter negatively affected government revenues
and the budget deficit increased. The tax base
shrank and public distrust of the commercial
banking system led to greater reliance on cash
transactions, which made tax administration and
control even more difficult. State revenues were
less than planned and it was difficult to fully fund
social and other programmes.

As a result, the Law on the State Budget for
1995 was amended in the latter part of the year
to allow for a basic budget deficit of 92.4 million
lats. The main sources of deficit financing for

1995 were short-term government treasury bills
sold in the domestic market, and securities sold
abroad. Credit extended by the Bank of Latvia
was also used to cover the 1995 budget deficit.
The state’s internal debt for 1995 was approxi-
mately 162 million lats, a sum composed of gov-
ernment bonds, treasury bills and bank credit.
Internal debt derives largely from the need to ser-
vice the sizeable budget deficit. The Sixth Saeima
(Parliament) approved a state budget for 1996
that includes expenditures of approximately 460
million lats and a deficit of 59.39 million lats.
The 1996 state budget was based on the op-
timistic assumptions that GDP would increase by
2.5 to 3 percent and inflation would decline in
1996 to less than 20 percent a year. At the same
time, the government has set itself the goal of
accelerating privatization and structural reforms.
To achieve these goals, the supply of money in
circulation in the Latvian economy must not in-

Table 3.6

Inflation (Consumer Price Index) in the Baltic States

and Selected Countries in Eastern Europe
and the CIS, 1991-1995

(Annual Growth %)
Country 1991 1992 1993 1994 1995%
Belarus 93 1558 1994 1875 260
Bulgaria 339 79 64 122 50
Croatia 149 937 1150 -3 3
Czech Republic 52 13 18 10 10
Estonia 304 954 36 42 22
Hungary 32 22 21 21 28
LATVIA 262 958 35 - 26 23
Lithuania 345 1175 189 45 30
Moldova 162 2198 837 98 20
Poland 60 44 38 30 23
Romania 223 199 296 62 30
. Russia 144 2318 841 203 145
Slovakia 58 9 25 12 10
Slovenia 247 93 23 18 10
Ukraine 161 2000 10155 401 150
* forecast
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Table 3.7
Latvia’s External Debt Compared to GDP and Exports
(Millions of Lats)

Indicator 1993 1994 1995 1996% 1997* 1998%*
GDP
real prices 1467.0 1914.1  2360.7 .2599.6 2818.6 3107.2
External debt 138.2 188.5 216.4 339.9 326.9 323.5
External debt
service payments 6.3 15.3 15.3 38.0 68.7 43.4
Export :
of Goods 675.6 5534 688.4

*Ministry of Finance projections

crease by more than 25 to 30 percent. Assuming
that the budget deficit for 1996 will be approxi-
mately 60 million lats and that the government
will have to borrow an equivalent amount from
the Latvian banking system to finance the defi-
cit, only 12 to 15 percent of domestic credit will

be available for the private sector. Under such

conditions, the government’s projected economic
growth rate of three percent and intentions of
implementing structural reform will most prob-
ably not be possible.

External Debt

The limited size of Latvia’s total budget and
the lack of domestic credit resources has
prompted Latvia to seek external financing for a
variety of needs. In 1995, Latvia’s total external
debt approached 380 million lats. Projections
over the next few years suggest that external debt
will not exceed 14 percent of GDP, as agreed by
the government and the IMF (see Tables 3.7 and
3.8). Table 3.9 shows external debt as a percent-
age of GDP for the Baltic and Nordic countries.
Latvia’s current level of debt does not pose seri-
ous long-term difficulties. However, the compo-
sition of loan terms could lead to a concentration

¥
-

of capital payments in one or two years.

In accordance with an agreement with the
IMF, Latvia’s external and internal debt should
not exceed 18 percent of GDP. Two or three
years ago, during the rapid decline in production
and GDP, some international loans went towards
cushioning the fall. However, a portion of the loan
money (e.g. G-24 credits) was used to finance
projects of questionable economic rationale, and
some of the money was simply lost through poor
administration.

The Exchange Rate and

the Purchasing Power of the Lat

The exchange rate of Latvia’s currency, the
lat, has been the subject of heated debate in
Latvia. In order to properly evaluate development
levels in various countries, it is important to have
GDP figures which are calculated according to a
comparable method. Such a method involves cal-
culating purchasing power parities (PPP), which
indicate how much of the currency of a given
country would need to be spent to purchase an
identical amount of goods or services. Together
with Austria’s Central Statistical Office, the Eu-
ropean Union'’s statistical administration and the
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Organization for Economic Cooperation and De-
velopment (OECD), the Central Statistical Bu-
reau of Latvia conducted a joint study on purchas-
ing power parities for 1993. On the basis of this
information, the CSB has also recalculated fig-
ures for the main economic indices for 1994.
The results of the joint study show that the
lat has not been overvalued, as many have
claimed, but undervalued, and that this is the case
for the national currencies of all three Baltic
States — the Estonian kroon, Latvian lat and Li-
thuanian litas. The study found that the Lithu-
anian currency was undervalued by a factor of 5.9,
the Latvian currency by a factor of 4.4, and the
Estonian by a factor of 4.1. In 1994 the curren-
cies were still undervalued but the ratios were
slightly smaller as a result of inflation and other
factors: 4.3 times too low in Lithuania, 2.9 times
too low in Latvia, and about 3 times too low in
Estonia. , .
If Latvia’'s GDP is converted to Austrian schil-
lings using purchasing power parity, the result is
considerably higher than when the official ex-
change rate is used (see Table 3.10). Using pur-
chasing power parity, Latvia had a per capita GDP
of US$ 3063 in 1993. However, using the official
exchange rate, per capita GDP in 1993 was only
US$ 840. Using purchasing power parity,
Lithuania and Estonia both had a higher per capita
GDP in US dollars in 1993 than Latvia: US$ 3665
in Lithuania and US$ 3797 in Estonia. When the
official exchange rates are used, the correspond-

ing figures were considerably lower: US$ 685.5 in
Lithuania and US$ 1092 in Estonia.

In advanced industrial countries the official
currency exchange rate is usually very close to the.
purchasing power parity. In Latvia the two rates
are converging, as inflation is slowly eroding the
difference.

Privatization

Although some in Latvia believe that privati-
zation attained the appropriate pace in 1995, in-
ternational financial institutions have concluded
that privatization of large state enterprises in
Latvia is taking place slower than in Estonia or
Lithuania and that the process only really began
in Latvia in 1995. First of all, much time was ex-
pended in drafting new privatization legislation,
a process which drew to a close in spring 1994.
Only then did the Latvian Privatization Agency
(LPA), established to deal with all aspects of pri-
vatization, begin to take action. Each step in the
privatization process was worked out in minute
legal detail, which later led to large amounts of
time-consuming permits and other documents. In
1995 the privatization of one state enterprise re-
quired at least five months.

At the beginning of 1995, the Cabinet of Mi-
nisters adopted a Privatization Programme which
set the goal of privatizing approximately 75 per-
cent of all state-owned enterprises by the end of

Table 3.8

Latvia’s External Debt Compared to GDP and Exports (%)

Indicator 1993 1994
External debt

as % of GDP 9.4 9.8
External debt

service payments

as % of exports 0.9 2.8

* Ministry of Finance projections

1995 1996* 1997* 1998%*
9.2 13.1 11.6 10.4
23
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Table 3.9

External Debt in the Baltic and Nordic Countries
(As % of GDP)

Country 1992
Estonia 1.1
LATVIA 3.7
Lithuania 14.5
Denmark 353
Iceland 47.7
Norway 8.8
Finland 48.2
Sweden 36.1

*#*CSB corrected data

1996. The primary thrust has been towards at-
tracting direct investment, including foreign in-

vestment for enterprises, especially in industry. .

As stated earlier in this chapter, foreigners were
first offered the least successful enterprises,
which led to a decline in foreign interest in pur-
chasing Latvian enterprises and to a drop in di-
rect foreign investment. As in Estonia, there are
few cases of enterprises being privatized by em-
ployee and management buy-outs.

In the second half of 1995, the process of
turning over state enterprises for privatization
from the State Property Fund to the Latvian Pri-
vatization Agency was delayed. It appears that
many state enterprises have powerful lobbies
within Ministries and Parliament (see also Chap-
ter 5 on Participation and Strengthening
Civil Society).

Of Latvia’s approximately 2,000 state owned
enterprises, 275 state properties had been priva-
tized and 450 were still in the privatization pro-
cess by the end of 1995. In total, 37 million lats
were received for the 240 enterprises sold in
1995. The conditions of sale for most enterprises
privatized required the new owner to make in-
vestments over a specified period. Although the
total amount of investments required to be made
in privatized enterprises totals 18 million lats, the

1993 1994
8.0 7.5
9.4 9.8%
5.3 16.0
31.0 26.9
54.1 53.1
6.4 3.5
54.7 51.2
44.0 .

new owners of the enterprises are also required
to assume the debts of these enterprises — a to-
tal sum of 13 million lats. Clearly, the net required
investments (5 million lats) are insufficient to

" ensure efficiency and rapid growth for these en-

terprises. The assumption of enterprise debt also
restricts the amount of voluntary investment a
new owner may put into an enterprise.

Another important condition of sale in most
privatized enterprises is the retention of employ-
ees for a certain period of time after privatization.
In 1995 a total of 13,500 jobs were maintained
in over 230 privatized enterprises. Such condi-

- tions pose difficulties for the new owners in terms

of restructuring enterprises in the interests of ef-
ficiency and productivity, and may even serve as
deterrents to foreign investment.

Cooperation between the Latvian Privatiza-
tion Agency and the State Property Fund (SPF)
throughout the privatization process has been in-
adequate. The State Property Fund was created
to manage state property and enterprises until
such time that they could be handed over to the
LPA and privatized. While supervision by the State
Property Fund improved in 1995, the poor per-
formance of state enterprises continued to be
problematic, the SPF continued to incur debt and
the government decided in April 1996 to liquidate
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Table 3.10

Results of the Survey of 1993 Purchasing Power Parity
(National Currency Against the Austrian Schilling)

Country " Official Exchange Rate Purchasing Power Parity
Austria 1.000 1.000
Sweden 0.670 0.712
Finland 0.492 0.439
Norway 0.610 0.643
Poland 1560.230 624.681
Czech Republic 2.506 0.757
Hungary 7.907 4.150
Russia 76.435 16.468
Romania 68.240 17.203
Belarus 210.870 14.284
Bulgaria 2.382 0.608
Croatia 306.393 168.115
Slovakia "2.646 0.798
Slovenia 9.726 5.641
Ukraine 417.660 62.994
Moldova 0.143 0.017
Estonia 1.136 0.278
LATVIA 0.058 0.013
Lithuania 0.344 0.059

the SPF and establish a new State Real Estate
Agency to oversee and manage state property.
There were, however, some definite positive
signs in 1995. The government began the process
of privatizing large, strategically significant en-
terprises. This was done cautiously, at first offer-
ing a small part of company shares for priva-
tization to foreign investors. In the first round of
privatization of one of Latvia's largest state joint-
stock companies, Latvijas gdze (Latvia Gas), 32.5
percent of all shares were offered to strategic for-
eign investors. After evaluation of the first stage,
the next stage of privatization will be started.

Foreign Investment

Due to high interest rates and the lack of do-
mestic savings, the speed and success of priva-
tization in Latvia is closely linked to foreign in-

vestment. The response from foreign investors has
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not been as enthusiastic as initially anticipated.

According to the Latvian Privatization
Agency, the rate of direct foreign investment in
Latvia decreased last year. The Central Statisti-
cal Bureau of Latvia has calculated that by Sep-
tember 1995, direct foreign investment in Latvia
totaled 260 million lats. The increase in 9 months
was only 88 million lats, although there had been
hopes of a much greater increase. Many foreign
investors lost interest in Latvia in 1995 as a re-
sult of the bank and financial crisis, especially
after the insolvency and bankruptcy of Banka
Baltija.

Foreign Trade

Another measure of Latvia’s economic vital-
ity is its trade performance. Foreign trade turn-
over in 1995 increased to 1.6 billion lats (FOB
prices). However, in 1995 the balance of foreign
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trade remained negative, just as in 1994. Imports

exceeded exports by approximately 235 million
lats in 1995 or by 34 percent (exports totaled 688
million lats; imports 923 million lats). This im-
port-export balance reflects the increase of trade
between Latvia and Western European countries.
Imports from these countries exceeded exports
by 44 percent. In 1994, exports to Russia and the
rest of the Commonwealth of Independent States
surpassed imports by 25 million lats, but in 1995,
the trade balance with the East remained close
to zero. Current trends in foreign trade suggest
that imports will continue to surpass exports.
While the trade deficit in 1995 totaled 235 mil
lion lats, predictions for 1996 are for a larger defi-
cit of 280 to 290 million lats or more.

The level of foreign trade turnover does not
affect overall economic growth as much as does
the composition of that trade. As Latvia is poor
in natural resources, its economy depends on im-
porting raw materials to produce finished or half-
finished goods. If imports consist mostly of new
equipment and technology, that is a positive sign,
because the purchasing of such goods indicates
reconstruction in the manufacturing sector. Mod-
ernization of equipment could lead to efficiency

Chapter 3

and productivity gains and thus increase Latvia’s
competitiveness in international markets. As pro-
duction increases, GDP would also grow, and
more resources could be devoted to the social sec-
tor. Therefore, a negative foreign trade balance
might be seen as justifiable if imports of consumer
goods decline and those of machinery, equipment
and new technology increase and some imports
are replaced by local production (for example,
food products, household items, clothing).

The Shadow Economy

The shadow economy, defined as unregu-
lated or illegal economic activity, plays a signifi-
cant role in transition economies. The legislative
and administrative disorder associated with tran-
sition leaves many opportunities for economic
activity to go unchecked by the authorities. On
one hand, such “activity” allows many to survive
the harsh realities of transition (e.g. the unem-
ployed factory worker performing auto repair ser-
vices for cash). Usually, though, the shadow
economy refers to tax evasion and trade in
contraband.

Table 3.11

Shadow Economy as Share of GDP (%)

Country Shadow economy Shadow economy
included in GDP not included in

calculations - GDP calculations
Poland 6 10
Czech Republic 5-7.5 5-7.5
Hungary 12 18
Russia 19.2 no data available
Romania _ 9 no data available
Bulgaria 16.8 <10
Slovakia 10.8 3
Slovenia 95\ 7-11
Moldova 5.8 no data available
Estonia 2 no data available
LATVIA 14 no data available
Lithuania 14 no data available
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Until recently, experts estimated that the
shadow economy in Latvia accounted for about
30 percent of the economy as a whole. With the
financial support of the European Union’s statis-
tical research organization EUROSTAT and the
United Nations Economic Commission for Eu-
rope (ECE), the Central Statistical Bureau of
Latvia (CSB) recently completed a thorough
study which indicates that this estimate is inflated
and that the shadow economy accounts for ap-
proximately 14 percent of GDP (see Table 3.11).
The CSB has already included such a value in
calculations for the GDP for 1994. The size of
the shadow economy still unaccounted for by stat-
isticians, however, remains an open question.

A large amount of contraband still comes
into Latvia, thereby depriving state coffers of sig-
nificant sums in custom duties. The Ministry of
Agriculture has estimated that during the first half
of 1995 as many as 82 million eggs were illegally
brought into Latvia, while the official total re-
ported was only 1.4 million eggs imported. Esti-
mates on the amount of contraband sugar ap-
proach 18,000 tonnes, while 600 tonnes were im-
ported legally. Estimated contraband of meat
products during the first half of 1995 was ap-
proximately 14,000 tonnes with 2000 tonnes im-
ported legally. Illegal imports of milk products
(recalculating the import of milk products to
milk) totaled 30 thousand tonnes, with only 2,500
tonnes of milk products declared as being im-
ported officially.

The shadow economy in general and contra-
band in particular are issues that urgently need
to be addressed. Progress in this realm is possible
only if government agencies, mainly the police,
customs, the State Revenue Service and the
courts properly fulfill their duties. Not only do
such levels of contraband serve as a disincentive
to foreign investment, they have negative conse-
quences on human development. As outlined
above, such contraband and smuggling activity
impacts negatively on revenue collected, thereby
also affecting contributions to the social insur-
ance fund. One example of this is how the low
level of income received by the fund by early April
1996 has forced a planned increase in pensions
to be postponed for two to three months.
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Overall Living Standards

A rapid decline in living standards is com-
mon to all transition economies as state-imposed
price controls are lifted and inflation soars. In
short, a high inflation rate has a negative effect
on living standards because of the resultant de-
cline in relative domestic purchasing power. As
real income falls, one must expend proportion-
ately more money on essentials, leaving no funds
for the purchase of consumer durables, not to
mention savings. This was especially true in 1995,
as inflation was closely linked to price increases
for household services, heat, telecommunications
and transportation.

Since the summer of 1993 wages have in-
creased faster than the rate of inflation (see Fig-
ure 3.1). The increase in the average wage index
at the end of the year is due to the payment of
annual bonuses. Cyclical fluctuations of this type
are characteristic not only of Latvia, but of other
countries as well. In order to exclude seasonal
fluctuations, average indicators (for prices,
wages, pensions) have been used. The average
price level increased by 23 percent in 1995. At
the same time the average wage in state and bud-
get financed institutions increased from 77 lats
to 98 lats per month, i.e. by 27 percent. At the
same time, the average pension increased from
almost 25 lats to slightly more than 30 lats, i.e.
by 22 percent. This means that in 1995 the stan-
dard of living rose only for the employed and only
slightly, approximately 4 percent, and for pen-
sioners it decreased by 1 percent. Given Latvia’s
demographic structure, the decrease struck a sig-
nificant portion of the population.

While inflation has the most direct effect on
living standards, there are other factors which
indirectly affect people’s livelihood. Many people
have simply been unable to adapt to work and life
in the transition to a new economic system based
on private property and individual initiative. A
lack of personal responsibility, including respon-
sibility for one’s dependents, has contributed to
the number of people who do not appear on offi-
cial records. One example is unregistered chil-
dren, whose parents do not receive the child ben-
efit to which they are entitled. That the children
go unregistered partially indicates that the par-
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Box 3.1
The Minimum Wage in Latvia

'[n February 1996, the government decided to increase the minimum wage from 28

lats to 38 lats per month starting 1 April 1996, even though the requisite 24.6 million
lats were not set aside in the 1996 state budget. This is the first time that the minimum
wage in Latvia has been raised since 1 October 1994. _

An increase in the minimum wage has both positive and negative aspects. The mini-
mum monthly wage must be in line with other economic indices, such as average eco-
nomic costs and average earnings; otherwise, a rise in the minimum wage may lack eco-
‘nomic justification, and low-skilled labour could end up being overvalued. In Latvia, how-
ever, not increasing the minimum wage has effectively left low-skilled labour underval-
ued, allowing entrepreneurs to keep costs artificially low (especially where wages make
up a large part of costs) and thus, to keep prices down. Many enterprises which have not
been restructured pay the minimum wage to a large part of their employees, and a rapid
increase in the minimum wage could lead to many bankruptcies. What effect the increase
in the minimum wage from 28 lats to 38 lats will have on these enterprises - and espe-
cially on their employees who might face unemployment - is still unclear.

From the employees’ perspective, however, no adjustment of the minimum wage for
more than a year has directly affected the living standards of many low-income workers
for whom meeting basic subsistence needs has become painfully more difficult in an in-
flationary economy. In addition, not increasing the minimum wage also negatively im-
pacts on the state budget. In many businesses, employees receive the minimum wage offi-
cially and the rest of their pay, which is not reported, in an envelope. Thus, according to
data from the Central Statistical Bureau of Latvia, employees in private enterprises re-
ceive less than those working in state enterprises. The reason for this paradox is that
private enterprises do indeed pay more, but report less. Consequently, large sums of rev-
enue bypass state coffers and the budget suffers, as do those often hit by declining social
expenditures: pensioners and other vulnerable groups, as well as the entire social sector.

ents are not aware of their rights and opportuni-
ties that may allow an improvement in living stan-
dards. As a step towards addressing this particu-
lar problem Riga City Council recently decided
to establish a centre for the protection of
children’s rights. The centre’s main task is to be
the registration of vulnerable children.

The lack of accumulated savings from before

the restoration of independence and the large"

share of pensioners (approximately 25 percent of
the population) in Latvia are objective difficul-
ties hindering human development, because a
large part of GDP must be redistributed to pen-
sioners through the social budget. The only way
to reduce the proportion of pensioners to the
employed in the near term is to raise the retire-
ment age.

In order to gain a more complete picture of
living standards, the Central Statistical Bureau
(CSB) of Latvia conducts regular household sur-
veys. In 1994 the average income of households
surveyed was less than the official crisis subsis-
tence minimum (see Figure 3.2). According to
data from the first half of 1995, living standards
have risen, but only a little. Curiously, according
to official statistics, the average wage of employ-
ees in state and municipal enterprises is higher
than the average wage in the economy as a whole.

Average monetary incomes in the first half
of 1995 compared to the first half of 1994 in-
creased by 31 percent. Taking into account in-
flation, household purchasing power increased by
approximately 8 percent. As a result the struc-
ture of household consumption evidences small,
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but positive changes. The proportion of expen-
ditures has slightly decreased for groceries and
services and increased for non-food items.

The general picture which emerges allows for
a projection of slightly increased economic activ-
ity, which will gradually manifest itself in an in-
creased rate of GDP growth reaching 5 percent
by the year 2000. Presuming that annual infla-
tion will not exceed 15 to 18 percent, real income
per household member could increase by 3 to 4
percent in 1996.

According to the results of a survey con-
ducted by the CSB in the second quarter of 1995,
59.8 percent of all households barely managed
to balance their household budget (58.9 percent
in the second quarter of 1994), 15.3 percent of
households are in debt (12.6 percent for 1994)
and only 10.9 percent claimed that they lived
without worry (12.2 percent for 1994). Many
professions have wages that leave people strug-

Inflation and the Average Wage Index, 1993-1995

%
300

gling to make ends meet (see Box 3.1). The low-
est wages for various state and municipal jobs in
the third quarter of 1995 were in the sectors of
art and sports (Ls 65.90), health and social care
(Ls 69.96), and education (Ls 70.50). The low-
est wages in the whole economy (including the
private sector) in the third quarter of 1995 were
in hotel and catering services (Ls 64.52), art and
sports (Ls 65.78), wholesale and retail, automo-
bile and motorcycle, personal property and
household item repair work (Ls 67.90). The best
paid jobs were in the sectors of water and air
transportation and finance.

Since April 1992, the CSB has regularly cal-
culated the subsistence minimum. The Ministry
of Welfare produces alternative calculations —
the crisis subsistence minimum, which includes
a smaller basket of goods and services (exclud-
ing household durables). Trends for both subsis-
tence minimums can be seen in Figure 3.2. Al-
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Figure 3.2

Incomes, Pensions, and the
Subsistence Minimum, 1993-1995
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ternative calculations for the subsistence mini-
mum are also produced by the Association of Free
Trade Unions, which calculated the crisis subsis-
tence minimum in February 1995 to be Ls 54.44,
The subsistence minimum for an individual was
calculated to be Ls 88.84, for a working person
— Ls 93.72, and for a pensioner — Ls 71. Ac-
cording to the Unions, an individual requires an
average of 31 lats a month to buy food, 17 lats
for non-food items, and approximately 40 lats for
utilities.

Policy Responses

Continued Economic Reform

As indicated at the outset, despite the bank-
ing crisis and the attendant financial crisis, Latvia
has made significant economic progress since the
restoration of independence. This is due largely
to continued economic reforms and fiscal and

monetary discipline. In broad terms, by continu-
ing this reform, inflation should fall and growth
should increase.

In order to address the disturbing economic
trends of 1995 described above — the banking
crisis and subsequent loss of confidence, the ris-
ing budget deficit, slow privatization — Latvia has
embarked on additional policy reforms.

In an effort to re-establish order within the
banking system, the Bank of Latvia has made ef-
forts to tighten its regulation of banks, interven-
ing at earlier stages when problems do occur. A
direct result of the stern measures has been a re-
duction in the number of banks overall, and a lim-
iting of the number of banks allowed to accept
individual deposits. At the beginning of 1995,
there were 55 commercial banks in Latvia. By
mid-April 1996 there were only some 35 left, of
which only 12 are permitted to accept individual
deposits. By 1 April 1996, all commercial banks
were to have accrued a minimum equity capital
of one million lats. Four banks failed to meet this
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requirement and their activities were subse-
quently suspended by the Bank of Latvia.
Having weathered the storm of the 1995
banking crisis, the government'’s top economic
policy priority has become reducing the size of
the budget deficit. As noted earlier, the 1996 state
budget anticipates reducing the growth of the
budget deficit, which stood at 92 million lats in
1995, to approximately 59 million lats in 1996.
While discussions regarding the 1997 budget

have only begun, the government’s aim is to work’

out a realistic plan to balance the budget by the
end of 1997. To approve a balanced budget, how-
ever, is only half the battle. The true challenge
lies in achieving a balanced budget.

Clearly, revenue collection must improve in
order to achieve any sustainable deficit reduction
at all. In addition, in January 1996 the IMF sug-
gested that another potential measure to reduce
the budget deficit would be increasing the excise
tax from four to ten santimes per litre of gaso-
line and from two to six santimes per litre of die-
sel fuel. Such a bill is currently being considered
by Parliament. Admittedly, an increase in the
excise tax could have a number of negative con-
sequences, such as inflation, further tax evasion
and even greater socio-economic inequality. Al-
though the excise tax on gasoline and diesel fuel
in Latvia is significantly lower than in European
Union countries, several political forces have
opposed the increase, arguing that tax collection
should be improved first.

The government hopes to free privatization
from the stranglehold of bureaucracy and accel-
erate the pace of privatization and foreign invest-
ment in 1996. The government took a critical step
to that end in early April 1996, passing amend-
ments to the Law on Foreign Investors which will
eliminate discriminatory regulations against for-
eign investors and put them on an equal footing
with local investors. An acceleration of privati-
zation will invariably result in increased unem-
ployment, assuming employee retention require-
ments are relaxed. However, given the antici-
pated positive impact on growth and investment
of rapid and successful future privatization, the
need to move forward with the privatization pro-
cess is undeniable. The ability to allocate in-
creased budgetary resources to human develop-
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ment priorities such as investment in health care
and education reform is dependent on economic
growth which accelerated privatization should
help to stimulate.

Social Welfare Reform

In 1995, government policy in the realm of
social assistance and poverty reduction consisted
of social payments in the form of pensions, wel-
fare support, one-time targeted municipal social
assistance, and various services. However, the
budget deficit, as well as internal and external
debt may negatively impact the state’s ability to
ensure social payments in the near future. At
present approximately 28 percent of GDP is re-
distributed through the social security system
(excluding indirect support, such as support for
the impoverished and housing allowances). As in
other Central and East European countries,
approximately 50 percent of all social payments
from the national government and municipalities
in Latvia are paid in pensions, 18 percent in
health care and 13 percent in social assistance.
The latter figure reflects the acute problem that
pensions and unemployment benefits are meagre
and are supplemented through assistance
payments.

In 1995, funding allotted to social security
totaled 8.4 million lats and municipalities paid out
over 12 million lats in social support to approxi-
mately 625,000 persons. With the adoption of
comprehensive social security legislation in 1995,
the Parliament and government made the cre-
ation of a financially strong and independent so-
cial security system a high priority. The aim is to
reorganize the social protection and health care
sectors and include them in a unified system, to
involve non-governmental organizations in solv-
ing social problems, and to strengthen coopera-
tion between local authorities, local employers,
employment services and others involved in so-
cial work. .

The package of social welfare legislation
passed in 1995 includes seven laws on:

¢ Social Security;
¢ The Social Tax;
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Box 3.2
Pension Reform in Latvia

Number of pensioners in Latvia in 1996: 654,000
Pensioners as a percentage of the total population: 25%
Dependency ratio of pensioners to taxpayers: 87%

Following the collapse of the Soviet system, currency reform, inflation and other
changes during the transition wiped out any savings that individuals may have held in
local currency and destroyed the pension funds of the state. As a result, pensions, and
thus, the survival of pensioners, are completely dependent on payments made by taxpay-
ers. As can be seen from the dependency ratio, this translates into virtually each taxpayer
supporting one pensioner.

In an attempt to ameliorate the situation, Latvia undertook a far-reaching pension
reform in 1995. The reform will gradually replace the “pay as you go” system with a new
three-tier system:

. The first tier will provide modest state pensions, the level of which would be par-
tially determined by contributions, but will include a minimum government-pro-
vided pension.

. The second tier will be a fully funded mandatory contribution scheme.

« The third tier will consist of voluntary private pension arrangements for those
who wish and are able to afford a higher level of old-age and disability protection.

The first tier has already been introduced and all social tax payments made by em-
ployers are credited to individual accounts, where interest is accrued in line with the av-
erage growth of wages. Upon retirement, annual pensions will be paid according to the
accumulated balance divided by the average post-retirement life-expectancy. Benefits will
be indexed in line with price growth. The second tier is not expected before 1998, as
capital markets are not yet sufficiently developed for investment of the funds.

Additionally, the minimum pension age for women will be raised from 55 to 56 in
1996 and by half a year in each calendar year until it reaches 60. This will have a benefi-
cial effect, as the rate of growth of the numbers of pensioners slows and both income and
social taxes continue to be paid.

Pension reform is the guarantee of protection from want in old age, which is an es-
sential component of human security. While investing in the future, it is critical to en-
sure the basic needs of today’s pensioners, which can only be done by increasing eco-
nomic growth, improving tax collection, and allocating the requisite funds for pensions.

* State Pensions; opment of the social security system is being

* Mandatory Social Insurance for planned within the parameters of the current so-
Unemployment; cial tax rate (38 percent).

* Insurance For Work-Related Accidents and The Law on the Social Tax passed in 1995

Illnesses; and amended in 1996 provides for a gradual in-

® Illness and Maternity Support; crease of the employee’s portion of the social tax

* Social Assistance. payment and a reduction in the employer’s por-

tion. While employers currently pay 37 percent
Since January 1995, the social insurance of the social tax and employees one percent, by
budget has had special budget status. The devel- 1 July 1996 these payments will change to 33
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percent for employers and five percent for em-
ployees, respectively.

The social tax rate will gradually be reduced
starting in 1997. However, the employee’s con-
tribution will increase to 15 percent by 2001, and
the employer will then pay 18 percent of the so-
cial tax. The Sixth Saeima amended the law so
that for persons working in agriculture, 22 per-
cent of the social tax rate will be paid by the em-
ployer, five percent by the employee and 15 per-
cent by the state budget as of 1 January 1996.
Until now farmers paid the same social tax as oth-
ers — 37 percent was paid by-the employer and
one percent by the employee. Farmers who are
employers will pay 18 percent of the social tax
rate as of 1 July 1996, the employee will pay five
percent and 15 percent will be paid by the state
budget.

The largest proportion of the social insurance
budget goes towards pension payments, which
constitute 86.4 percent of social budget expen-
ditures. At present, the working population pro-
vides for pension payments. The new Law on
State Pensions which went into force in January
1996 provides for mandatory individual social
insurance payments. The size of old age pensions
will depend on the social insurance payments
made during a person’s working life (see Box 3.2).

As noted, budgetary constraints have not
permitted increasing pensions to where they
should be, but increases have taken place twice
between 15 September 1994 and 1 August 1995.
As a result of adjustments, the average pension
increased over this period by Ls 5.50 or 20.3 per-
cent. As a result of pension indexation, the dif-
ference between the minimum and maximum
pension at the beginning of 1995 was Ls 9.24.
After the 38 year working time requirement was
rescinded for calculating pensions, the difference
between the minimum and maximum pension
was Ls 12 as of July 1995.

In 1995, jobs were found for 19,000 unem-
ployed with the help of the State Employment
Service (see Latvia Human Development Re-
port 1995). The second most important active
employment policy measure is raising one’s pro-
fessional skills or acquiring a new profession.
Training and retraining the unemployed is one of

-the most effective ways to combat unemploy-
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ment, improve job security and meet the eco-
nomic demand for a skilled work force. In 1995
6,300 unemployed persons were sent to training
or re-training programmes. Of the persons who
completed the training (5,000), 1700 have been
placed in new jobs. The expansion of training pro-
grammes is hindered by the lack of a strategic
programme for regional economic development.

" Unemployment support has been extended
from 6 months to a maximum of 9 months and
the amount of support has also been increased,
depending on average earnings for the past 6
months and the time period one has worked. The
new social insurance law for unemployment pro-
vides for a higher level of compensation in com-
parison to the previous law, under which com-
pensation was 90 percent of the minimum wage.
Those participating in professional training or re-
training courses and public works projects also
receive support. Unemployment support was re-
ceived by 27,000 persons or 32 percent of all
unemployed in November 1995. The average sup-
port payment was 22.55 lats.

As a result of the financial crisis in 1995, the
government was forced to make unpopular deci-
sions, such as forcing patients to pay part of ba-
sic health care service payments, which signifi-
cantly affected the availability of health care for
poorer residents. As a result, the number of
people treated in outpatient clinics fell drastically
and the need for complex, specialized care for
untreated ailments increased along with the need
for urgent medical assistance. The operation of
an effective and accessible health care system is
crucial for the improvement of living standards
and, as noted, for facilitating human develop-
ment. During the pre-election period for the Sixth
Saeima, most political parties claimed that intro-
ducing health insurance was an important objec-
tive. Currently, the Ministry of Welfare is prepar-
ing a plan for obligatory state insurance. The fi-
nancing arrangements will be crucial to the suc-
cess of health care reform, as will improving the
administrative structure and training of qualified
specialists. Though the fruits of social welfare
reform will not be felt in the near future, the com-
prehensive reform effort undertaken has laid the
foundation for an improvement in living stan-
dards in the longer term.
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Recommendations for
Facilitating Growth and Pro-
moting Human Development

. The common root of many of Latvia’s most
pressing economic problems is the role of the
state in the economy and the effectiveness with
which it fulfills that role. While the proportion of
the economy in private hands has increased, the
state retains ownership of a large share of the
economy, the maintenance of which requires the
financial and human resources of the government.

The state has become a financial intermedi-
ary between banks and other investors, borrow-
ing money at high interest rates and dispensing
it to state enterprises, in essence providing them
with enormous subsidies which effectively serve
as a disincentive for restructuring. The subsidies
appear to do little economic good, as debts of
these state enterprises continue to increase.

. Complex tax legislation and poor tax administra-

tion have exacerbated the problem. In an attempt
to cut costs, many state and private enterprises
simply refuse to pay taxes. Social tax debts alone
at the beginning of 1996 totaled more than 90
million lats and the main debtors were state en-
terprises. Thus, the state ends up using its already
limited resources to subsidize production which,
in turn, generates little or no taxable income.

One obvious solution to the asset manage-
ment problem is to reduce the amount of assets
the government must manage with its own re-
sources. Yet the state has so far been unable to
create the conditions necessary for a swift privati-
zation of state assets. The government drains
domestic credit resources to finance the deficit;
making credit too expensive for domestic inves-
tors and thus inhibiting business development.
For a variety of reasons, foreign investors have
shown relatively little interest in Latvian enter-
prises and so keep badly needed investment capi-
tal from flowing into the country.

The key to improving the situation would
appear to be to find the most effective means to
focus the state’s role in the management of the
country’s economic resources in areas where it

.is absolutely necessary, while at the same time

enhancing the government’s ability to perform

Chapter 3

those functions for which it has a clear obligation,
such as revenue collection and provision of so-
cial assistance.

Short-term solutions for the aforementioned
problems involve restructuring the financial sys-
tem. In order to increase the amount of resources
which can be dedicated to productive economic
activity, annual revenues and expenditures must
be balanced and a budget deficit greater than 2
to 3 percent of GDP (in current prices) is ill-ad-
vised. While deficit reduction targets have been
met in the first quarter of 1996, the internal debt
to service the budget deficit continues to grow.

A deficit should be permitted only for fund-
ing a limited number of long-term projects within
the state investment programme and for those
critical human development priorities that most
broadly impact on social welfare and improve
social inequalities. A core condition for the
former is that these projects must earn or create
the basis for earning a profit, while the latter form
of investment in human development priorities
should be done only in combination with a ratio-
nalization of public expenditures in these areas.

Changes must be implemented gradually, as
macroeconomic stability could be compromised
by rapid changes in the structure of financing the
budget deficit (the government would need to
convert large sums of foreign currency to lats,
thereby increasing demand for the lat and per-
haps facilitating a revaluation of the lat exchange
rate).

The structure of financing the budget defi-
cit must gradually change through loans on the
international financial market. Domestic bank
credit resources spent for investment will be freed
and encourage a further decrease in interest rates.
In the 1996 state budget law, the government
projected economic growth of 2 to 3 percent and
inflation of 17 to 18 percent. However, the
planned state budget deficit prevents the attain-
ment of these goals. Only 2 percent of total bud-
get expenditures has been planned for invest-
ment. Thus, any growth will have to come from
the private sector. If the budget deficit is very
large, it will choke the private sector by pushing
up interest rates. According to IMF calculations,
slight growth in the private sector would be pos-
sible if the budget deficit were not the 59.39 mil-
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lion lats as stated in the law, but 40 million lats.
If the budget deficit were smaller, the expense
of servicing government debt would decline, as
would the amount of principal to be repaid.

From a human development perspective,
improved revenue collection remains a top
public priority in order to generate the re-
sources required for the implementation of so-
cial welfare reform and addressing other human
development priorities.
 The banking crisis has intensified the debate
over whether the government should insure in-
dividual deposits. Some observers doubt the wis-
dom of government insured deposits, arguing in-
stead that appropriately regulated private com-
panies could fulfill this function. Such a proposal
would certainly increase the responsibility of de-
positors. However, insurance companies are cur-
rently not in a position to insure individual de-
posits because the basic capital of banks is much
larger than that of insurance companies. A gov-
ernment deposit insurance scheme, on the other
hand, could have an additional benefit aside from
providing basic security for individual depositors.
By insuring individual deposits (and having the
financial means to fulfill its promise), the govern-
ment would be declaring its accountability to the
public for proper and sufficient regulation of the
banking system. This, in turn, could enhance pub-
lic trust in government and contribute to bridg-
ing the deep divide between the public and pri-
vate spheres of society described in Chapter 2.

Stricter control is needed to limit cash trans-
actions, requiring greater reliance on credit in-
stitutions (the banking system). As the popu-
lation’s trust in the banking system grows, wages
could be paid through the banking system,
thereby encouraging precise records of income
and tax payments. A table of price and tariff
changes needs to be prepared for government and
municipal control purposes to prevent rapid price
or tariff changes from promoting inflation. Tax
administration must be streamlined and unified
to improve records of taxpayers and oversight of
payments. At the same time, the law should pro-
vide for larger penalties against tax evasion.

In the longer term, it is necessary to carry
out the privatization of large enterprises simul-
taneously with a restructuring of the financial
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system, to speed up the emergence of the real
estate market and to promote transit business
development as one of the most realistic spheres
for economic development over the next two to
three years. At the same time, legislative amend-
ments are necessary to attract direct foreign in-
vestment and to eliminate bureaucratic proce-
dures for foreign companies wishing to purchase
not only buildings, but the land beneath them as
well. Efforts should be made to increase the num-
ber of countries with which Latvia has signed
agreements for the protection and promotion of
bilateral investments. Discriminatory visa regu-
lations allowing féréigners to remain in Latvia for
only three months in a year should be lifted.

Legislative changes are necessary to create
the opportunity for enterprises to sell debts on
the financial market, capitalize them, and write
them off under specific conditions (for instance,
immediate privatization). Laws governing insol-
vency and bankruptcy must be amended to pro-
vide for mandatory announcement of insolvency
if an enterprise fails to fulfill its obligations. An-
nouncing insolvency of an enterprise is a mecha-
nism to ensure business restructuring. Initially,
provisions could be made to apply this step if an
enterprise has not fulfilled its obligations for a
year, for example. Later, this time period could
be gradually reduced. A legislative provision is
necessary imposing criminal liability on manage-
ment if an enterprise fails to announce insolvency
when it should.

Regional development and employment
programmes need to be developed immediately,
with provisions for attracting investment and
cheap loans to promote business. Consideration
needs to be given to amending the state invest-
ment programme to include a special sub-
programme “Investment in Latgale,” focusing on
the development of infrastructure in that region.
More complex mechanisms for addressing re-
gional inequalities should also be assessed, such
as tax benefits in Latgale or so-called tax regi-
onalization (see also Chapter 2 on Human De-
velopment During the Transition — The
Latvian Context).

While the current size of Latvia’s external
debt poses no serious problem, any future exter-
nal borrowing in the near term should be only
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for investments intended to jump-start develop-
ment. Funds should be allocated within state in-
vestment programmes for the development of the
social infrastructure. Improved roads, railways
etc. could be the basis for business development
and higher living standards in the future. State
investments should also be used to promote cost-
effective reform in the health care and education
systems.

An effective, rational and client-oriented so-
cial security network must be established which
can provide any population group the opportu-
nity to benefit from all measures of social pro-
tection. The scope of insurance systems must be
expanded by increasing the role of voluntary in-
surance (pension, health) in providing risk pro-
tection for society as a whole. The creation of
non-state (private or municipal) pension funds
could increase the range of services available to
the population and the funds amassed could be
invested in economic development. From the
very beginning, however, strict government
regulatory oversight of private pension funds is
necessary. Current procedures for granting fam-
ily support should be reviewed so that support
is granted only to those families with lower than
average incomes.

Legislation defines the status of a needy per-
son as one whose monthly income does not ex-
ceed 75 percent of the crisis subsistence mini-
mum. However, employing this definition, most
pensioners are not considered “needy,” though it
is clear that pension levels are insufficient to pay
for the most basic needs. Therefore it is neces-
sary to re-examine the methods used to calculate
the crisis subsistence minimum in order to bet-
ter estimate the number of people who truly
should be considered needy. Similarly, consider-
ation should be given to differentiation of pen-
sions and other social payments to account for
significant variations in costs of living between
urban and rural areas.

A new method of evaluating household bud-
gets is needed to objectively determine the need
for certain social guarantees and to use state and
municipal funds more efficiently. The current
economic situation does not allow the state to
increase social payments, therefore available op-
tions include differentiating payments based on
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the cost of living in specific cities or regions and
setting priorities with special attention to child
support and stipends.

Gaps and deficiencies in current social se-
curity legislation should be eliminated and the
social tax collection mechanism must be refined.
As in the economic realm, Latvian social secu-
rity legislation must be adjusted to comply with
European Union legislation and standards as
quickly as possible, thereby promoting success-
ful integration into the EU,

There is a need to begin formulating a na-
tional poverty reduction strategy. Before this
strategy can be developed, base-line data must
be collected for an accurate assessment of the
nature and degree of poverty in Latvia. Such data
is expected soon in the form of the first reoriented
household budget survey conducted by the CSB.
The strategy developed thereupon must include
a number of measures, of which the simplest is
ensuring social payments. However, for the strat-
egy to be truly successful it must reach people
whose fate lies beyond the successful implemen-
tation of social welfare reforms. In the longer
term, the basis for poverty reduction is economic
growth, employment and education.

As a recent UNICEF Innocenti study stated,
the availability of considerable human resources
throughout the region is one of the factors which
could raise many people out of poverty in the
coming years. Clearly, then, the level of educa-
tion, especially economic education, will strongly
influence the future of the Latvian economy and
the welfare of the people. This confirms the need
for a more detailed analysis of education reform,
to which the Report now turns.

o
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Education Reform

Introduction

Education creates the capacity for people to
live a complete and productive life. If people are
educated, they can earn the resources necessary
for a decent standard of living and participate
more fully in the development process — initiat-
ing, planning, leading and implementing reforms.
The education system can not only create the
opportunity for enhanced human development at
the individual level, it can also promote broader
social integration by instilling a common set of
values among diverse groups in society.

As Latvia has had high levels of educational
attainment since the end of the nineteenth cen-
tury, the public has viewed education as one of
the most significant indicators of social progress.
Moreover, Latvia’s limited endowment of natu-
ral and energy resources suggest that the
country’s future international competitiveness
will depend heavily on a highly educated and pro-
fessionally qualified work force. Given the eth-
nic and linguistic diversity of Latvia’s population,
the role of the education system as a vehicle for
integration is particularly important.

The challenge faced by reformers in the
realm of education, as in other areas, is promot-
ing change through enhanced participation rather
than increased state intervention. This challenge
is all the more daunting insofar as budgetary re-
sources are limited and measures that would in-
crease efficiency entail difficult trade-offs. But
significant progress has been made since the res-
toration of independence, and future reforms can
build on existing efforts and innovations. To
gauge the nature of the task still ahead, it is nec-
essary to examine the inheritance of Soviet rule
and recent changes in the education system.

What sort of education system did Latvia
inherit from Soviet rule? The education system
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of the Latvian Soviet Socialist Republic was an
integral part of the unified Soviet system centrally
controlled by Moscow. However, the particulars
of this system were shaped and implemented in
Latvia. There was and remains high attainment
in fields such as mathematics, chemistry, and
computer science. At the same time, subjects
such as history, social studies and foreign lan-
guages were extremely politicized. Courses such
as the history of the Communist Party, Marxist-
Leninist philosophy, Marxist political economy,
and scientific communism were mandatory in
institutions of higher education. Teaching meth-
ods were also centrally mandated — all school
teachers had to teach according to a prescribed
syllabus and each subject had one officially ap-
proved textbook. Such an approach was taken
throughout the system, even in institutions of
higher education, where the curricula were pre-
pared and approved in Moscow.

Many changes have occurred in the Latvian
education system since 1989. Yet, these changes
do not constitute “reform,” if “reform” is under-
stood to be a goal-oriented, joint effort on the part
of educators and the population to reach new,
commonly understood and accepted objectives.
First of all, the changes which have taken place
have been dictated by the intuition and common
sense of individual education administrators, not
a goal-oriented national programme. As a conse-
quence, good intentions have not produced the
intended results.

Secondly, inadequate attention has been
devoted to the development of a reform program-
me: systematic work in preparing education reform
guidelines was begun only in 1993. Delays have
been caused by the fast pace of political and econo-
mic changes and the inadequate professional quali-
fications of education administrators and special-
ists (not just instructors in education institutions).
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Thirdly, the original formulations of the ob-
jectives of change were purely declarative, and
have thus lost some of their meaning today. The
significance of education reform has often not
been explained, and there has been a lack of con-
sensus on the part of educators in working to-
wards a common goal. During the struggle for
independence, everything associated with the
Soviet period was rejected. Now the realization
is slowly dawning that rejecting the past is easy,
while analysis and independent decision-making
are much more difficult.

One of the most urgent problems facing re-
formers is the language of instruction in Latvia’s
schools. For fifty years, two parallel school sub-
systems — Latvian and Russian — existed side
by side. The renewed use of Latvian, the state lan-
guage, in the education system is a crucial factor
in Latvia’s future development as a state. Chang-
ing the language of instruction for thousands of
students in a short period of time is not feasible.
Such a change requires an extended period of
time, systematic work, and funding.

An equally important problem is that of the
teaching process and its content. As suggested
in Chapters 2 and 3 above, changing economic
reality and the declining role of the state will re-
quire of young people ever greater personal ini-
tiative, independence, and responsibility. How-
ever, the Soviet school system did not seek to in-
culcate such qualities. Since 1992, the strict regi-
mentation of subject matter and teaching has
gradually given way to more autonomy, with each

school defining its own goals. Within guidelines -

established by the state, schools may vary their
. curriculum and choose their own teaching meth-
ods. Several textbook publishing companies have
been established, and teachers are no longer re-
quired to use the same textbook.

Unfortunately, too few teachers are prepared
to work creatively and experiment. Thus, the im-
perative of raising the professional qualifications
of teachers is particularly urgent. Due to the dif-
ficult economic situation teachers’ salaries do not
reflect the importance of their work. As a result,
many teachers have been forced to leave teach-
ing to seek employment in the private sector in
order to support their families.

Like any restructuring, education reform
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requires investments. The relatively high percent-
age of the gross domestic product (GDP) and the
state budget devoted to education bear witness
to the government’s recognition of the impor-
tance of education. However, it must be noted
that GDP, manufacturing output, and the size of
the state budget have all decreased by almost a
half since the 1980s, while prices have grown sev-
eral-fold. As a result, the absolute level of financ-
ing for education in 1995 approached the survival
threshold, and one cannot talk of any serious in-
vestment in education development. In addition
to rationalizing all public expenditures for edu-
cation, it would appear that long-term external
credit financing for the implementation of edu-
cation reform should be seriously considered. Of
course, any decision to increase existing foreign
debt is difficult, but a serious, long-term human
development strategy is impossible without a se-
rious, long-term education reform programme
with adequate funding,

A Profile of the
Education System

The Legal Basis for the Educa-
tion System and Reform Efforts

Changes in Latvia’s education system began
in the late 1980s, and the first accomplishment
was the elimination of Soviet military training
from the curricula of schools and institutions of
higher education. In June 1991, two months be-
fore the restoration of independence, a new Law
on Education was adopted. The law called for
equal rights to education for all inhabitants of
Latvia, gave schools freedom in organizing the
teaching process, and granted autonomy to insti-
tutions of higher education. An amended version
of this law is still in effect today, but it is no longer
capable of serving as the basis for reform of the
education system.

In 1993, work began on drafting a new law
on education, with special attention to restruc-
turing the system according to international stan-
dards and Latvia's treaty obligations. The emerg-
ing Education Conception and draft legislation
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Box 4.1

Political Declarations Regarding Education

In autumn 1994, a change in governments took place. The new government issued a

programmatic declaration, in which the most significant principles with respect to educa-

tion were:

- ensuring the coordination of different types and stages of educatlon to form a uni-

fied system of life-long education;

- giving priority to developing the system of teacher education and ralsmg the social

status of teachers;

- separating basic (primary and lower secondary) and middle schools (upper second-

ary);

- ethnic minority schools shifting to instruction in Latvian;

- a gradual introduction of tuition fees and student loans in institutions of higher

education.

A new government took office in December 1995 after the Parliamentary elections,

and a new Cabinet declaration containing the following priorities was issued:

- instruction in state-financed institutions of higher education is to be in the state

language and a gradual transition to instruction in Latvian is to take place in upper

secondary schools; the state will also support ethnic minority basic schools where

some subjects are taught in the minority language and some in the state language;

- each education institution may design its own curriculum, taking state guidelines

into account;

- the development of a network of rural schools and the renewal of small elementary

schools to meet the needs of local inhabitants; assistance from both national and

local governments to facilitate access to education for children in rural areas;

- the development of a system of adult education geared to demand in the labour mar-

ket;

- the gradual transition to a system of tuition fees and student loans in mstltutlons of

higher education.

were debated at the Educators’ Congress in
March 1994. In summer 1995, the Cabinet of
Ministers approved the Education Conception
and at year’s end submitted to parliament the new
draft law, which is proposed to be the core legis-
lation underlying the education system (see also
Box 4.1). In line with the draft law, two other laws
regarding education have already been passed:
the “Law on the Riga School of Economics” and
the “Law on Institutions of Higher Education.”
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Financing Education
and Reform

The structure of schools in Latvia is as fol-
lows: basic school consists of primary school
(classes 1-5) and lower secondary school (classes
6-9), and upper secondary school is commenly
known as middle school (classes 10-12). Institu-
tions of education are financed by: (1) the state
budget; (2) municipal budgets; (3) individual and
company funds; and (4) international support for
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certain institutions and/or projects. The state

budget finances:

* vocational schools operating under the aus-
pices of the ministries; .

» upper secondary professional education
institutions;

¢ salaries and social taxes for employees of
municipal general education institutions
(pre-school facilities, general education
schools, boarding schools, sanitariums —
boarding schools, special education board-
ing schools, evening schools, out of school
educational institutions) and municipal vo-
cational schools;

* institutions of higher education founded by
the state;

* maintenance costs for municipal special
pre-school institutions, boarding schools,
sanitarium-boarding schools and special
education boarding schools which are des-
ignated for children with physical or men-
tal disabilities;

« within the realm of possibility, subsidies to
accredited private institutions.

In 1990 expenditures for education (includ-
ing higher education and science) comprised 2.5
percent of gross domestic product (GDP) (in
actual prices); in 1993 it was 4.1 percent, in 1994
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— 4.3 percent, and in 1995 — 6.3 percent (see
Table 4.1 and Figure 4.1). In Western Europe the
proportion of GDP spent on education does not
usually fall below 6 percent. As suggested in the
analysis of the budget in Chapter 2, the problem
lies not so much in the percentage of the budget
Latvia expends on education, but in the small
absolute size of that budget. In 1995 total
planned state budget expenditures and planned
municipal expenditures for education comprised
about 154 million lats, of which 104 million came
from the state budget and 50 million from the
municipalities. Education expenditures com-
prised almost 20 percent of state budget expen-
ditures in 1995.

The budget crisis in 1995 prevented planned
expenditures from being fully allocated, and edu-
cation received only 93 percent of budgeted
funds.

Funding from the state budget for education
is divided into basic expenditures and investment
expenditures. Basic expenditures are designated
for the costs of maintaining institutions, paying
salaries to teachers and employees of state-
funded institutions, subsidizing the cost of trans-
portation for schoolchildren and students, pay-
ing utilities and other running expenses. Develop-
mental expenditures are designated for changes
and improvements in the education system.

In 1995, 97 percent of allotted state budget

Table 4.1

Estimated Expenditures for Education in 1995
Based on Results from the 1st Two Quarters of 1995 (Lats)

Expenditures
(Thous. Lats)
Total Expenditures 153,436
Pre-School Education 13,805
General Primary and
Secondary Education 95,400
Professional and
Vocational Education 11,866
Higher Education 20,732
. Supplementary Education 5,136
Science 6,497

% of GDP % of All Education

Expenditures

6.3 100.0
9.0

62.3

7.7

13.5

33

0.3 4.2
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funds for education were spent on basic expen-
ditures. This distribution of funds, forming a 9:1
ratio between basic and investment expenditures,
does not promote the advancement of education.
For successful human development, basic and
investment expenditures must be at least equiva-
lent, as human development requires investment
of resources directly into changing and improv-
ing the system. The state investment programme
projects investments in education in the amount
of 13.5 million lats for 1995-97, two thirds of
which is to be provided by the state budget. The
‘amount to be invested in education and science
comprises 12 percent of total budget resources
designated for investments over this period.

Teachers’ Salaries

Approximately 50 percent of total state bud-
get expenditures for education are utilized to pay
the salaries and social taxes of teachers at pre-
school education institutions and in general edu-
cation schools. According to Central Statistical
Bureau data, the average salary of educators has
risen from 46.08 lats in August 1994 to 65.91 lats
in August 1995, in other words by 43 percent.
At the same time, average salaries in state funded
institutions as a whole increased by 37 percent

(inflation during this period was 22.7 percent).
Still, the economic circumstances of teachers re-
main unsatisfactory and a strike took place in
December 1994,

In order to retain more experienced teach-
ers and to provide them with incentives to con-
tinue their education, the system for calculating
salaries was reorganized in 1995 (see Table 4.2).
A new teacher with the minimum required edu-
cation working a full teaching load (21 hours of
instruction per week) receives not less than 39 lats
per month, whereas the minimum salary for an
experienced teacher with a higher education is 1.6
times greater. Furthermore, each school’s admin-
istration can use 10 percent of funds budgeted for
salaries to pay bonuses, which may account for
20-30 percent or more of the best teachers’ base
salaries. In October 1995, the average salary for
one teaching load (including bonuses) was 66.4
lats a month. In August 1995 the average salary
for those employed in the economy was 89.5 lats
a month, while those working in state or munici-
pal institutions earned an average of 76.5 lats.

A typical salary for an experienced teacher
working 1.3 teaching loads (27 hours of instruc-
tion per week) in October 1995 was 80-90 lats a
month. A teacher’s actual earnings after taxes,
even including over-time, barely exceed the sub-
sistence minimum.

Figure 4.1

Estimated Expenditures for Education in 1995
Based on Results from the 1st Two Quarters of 1995

Supplementary Education

Higher Education

Professional and
Vocational Education

Science

Pre-School Education

General Primary and Secondary
Education
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Table 4.2

Minimum Salaries for Teachers (in Lats) According to
Education and Teaching Experience, 1995

Teacher’s Education

<2
Higher with Speciality
in Education 50
Higher : 50

Incomplete Higher or

Secondary with Speciality

in Education 42
General Secondary or

Professional Secondary 39

The aforementioned numbers reflect the dif-
ficult economic situation in the country as a whole
and the low social status of teachers. It must be
noted that the salaries of those working in the
private sector are much higher, which explains
why many teachers are leaving their jobs in
schools and opting for jobs in the private sector.

Pre-School Attendance

Significant changes have taken place in the
organization and content of pre-school education
since 1990. In comparison to the period preced-
ing 1990, pre-school age children have fewer op-
portunities to acquire an education. While 83
percent of all children in the relevant age group
attended pre-schools before 1990, now the cor-
responding figure is only 54 percent (see Table
4.3). However, this figure has increased since
1991, when it stood at only 27 percent. Equally
alarming is the decline in the number of pre-
schools. In 1989 there were 1,200 kindergartens;
in 1991, 520 kindergartens; and in 1995, 608 kin-
dergartens. Many pre-school facilities are now
being utilized for purposes other than education
(sold to businesses, etc.). Unfortunately, this pro-
cess is still taking place, as municipalities lack
adequate funds to renovate buildings and furnish

Teaching Experience (Years)

2-5 5-10 > 10
53 57 62
53 57 62
44 46 49
39 39 41

them to accommodate pre-schools. Some pre-
school facilities are being renewed, yet demand
still far exceeds supply. Currently about 8,500
children are waiting to be admitted to pre-
schools. The distribution of kindergartens in ru-
ral areas is unsatisfactory and some districts have
no kindergartens at all.

Trends in Upper
Secondary Education .

The percentage of schoolchildren who decide
to continue in general upper secondary schools
after completing their basic education is increas-
ing. In 1990 this percentage was 40 percent, in
1994 — 52.8 percent, and in 1995 — 55.4 per-
cent. The share of those continuing in upper sec-
ondary professional schools after completing ba-
sic education was 40 percent in 1994, and 37.7
percent in 1995.

The overall percentage of schoolchildren
continuing their education after basic school was
92.8 percent in 1994 and 93.1 percent in 1995.
There has been a decline in the number of pupils
who enroll in upper secondary schools but do not
graduate from them. Of those students who en-
rolled in upper secondary schools in 1990, 36.8
percent did not graduate, but of those who en-
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. Box 4.2
The Teachers’ Strike in Latvia

1:1 June 1994, Latvia’s educators gathered in the heart of Riga, in the Dom Square in
the old town to protest the low level of teachers’ salaries. They demanded that the
average salary for teachers be increased to match the average salary of other workers in -
the state sector. They set the deadline for meeting this demand as the first day of the
1994-95 school year. The demand was not met, and a one day strike took place on 2
September 1994.

This did not resolve the problem of teachers’ wages, and at the end of November
1994, the Council of the Union of Latvian Education and Science Employees declared a
new, week-long strike to begin on 5 December 1994. No compromise was reached with
the Cabinet of Ministers and the Ministry of Education and Science on the salary issue,
and a strike of unlimited duration was declared on 12 December 1994. Soon thereafter,
the Union came to an agreement with the government, and all teachers’ salaries were to
be raised as of 1 March 1995 in accordance with the reformed system of calculating wages.
The agreement stipulated a total increase in funds for salaries of 16 percent. The strike
was halted on 15 December 1994. _

On 28 March 1995, after acquainting itself with the Cabinet of Ministers’ regula-
tions for paying educators, the Union concluded that the terms of the compromise did
not satisfactorily meet its demands and called for the resignation of the Minister of Edu-

cation and Science.

rolled in 1991 the percentage of non-graduates
in 1994 had decreased to 22.8 percent, and de-
creased again the following year to 22.3 percent.
Accordingly, the number of upper secondary
school graduates in the corresponding age group
(18 years of age) is increasing, from 34.4 percent
in 1990 to 41.7 percent in 1994, and 42.2 per-
cent in 1995.

The intensity and effectiveness of teachers’
work can be gauged by the student-teacher ra-
tio, which in Latvia is one of the lowest in Eu-
rope. To a great extent, this can be attributed to
low population density and the large number of
small schools in rural areas. The student-teacher

ratio in rural elementary schools (grades 1 to 4) -

is 5.4:1, whereas the ratio in cities is 17.1:1. A
strategy of sustainable human development re-
quires paying particular attention to such discrep-
ancies between rural and urban areas. Unfortu-

nately, the question of transporting and housing
~ children in larger boarding schools has not yet
been solved. On the other hand, the school is of-
ten the only cultural centre in a district, and its
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elimination would only signal decline in such ar-
eas. Yet, given current conditions of austerity and
the resulting imperative of increasing efficiency,
it would appear that Latvia cannot afford to main-
tain such a low student-teacher ratio.

Higher Education

The number of students enrolled in institu-
tions of higher education has increased rapidly.
In 1995-96, 13,601 students enrolled, which is

.34.5 percent more than in the preceding year, and

is a record high for Latvia. 72 percent of all up-
per secondary school graduates from the 1994-
95 academic year were accepted into institutions
of higher education; 7 percent of all admission
candidates have already acquired a higher edu-
cation. Proportionally, the highest demand was
in the fields of economics and law, which together
accounted for 40 percent of all applicants. Of all
those admitted, 21 percent are studying econom-
ics, 4.5 percent law, and 25 percent education.
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Box 4.3
School-age Children Not Enrolled in Schools

n alarming trend in education is the falling percentage of children who have

acquired a basic education. In 1990, 90.1 percent of all 15 year-olds had
completed basic education, but in 1994 this percentage had fallen to 79.3 percent, and in
1995 to 76.7 percent. This does not, of course, mean that only 76.7 percent of children
complete their basic education. Some school children repeat a year (see Table 4.3), so it
can be expected that they will complete their education in subsequent years. According
to data from the State Education Inspection Board, currently about 2,500 school-aged
children are not enrolled in school (i_.e. miss more than half or an entire school year).
This does not reflect the real situation, as this includes only registered school-age chil-
dren. Unfortunately there are also school-aged children in Latvia now who are not regis-
tered at all. Consequently, illiteracy is becoming a topical problem and may drastically
hinder human development in the future.

One reason for the high percentage of people who have not acquired a basic educa-
tion is that schools are not interested in accommodating those pupils who are older than
15 and are thus no longer considered to be of school-age. As a result, these children are
discharged from school. This is suggested by the fact that the highest drop-out rate exists
in the last years of basic school. 6.2 percent of pupils in the ninth grade dropped out in
1994.95; of those, 23.6 percent failed, 24.2 percent were over 15, and 52.2 percent left

for other reasons.

The ratio of students per 10,000 inhabitants is
183 (in 1993-94 it was 146, and in 1994-95 it was
149). Despite problems in guaranteeing the re-
quired minimum education for all, the value
placed by the public on education, especially gen-
eral upper secondary and higher education, is
increasing.

Languages of Instruction
in Latvia

Two School Sub-Systems:
Latvian and Russian

One of the greatest challenges facing reform-
ers is bringing the system of education in line with
the Law on Languages, which declares that the
state language is Latvian. In order to fully com-
prehend the legacy of fifty years of Soviet rule, it
is instructive to review the development of
Latvia's two school sub-systems, each with its
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own language of instruction.

Immediately following the incorporation of
Latvia into the Soviet Union in 1944, Russian
language departments were established in insti-
tutions of higher education. In the autumn of
1945, all departments had sections with Russian
as the language of instruction, and each school
in which Russian children enrolled had classes
with Russian as the language of instruction. So-
viet immigrants settled mostly in cities, while ru-
ral regions remained largely untouched. Thus,
Russian language schools were founded alongside
Latvian language schools, and children in Rus-
sian schools were educated according to the Rus-
sian ten-year school programme.

To a large extent, Latvian schools lost au-
tonomy, as Moscow established the entire cur-
riculum. Latvians schools had an eleven-year
programme, which was supposed to allow Latvi-
an students sufficient time to learn Russian. Chil-
dren in Latvian schools had Russian lessons four
times a week for ten years, while children in
schools with Russian as the language of instruc-
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Table 4.3

Enrollment in the Education System, October 1995

Number of
Students
Pre-School Education 72,847
Basic Education 299,762
Grades 1- 4 139,925
Grades 5- 9 159,837
General Upper :
Secondary Education 37,898
Vocational Education 25,203
Upper Secondary
Professional Education 17,174
Special Education 7,820
Higher Education 45,828
Master’s Students* 3,818
229

Doctoral Students

* 1994.95 data

tion had Latvian lessons twice a week for nine
years. A political climate that stressed the impor-
tance of Russian as a lingua franca in the Soviet
Union contributed to the inadequate attention
given to providing quality Latvian lessons in
schools with Russian as the language of instruc-
tion. The curriculum was altered only in 1988-
89, when the amount of Latvian language instruc-
tion in Russian schools was gradually increased.

Languages of Instruction

Upon the restoration of independence, Lat-
via inherited schools with two different languages
of instruction and two traditions. Initially, offi-
cials were not prepared to develop a unified na-
tional school system and devoted most of their
attention to schools with Latvian as the language
of instruction. Despite the severity of problems
facing Latvian schools, it is clear that the chal-
lenges facing schools with Russian as the lan-
guage of instruction are even greater, since now
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% of Relevant Repeat % of All
Age Group Students Students
Repeating
54.0 . .
90.2 7,593 2.5
91.6 3,733 2.7
88.9 3,860 2.4
38.4 32 0.09
19.0 - .
12.9 - -

they must be able to provide students with ad-
equate Latvian language skills upon graduation.

The Ministry of Education and Science came
to view the restoration of non-Russian minority
schools during the first years of the independence
struggle as a positive development, though these
schools are few in number and have little impact
on the system of education as a whole. The height-
ened attention paid to the schools of small minori-
ties diverts attention from the real challenge —
reforming the large number of schools with Rus-
sian as the language of instruction (see Table 4.4).

Increasingly, non-Latvian parents are send-
ing their children to Latvian language kindergar-
tens and schools (see Latvia Human Develop-
ment Report 1995). Unfortunately, most Lat-
vian teachers are not prepared to teach classes
with students having widely varying language abili-
ties. Often, non-Latvian children are not proficient
in Latvian and cannot keep up, their parents are
not able to help them, and teachers do not have
time to assist them. What is more, the children
do not use Latvian at home. Thus, Latvian and
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Table 4.4

Distribution of Schoolchildren in Basic and Upper Second-
ary Schools by Ethnicity and Language of Instruction, 1995

Ethnicity No. of No. in % in No. in % in No. in % in

School- Latvian Latvian Russian Russian Non- Non-

children Language Language Language Language Russian Russian i

Schools Schools Schools Schools  Minority Minority j

Schools  Schools |

Latvian 209,192 194,260 92.9 14,790 7.1 142 0.1 i

|

Russian 100,204 4,642 4.6 95,460 95.3 102 0.1 ‘

Belarussian 7,581 574 7.6 6,968 91.9 39 0.5

Ukrainian 5,865 413 7.0 5312 90.6 140 2.4 :
Polish 5,268 525 10.0 4,140 78.6 603 11.4
Lithuanian 2,449 1,314 53.7 1,056 43.1 79 3.2
Jewish 1,279 39 3.0 849 66.4 391 30.6
Estonian 194 65 33.5 116 59.8 13 6.7
Roma (Gypsy) 719 425 59.1 267 37.1 27 3.8
Other 2,582 283 11.0 2,296 88.9 3 0.1
TOTAL 335,333 202,540 60.4 131,254 39.1 1539 0.5

non-Latvian children tend to communicate in
Russian because it is their common language, and
immersion techniques are not effective.

Due to the complex nature of the challenge,
the government was long unable to develop a
gradual, realistic and psychologically justified
programme for promoting the state language.
Neither Latvians nor non-Latvians are prepared
for sudden changes, and the government lacks
experience in language planning. Well-meant laws
and regulations have not worked because imple-
mentation mechanisms derive from Soviet au-
thoritarian thinking, which did not take into ac-
count psychological, pedagogical, and financial
constraints.

From a human development perspective, it
is regrettable that minorities have not been able
to participate more fully in the reform process.
By placing minorities on the receiving end of
policy, the authorities lose potential partners who
could be of great assistance in this politically and
financially difficult matter. According to a recent
survey study conducted by the Latvian Language

Institute of the Academy of Sciences, the atti-
tudes of the non-Latvian population towards the
Latvian language have grown considerably more
positive in recent years. At the same time, the
government has not fully taken advantage of this
shift in attitudes and risen to the challenge of
addressing the needs of those who want to learn
the language. In early 1996 implementation of the
National Programme for Latvian Language Train-
ing remains a challenge for the future.

The National Programme
for Latvian Language Training

A change in the hierarchy of languages re-
quires considerable time and substantial funding.
Simultaneous reforms in the spheres of education
and language require even more time and re-
sources. The Latvian government turned to the
United Nations Development Programme
(UNDP) to request assistance in the develop-
ment of a Latvian Language Training Programme.
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Box 4.4

The National Programme for Latvian Language Training

Based on the school and adult education curricula developed by the UNDP Latvian
language mission, the programme includes the following objectives:

- retraining teachers and instructors in institutions of higher education;

- retraining Latvian language teachers in minority schools;

- retraining teachers in minority schools who will have to teach subjects in Latvian;
- training textbook authors and designing new textbooks;

- intensive courses for those ninth grade graduates not covered by the programme;

- development of a new examination system.

The Latvian language training programme for adults who wish to acquire or supple-

ment their Latvian language skills includes:

- development of new teaching materials, including a teaching programme for

television;

- retraining of experimental instructors and teachers;
- experimental instruction for specific professions;
- using television and other mass media to attract interest to Latvian language

training events.

With the participation of officials from several in-
stitutions dealing with language policy, a National
Government Working Group was formed to serve
as a link between UNDP and the government.
After extensive preparatory work, UNDP
convened an expert mission in May-June 1995.
The mission consisted of national and interna-
tional experts representing eight countries and
three international organizations. The mission
concluded that, in order to ensure the Latvian
language skills of all residents and the status of
Latvian as the state language, a comprehensive
programme for teaching Latvian as a second lan-
guage must be developed for schools and adults.
A basic tenet of the National Programme is
the necessity of establishing a completely new
speciality: Latvian as a Second Language (LSL).
Teaching Latvian as a second language differs
from teaching Latvian as a native language in
content, teaching resources, and methods. Con-
tent must be geared towards the needs of the stu-
dents and the subject must be rendered interest-
ing and attractive by taking advantage of mod-
ern second language teaching methods. This is the
only way to raise the prestige of the Latvian lan-
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guage and motivate students to learn Latvian. In
order to achieve this goal, it will be necessary to
reeducate instructors in institutions of higher
education, employees at the Ministry of Educa-
tion and Science and other institutions, teachers
and textbook authors.

Latvia requires a consistent, clear, and real-
istic language policy. Since rapid changes evoke
protest and render the situation uncontrollable,
representatives of the expert mission recom-
mended a ten-year transition period in which the
LSL system could be gradually restructured.

Experts also suggested completely reform-
ing the minority school system, so that in ten
years time 50 percent of all subjects would be
taught in Latvian. This would ensure the Latvian
language proficiency of all students graduating
from the ninth grade of minority schools and en-
able them to continue their education in Latvian.
Those pupils outside this system, i.e. graduates
from the ninth grade during the transition period,
would be offered a three week intensive summer
course to bolster their language skills.

The central actors in implementing these re-
forms are teachers in minority schools, who will
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be required to instruct their subjects in Latvian
after a given period of time. Three model pro-
grammes have been designed to raise their lan-
guage proficiency and train them to teach their
subject matter in Latvian. The plan requires close
cooperation between teachers in Latvian and
Russian language schools.

The Cabinet of Ministers has approved the
“National Programme for Latvian Language
Training” and UNDP has agreed to mobilize the
funding necessary to support the implementation
of the first four years of the Programme. As with
all national programmes, the Latvian government
will need to continue to take a clear stand on the
necessity of the Programme and participate in
funding it. For the effort to succeed, the public
must be involved and informed about the process
of change.

Since the autumn of 1994, a pragmatic, con-
structive approach towards Latvian language
training has begun to take sway. The Ministry
of Education and Science, the State Language
Centre, and the Naturalization Board have in-
creasingly begun to address this issue in coop-
eration with the Council of Europe and the Eu-
ropean Union, as well as UNDP. LSL teachers
have increased their involvement in international
programmes and formed an Association of Teach-
ers of Latvian as a Second Language to promote
cooperation and the sharing of professional
experience.

Changes
in the Education Process

Schools on the Road
to Independence

The adoption of an official Education Con-
ception and numerous gatherings of educators
notwithstanding, many teachers remain uncer-
tain about their obligations and what the govern-
ment expects of schools. This uncertainty derives
primarily from confusion among educators,
which itself is the result of a lack of regular com-
munication between schools and the Ministry.
Systematic explanation of innovations in the sys-
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tem of education is required, as is an improve-
ment in communication among all involved in
education. In education, as in other fields,
broader participation and transparency will spur
human development.

In the past two years, officials from the Min-
istry of Education and Science and related insti-
tutions have sought to explain the necessity and
nature of changes through articles in the news-
paper Education and Culture, nine appendices to
that newspaper entitled “General Education” pre-
pared by the Education Content and Examina-
tion Centre (ECEC), and trips to various regions
of the country. However, more could be done in
this regard, particularly in listening to the con-
cerns of teachers. School directors, especially in
rural areas, require special public relations skills
for their schools to become an organic, integral
part of the milieu evolving in harmony with local
traditions. Greater involvement of the public (es-
pecially parents) in reform and the transforma-
tion of schools into cultural centres in rural ar-
eas and small towns will facilitate the accessibil-
ity of education to all and accelerate the process
of human development. :

As noted earlier, under the Soviet system, the
organization of school work, curriculum and
teaching methods were all centrally dictated —
on any given day in any given subject, all pupils
in all schools of the former Soviet Union were
expectedto have their books opened to the same
page. Now, the functioning of schools is deter-
mined by the Law on Education, school regula-
tions, as well as the particular school’s curricu-
lum, which is drafted in line with a model cur-
riculum designed by the Ministry of Education
and Science and national standards for each sub-
ject. Each school may design its own curriculum
and even introduce new subjects,

While this provides some independence,
progress in innovation is hindered by a lack of
experience and resources. In a secondary school
where two thirds of all teachers have more than
thirty hours of instruction per week to earn more
money in order to survive, there is physically no
time left to develop a new curriculum and teach-
ing resources. Many school directors and teach-
ers continue to use twenty year old syllabi and
resources, while awaiting instructions from
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above. However, there are schools doing every-

~ thing possible to acquire computers, introduce
~ computer classes, integrate new subjects into the

curriculum and alter the content of existing sub-

jects. The ECEC has approved forty two new

course descriptions this year designed by indi-
vidual schools (e.g. psychology, history of reli-
gion, agriculture, business courses). In this way,
the schools themselves can have a lasting impact
on the entire system of education, because the
school-designed courses often serve as models for
ECEC recommendations.

Currently, for both schools and administra-
tors at all levels, the importance of knowing one’s
rights and responsibilities cannot be overesti-
mated. The core challenge is eliciting the initia-
tive of schools and the public, while establishing
clear, coordinated goals for schools nation-wide.
For school autonomy to increase, educators and
administrators require quality professional train-
ing: directors — in strategic development, plan-
ning, and administration; deputy directors — in
managing the teaching process; curriculum spe-
cialists — in planning and coordinating changes
in curriculum; head teachers and school admin-
istrators — in involving parents and the public in
school activities and in seeking outside funding
and resources. Furthermore, enhancing children’s
self-confidence and knowledge about the educa-
tion system and involving them in the decision-

making process in schools through student self--

government will accelerate the reform process
and deepen democracy, thereby contributing to
human development.

A national programme for the development
of new teaching resources is needed, with a fo-
cus on publishing innovative teaching materials
and procuring modern teaching aids. It is truly
paradoxical that while the government requires
all secondary schools to offer computer courses
and to use computers in teaching other subjects,
according to Ministry of Education and Science
data, there are only a total of 1,518 computers
in Latvia's 1,058 schools, and many schools do
not have a single computer.

In order to prepare schools for change and
ensure that as many schools as possible benefit
from innovations, channels of communication
among schools need to be strengthened through
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school networking, exchange programmes and the
dissemination of information through publications.

The Imperative
of Coordinating Curricula

One of the greatest challenges facing reform-
ers in general education schools is the lack of co-
ordination between various courses and levels of
education. It is currently unclear what a child
should have mastered at each stage in the pro-
cess of education and how the content of consecu-
tive stages is linked, from pre-school to basic
school to upper secondary school / the workplace
on to higher education / the workplace. The sys-
tem of elective subjects in upper secondary
schools and the autonomy now enjoyed by insti-
tutions of higher education have only exacerbated
the lack of coordination between various levels.
In choosing their programme of study, upper sec-
ondary school students are often confused about
which courses are required to enroll in institu-
tions of higher education. The transition from a
grading system of five to ten marks has height-
ened the insecurity of students. Teachers are not
yet accustomed to the new system, but these
marks remain an important component in admis-
sions applications for higher education.

Current state education standards for basic
school curricula are complicated, as each subject
is developing independently of the others. As a
result, one sees redundancy and irrational use of
time and resources, which has a negative impact
on the quality of education. The ECEC is still
preparing and approving new education norms
that constantly increase the knowledge required
of children. At the same time, there is little agree-
ment about the responsibilities of the schools.
Although there are advisory councils for each
subject, teachers have insufficient input. Enhanc-
ing the role of the advisory councils and increas-
ing the involvement of teachers’ associations
would undoubtedly spur the reform process.

The ECEC plans to develop an “umbrella”
norm expressing the fundamental goals of basic
education and a core standard for upper second-
ary education. The focus at the elementary school

level will be interdisciplinary, with more attention
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to motivating children and promoting personal-
ity development and expressive skills than to un-
necessarily expanding the required breadth of
knowledge. The elaboration of these norms is es-
sential, especially in basic education, so that they
can assist in reordering and coordinating the ex-
isting overcrowded and uncoordinated system of
subjects.

Some progress has been made: an integrated
civics course has been introduced, an integrated
natural sciences course is being developed for the
middle stages of basic education, and experience
has been acquired in teaching an interdisciplinary
course on the environment. The organization and
coordination of curricula in basic and upper sec-
ondary schools requires financial support. Invest-
ments are also essential for explaining and intro-
ducing the reforms and for publishing method-
ological materials and teaching aids for school
directors and specialists.

Preparation for Life
in a Democracy and a

Market Economy

After the restoration of independence, there
was an urgent need to rapidly incorporate many
new subjects into the curriculum. Everything new
in content or approach should first be introduced
into the basic school curriculum, as this is the last
and only formal source of education for many.
Thanks to the initiative of enthusiasts and non-
governmental organizations, environmental and
health education, ethics, religious studies, civics,
and economics slowly entered the school system
in the late 1980s and early 1990s. The primary
goal.of all these subjects is to prepare students
for life in a democratic society.

Environmental education owes much to the
green movement, which played a path-breaking
role in the independence movement. The objec-
tive of environmental education is to instill sen-
sitivity for the environment in children and pro-
vide them with the skills to change the environ-
ment if necessary. The focus is on the develop-
ment of critical thinking, promotion of the ratio-
nal utilization and accessibility of resources, the
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development of local industries, and other options
that today’s schoolchildren will have to decide
about in the near future.

Environmental education is being incorpo-
rated into Latvia’s schools as an interdisciplinary
subject or approach to learning which can be in-
tegrated into the content of existing subjects.
Approximately 200 schools are currently involved
in local or international environmental education
projects or programmes. The “Environmental
Education Guidelines for Basic Schools” will
come into effect in the 1996-97 school year,
which will legitimize the status of environmental
education among more traditional subjects.

The general objective of health education is
to change people’s attitudes towards themselves
and their mental and physical health. Health edu-
cation has evoked many disagreements and di-
vergent approaches, as the topic lies at the cross-
roads of medicine and education. Given the seri-
ous public health problems and related demo-
graphic crisis discussed in Chapter 2 on Human
Development During the Transition — The
Latvian Context, the importance of health edu-
cation cannot be overestimated. Currently, health
education is offered as a separate subject in one
third of all schools, one to two lessons a week to
all age groups, most often in grades 5 to 7. As
with environmental education, the Ministry of
Education and Science intends to make health
education an interdisciplinary subject, leaving it
as a separate subject only in the fifth grade.

Approximately 100 schools voluntarily intro-
duced civic education in the ninth grade in the
1994-95 school year. Beginning in 1995-96, it is
a required course in all schools for one-two hours
a week as a replacément for the course on the
fundamentals of law. Thé Democracy Advance-
ment Centre, an NGO that cooperates closely
with the Ministry of Education and Science,
translated and adapted course materials from a
similar course in the United States and distrib-
uted them free of charge to schools. The materi-
als are also being translated into Russian. The civ-
ics course concentrates on interpersonal relation-
ships and the analysis of everyday situations, in-
stilling an understanding of basic human rights
and principles of economics. An integrated civ-
ics course has also been developed for elemen-
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tary schools. On the initiative of the Jelgava
Spidola school, elected student delegates met in
the Saeima last spring and formed a Student Par-
liament, which may be considered a practical
school for democracy. Effective civics education
may help overcome the deep divide between pub-
lic and private life and the widespread distrust of
government analyzed earlier.

If civic education develops skills and under-
standing about the workings of democracy, then
ethics, cultural history, and religious studies
should nurture the culture of interpersonal rela-
tions. Ethics and cultural history teach students
tolerance towards differing opinions. Guidelines
have been drafted for introducing ethics as a sepa-
rate subject in upper secondary schools. Thus far,
ethics has been a component of the upper sec-
ondary school elective entitled “Man, Nature,
Society,” which was introduced in the 1991-92
school year.

All schools are required to offer cultural his-
tory, an innovation dating from the 1988-89
school year, as an elective for three years, two
hours per week. Teachers, scientists and cultural
workers all participated in drafting cultural his-
tory teaching guidelines, which will be distributed
to schools in the upcoming school year. Text-
books on cultural history are still needed, as stu-
dents have until now relied on mimeographed
materials as the primary source of information.

The matter of including subjects of a religious
nature in the school curriculum has not yet been
fully resolved. Disagreement has been prolonged
by the differing approaches of various govern-
ments. The new government declaration stresses
religious studies. According to Ministry of Educa-
tion and Science regulations, the bistory of religion
may be offered as an elective upper secondary
school course, and this is done by about 20
schools. Schools have the option of offering other
new courses, but the costs thereof must be cov-
ered by the municipalities, parents or other insti-
tutions. On this basis, about 200 schools offer
Bible studies. Debate continues on the most ap-
propriate means for including this subject matter
in schools. A mutually acceptable compromise
that takes into account the views of all religious
confessions remains a challenge for the future.

The main task of economic education is to

provide an understanding of the workings of the
economy. Several economic programmes are cur-
rently being used, all at the secondary school level.
One of the most popular is the applied economics
course offered under the auspices of the Junior
Achievement movement. About 100 of the 160
participating schools are active at the moment.
There are about 60 student-run companies in Lat-
via created as a part of this course. Several schools
offer a 40-hour long practical business course
“Working for Yourself!” run by 80-90 teachers. In
conjunction with partners from Denmark, an eco-
nomic education programme began last year in-
volving seven commercial schools, eight technical
schools, and trade schools. There are also
programmes designed by individual schools. In
sum, about one third of Latvia's 370 upper sec-
ondary schools offer a general economics course.

Economics is also to be introduced into
eighth grade basic school classes in the 1996-97
school year (36 or 72 hours). 20 schools are vol-
untarily experimenting with the course at the
moment. It must also be noted that the traditional
farming and agricultural mechanics courses in
rural upper secondary schools are also gradually
changing; they are now offering rural enterprise
and basic business courses parallel to the practi-
cal knowledge and skills of a particular branch
of agriculture. Introducing economic education
into school curricula is hindered by the same
hurdles affecting other new courses: the lack of
qualified teachers and satisfactory teaching ma-
terials. Due to the rapid, confusing pace of change
in the economy, writing an economics text with
materials on Latvia for basic or upper secondary
school is exceedingly difficult. Public awareness
needs to be raised about economics as well, as the
word “business” often carries negative connota-
tions for many school administrators and parents.

Undoubtedly, these new subjects have had
a significant impact on teaching approaches and
methods, but that is not enough. If enthusiasts
continue to develop only their own specialty with-
out attempting to influence broader attitudes to-
wards teaching, these subjects will remain some-
thing exceptional in the eyes of children, whose
attitudes towards traditional school subjects will
grow more negative. The constant introduction
of stimulating, new subjects is a drain on human
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and material resources, which will only reinforce
the fragmentation of school curricula.

In order to introduce these topical subjects
into schools, continuing education programmes
for teachers are essential, as is the location of
partners to assist in the development of new sub-
jects and teaching resources. New grading crite-
ria still need to be drafted and non-traditional

technologies exploited. All in all, the proper place’

for these topics and subjects in primary and sec-
ondary education has yet be found.

The Education
and Continuing Education
of Teachers

The Qualitative Structure
of Teachers

The teachers of today are largely responsible
for creating the foundation for future human de-
velopment — free, independent thinking individu-
als capable of setting goals and achieving them
sensibly and responsibly. There are currently
42,000 teachers in the country, of which 32,000
work in general education institutions, 3,800 in
professional education institutions, and 8,600 in
pre-schools. A priority task for the state must be
the education, continuing education, and im-
provement in the professional qualifications and
status of these educators.

Chapter 4

On average, only 66 percent of all educators

" working in institutions of education have ad-

equate education: only 28 percent in pre-schools,
63 percent in basic schools, and 80 percent in
upper secondary schools (see Table 4.5). Previ-
ously, some teachers received their education in
teacher training institutes. Now new educators
are trained in academic institutions of higher edu- A
cation in Bachelor’s degree programmes and/or
professional study programmes. Professional
study programmes in education are offered by the
University of Latvia, Liepaja Teacher Training
College, Daugavpils Teacher Training University,
Latvian Sports Education Academy, the Riga
College of Teacher Training and Administration
and other institutions of higher education. The
content of these programmes is divided into three
basic sections: (1) education, psychology and
other social sciences; (2) basic scientific studies
which correspond with school subjects; and (3)
general studies.

Recent research has revealed how students
in teacher training institutions rate their own pre-
paredness for work in their chosen field:

¢ 4 percent consider themselves completely
prepared;

* 60 percent consider themselves more pre-
pared than not;

* 35 percent consider themselves more un-
prepared than prepared; -

¢ 1 percent consider themselves totally un-
prepared for their chosen speciality.

Table 4.5

Educational Background of Teachers in
General Education Schools, 1994-95

Institution % Teachers

% Teachers with

.% Teachers with

with Higher - Incomplete Higher or General Secondary or
Education Secondary with General Professional
Speciality in Education Education
Basic (Grade 1-4) 68 18 14
Basic (Grade 5-9) 57 30 13
Upper Secondary 80 12 8

~
o

o
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Table 4.6

Education and Professional Experience
of Working Teachers, 1994-95

Education

<1
Higher 759
Incomplete Higher or Secondary
with Education Speciality 293

General or Professional Secondary 737

Institutions of higher education are explor-
ing ways to improve the quality of education and
psychology courses and to find a union between
theory and school conditions that are rapidly
changing. The diversity of available courses has
grown, and a transition is being made from edu-
cating teachers to instruct only one subject to
several subjects, so that teachers can cope with
interdisciplinary subjects and devote more atten-
tion to children’s intellectual development. De-
clining birth rates in recent years suggest that the
demand for teachers will decrease in the future,
and broader specialization will enable teachers to
compete better in the job market.

As Table 4.6 demonstrates, 84 percent of all
teachers with experience of up to ten years have
a higher education, which is true of only 47 per-
cent of all teachers with one to two years of ex-
perience. In other words, there is a trend towards
declining educational attainment among teach-
ers. Another alarming trend is the age structure
of the teaching community — the proportion of
retirement-age working teachers is on the rise.
Of course, this has eased the teacher shortage
somewhat. But extensive experience in Soviet-
type schools may very well hinder the reform of
the curriculum and teaching methods. Now that
retirement-age teachers may receive both a sal-
ary and a full pension, many will invariably con-
tinue teaching. These teachers must be included
in a broad and diverse continuing education
programme. Only 12 percent of all teachers in
continuing education programmes this year were
pension-aged.

80

Years of Teaching Experience

1-2 25 510  >10
914 2230 4140 16,896
319 763 965 2345
507 . 725 632 . 860

Opportunities for
Continuing Education

Some teachers supplement their professional

education on their own, others in professional

associations, some attend seminars or courses in
local education centres, still others attend courses
at universities and other institutions of higher
education in Master’s and Doctor’s degree pro-
grammes. A good source of information on the
opportunities available to teachers is the Educa-
tors’ Continuing Education catalogue published
in 1995 and 1996. A Teachers’ Continuing Edu-
cation Support Fund has been founded in the
hopes of developing a unified system of teachers’
education and continuing education, and there
are plans to establish regional centres and a
school support network. A Teachers’ Education
Support Centre was opened in autumn 1995.

The 1995 state budget anticipated granting
150,640 lats for the organization of continuing
education courses, a sum 2.5 times more than in
1994. The state allocated only 131,478 lats, of
which 112,166 were utilized for the payment of’
lecturers, development of teaching materials,
rent, etc. The full 1996 budget proposed for this
purpose was 150,850 lats, but the expected allo-
cation is 122,478 lats. Even allocated funds are
not used effectively, because:

¢ continuing education courses are organized
according to the availability of lecturers
rather than demand by educators;

* the choice of lecturers remains extremely
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limited, especially in the most demanding
subjects, such as administration;

o there is a shortage of professional educa-
tion material in Latvian;

¢ teachers are often incapable of working
with literature in a foreign language
(mostly English and German).

As of 1995, the government has provided fi-
nancial assistance (fees and transportation costs)
to teachers to attend courses in institutions of
higher education. More than 8,000 teachers im-
proved their professional skills in 156 continu-
ing education courses, meaning every fifth
teacher had the opportunity to participate in
these state-funded courses in 1995. The number
of participants has risen substantially as com-
pared to the preceding year. However, accord-
ing to the Law on Education, over a three-year
period each teacher is entitled to 30 days paid
vacation for professional training, which means
that 13,000 teachers should be involved every
year.

Priority areas in continuing education for the
next two years include enhancing the professional
skills of administrators; educating specialists in
the sociology of education, the economics of edu-
cation, and education statistics; the preparation
of basic school teachers to teach several subjects
and interdisciplinary topics; education of teach-
ers at professional education institutions.

Professional Teachers’
Associations

Currently, educators are manifesting a rather
high level of activity and initiative. The demand
for improving professional training exceeds sup-
ply, which is why many teachers are forming as-
sociations to share experiences and learn from
one another. Associations of teachers of a given
subject have been in existence for many years and
a number of new organizations have emerged in
recent years: the Environmental Education As-
sociation, the Health Education Association, the
Christian Teachers’ Association, the Democracy
Advancement Centre, the Council of Educators
and the group “Education for the Future of
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Latvia.” This cooperation fosters teacher unity,
facilitates the sharing of experience, and en-
hances the influence of teachers on education
policy. Moreover, involvement in such activities
leads teachers to an awareness of their role in
public life and the development process more
broadly.

Many teachers and school directors have
become involved in international projects, but
administrators must devise ways to maintain the
initiative of teachers by offering courses of inter-
est to teachers and providing financial incentives.
Otherwise, interest in continuing education will
decline and the reform process will slow.

Conclusions and
Policy Recommendations

Comprehensive reform and improvement of
the education system must be considered a core
component of Latvia’s sustainable human devel-
opment strategy. The recommendations listed
below target all aspects of the education system:
the content as expressed in school curricula, the
schools themselves, the teachers, students and,
of course, the means to finance sustainable re-
form. Since changes need to take place rapidly
and tough choices lie ahead, dialogue among ad-
ministrators, educators and the broader public is
essential.

Undoubtedly, there is an urgent need for the
development of national standards and guide-
lines not only for the basic subjects taught in
basic and upper secondary schools, but also for
new subjects being introduced to the curriculum
(e.g. environmental and health education, civics,
etc.). The autonomy granted to schools in recent
years does little in the absence of a basic frame-
work to guide teachers in presenting material
which was either ignored completely or taught
with a distinct ideological twist. The new stan-
dards should include readily understandable per-
formance measures.

To address the lack of teaching resources in
Latvian for old and new subjects, consideration
should be given to establishing teams for the
preparation of new teaching resources under the
framework of a national programme. While it is
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necessary to bolster national teacher education
capacities in general, there is an urgent need to
develop education administration skills.

The discussion of national guidelines and
standards and the development of new materials
should be as participatory as possible. It is espe-
cially important to elicit the participation and in-
put of teachers and other representatives of Rus-
sian-language and other minority schools, as
these schools will witness the most far-reaching
changes in future years when the National
Programme for Latvian Language Training is
implemented. Both the Programme and other
reforms require a sustained public relations ef-
fort to explain to all parties, especially parents,
the changes underway.

Any increased revenue collected could per-
mit greater education expenditures in the aggre-
gate. More importantly, however, the proportion
of the education budget allotted for investment
must be increased. As one viable option, short-
term reform-based financing may best be sought
through international financial institutions. In the
long term, investments could in part be financed
through reforms. Recent enrollment statistics
confirm that demand for higher education is in-
creasing. The possibility of introducing tuition
fees and guaranteed student loans should be fully
explored. This would allow for the reallocation of
some resources from higher education to basic
and upper secondary education. Furthermore, to
make resource allocation in higher education
more efficient, a system of student loans could
be instituted whereby the destination of financial
resources would depend on demand for educa-
tion in a given specialty. If demand were higher
for law and economics, more credits would go to
those departments.

Education finance reform could also be tied
to municipal finance reform, the goal of which is
to decrease the reliance of municipalities on the
state budget for their revenues. For example, if
municipalities had greater authority to levy taxes
and duties and the local community were willing
and able to pay, new resources could be gener-
ated for local primary and secondary schools.

The cost-efficiency of education financing
could be improved through consolidation of un-
der-utilized schools, thereby also increasing stu-
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dent-teacher ratios. However, any such reorga-
nization must be done with a view to maintain-
ing quality and fair access to education. In other
countries of the region facing similar reform im-
peratives, common first steps towards increasing
efficiency include reducing over-specialization,
especially in vocational training and specialist
institutes of higher education, and eliminating
duplication of educational facilities offered by
different sectoral ministries. If the experience of
the rest of the region is any guide, adjustments
of a similar nature are inevitable in Latvia, and a
proactive policy is preferable to arbitrary cuts by
default.

Ultimately, it is teachers who implement vir-
tually all changes in the education system.
Changes in the curriculum require correspond-
ing education for teachers to be able to present
the new material effectively. Recently formed
teachers’ associations could be a valuable source
of information regarding education needs, espe-
cially if they prove to be a mechanism that facili-
tates teachers’ participation in the education re-
form debate. The importance of facilitating
broad-based participation to sustain wide-rang-
ing reform applies not only to education, but to
all priority reform areas of Latvia’s transition.
Therefore the next and last chapter of this Re-
port provides an analysis of participation in Latvia
and highlights its pivotal importance for the pro-
motion of human development.
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Participation and Strengthening Civil Society

Introduction

Participation, or atdeast the opportunity for
participation, is the most essential element of
democracy. Participation is necessary to ensure
that decisions of national importance are made
in accordance with the popular will and that po-
litical leaders represent the people. By linking the
people to government, participation can help
bolster popular trust in public life more gener-
ally. As noted earlier, such trust is a commodity
in short supply in many countries in transition.
While participation creates vertical linkages,
popular participation in politics, economic activ-

ity and social life also strengthens horizontal link- -

ages in society. These horizontal linkages —
among the members of a political party, within
the ranks of a non-governmental organization
(NGO) and the like — give people the opportu:
nity to acquire new information, master the
knowledge and skills necessary for a democracy
to flourish and develop contacts with other
people. Successful human development requires

both strong vertical linkages between state insti- -

tutions and society and diverse horizontal link-
ages.

The German scholar Gert Meyer has argued
that the necessity of political participation is
growing worldwide. This is a consequence of:

¢ the need for individual self-realization;

* the demands of informally or formally or-
ganized groups for autonomy and plural-
ism in addressing socially important issues;

* participation as an instrument of political
legitimization;

* participation as a precondition for eco-
nomic growth, increased labour productiv-
ity and technological innovation;

* the increased role of participation’in the
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implementation of effective reforms both
during crises and in periods of stable so-
cial development.

Participation is a non-monetary resource
which can promote development without strain-
ing the state budget. It is also an essential ele-
ment in a democracy, preparing people for the
new conditions of freedom, responsibility and
opportunity and bringing home the fact that these
qualities are inextricably linked. A politically ac-
tive population can draw the government’s atten-
tion to problems arising in the development pro-
cess. Government can then respond in a timely
manner to address the issues and avert negative
trends. )

On the other hand, no unequivocal conclu-
sions about the impact of participation during
democratization are possible. A mobilized popu-
lation may refuse to endure the difficult social
consequences of the transition for the benefit of
indefinite gains in the future. As a result, not only
individual unpopular governments, but demo-
cratic institutions themselves, as well as overall
reform policies, may lose legitimacy.

The question then becomes how can popu-
lar participation be promoted in such a way as to
facilitate the reform process and strengthen de-
mocracy? This is one of the most important di-
lemmas faced by the new democratically elected -

governments.

Trends in Participation

Participation: Quantity and
Quality

In post-socialist societies, participation has
a number of peculiar characteristics relating to
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Box 5.1

" Government in Latvia

he Republic of Latvia declared independence on 18 November 1918. A Constitu-

tional Assembly was elected in April 1920 and the Satversme (Constitution) was
adopted on 15 February 1922. Following the restoration of independence in 1991, the
Satversme once again became the foundation of government in Latvia. Among the core
features of Latvia’s system of government are the following:

- a one-chamber Saeima (parliament) consisting of one hundred deputies elected for
a term of three years;

- the Saeima elects the State President for a term of three years;

- the Prime Minister is nominated by the State President and, together with the Cabi-
net, must gain the approval of a majority in the Saeima;

- the appointment of judges is confirmed by the Saeima.

Political parties and associations must submit lists of candidates to the Central Elec-
toral Commission and parliamentary elections take place on the first Sunday of October
and the preceding Saturday. Lists of candidates are elected on the basis of proportional
representation. To gain representation in the Saeima, an electoral list must garner at least
tive percent of all votes cast (before the 1995 elections, the threshold was four percent).

Elections to the Saeima were held in 1922, 1925, 1928, 1931 and following the
restoration of independence, in 1993 and 1995. Thus, the current parliament is the Sixth
Saeima.

There are 12 Government ministries in Latvia— the Ministries of Agriculture, Cul-
ture, Defence, Economy, Education and Science, Environmental Protection and Regional
Development, Finance, Foreign Affairs, Interior, Justice, Transport and Welfare, Labour
and Health. Neither the Prime Minister nor the members of the Cabinet are required to
be Saeima deputies.

Latvia has a three tier court system — district (city) courts, regional courts and the
Supreme Court. Legislation establishing a Constitutional Court is currently in the Saeima.

Local government in Latvia is decentralized, consisting of a total of 594 municipali-
ties: 7 Republic-level cities (Riga and the six largest towns — Daugavpils, Jelgava, Jurmala,
Liepaja, Rezekne and Ventspils), 26 districts, 69 towns, and 492 rural districts.

Further information can be obtained on the World Wide Web from the Saeima
homepage, URL: http//www.sacima.lanet.lv

quantity, structure and content. At the beginning
of the national awakening in the late 1980s, the
level of popular political participation grew rap-
idly along with liberalization. All former socialist
states experienced the so-called “wave of partici-
pation,” which differed radically in form from the
participation cultivated during the years of So-
viet rule.
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For the first time since the 1930s, the Lat-
vian people enjoyed relative freedom to express
their thoughts, views and opinions, to form po-
litical movements and parties, that is, alternatives
to the Communist Party of the Soviet Union
(CPSU), and various non-governmental organi-
zations, to participate in rallies and demonstra-
tions in accordance with their own views and will,
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rather than in submission to the decrees and con-
trol of the ruling totalitarian structures. During
the period 1988-1991 the level of political activ-
ity was high: the level of “unconventional” par-
ticipation (for example, protest) in Latvia was
several times greater than the average level of
activity in democratic countries (see Tables 5.1
and 5.2).

However, it should be noted that the “awak-
ening” period of the late 1980s was an extraordi-
nary time in Latvia’s history — as in so many
other transition countries — and it would be rela-
tively safe to posit that such levels of participa-
tion are not likely to be reached again. A com-
parison of survey data from 1991 and 1994 dem-
onstrates that popular political participation has
indeed declined overall. Furthermore, data on
popular activity in 1995 indicate that during the
past year only contacts with representatives of
political institutions have grown, whereas the
number of people involved in non-governmental
organizations continues to fall (see Table 5.2).
Likewise, fewer people participated in campaign
activities leading up to the Sixth Saeima (Parlia-
ment) election than was the case with the Fifth
Saeima election.

In order to gain a deeper understanding of
participation in Latvia, individual forms of par-
ticipation must be analyzed more closely. Such
an analysis can involve a very broad overview of
various forms of participation; however, a suffi-
ciently clear picture of popular political activity
can be gained from the data on participation in
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elections, election campaign organization, con-
tacts with representatives of political institutions,
protest activities, and political parties and NGOs.
Comparative studies are typically based on analy-
sis of precisely these forms of participation.

Participation in Elections

In Latvia, as in developed democracies, elec-
tions are the form of participation which attracts
the most people. However, since 1990 the per-
centage of the population participating in elec-
tions has decreased with each Parliamentary elec-
tion (see Tables 5.1 and 5.3). This decrease can
be explained by a range of factors.

In 1989 and 1990, elections took place un-
der conditions of heightened mass political ac-
tivity and clearly defined electoral conflict. The
electoral goal of one segment of the population
was the restoration of independence, democra-
tization of society and introduction of a free mar-
ket economy, while the goal of the other (less
active) segment was the preservation of a uni-
fied USSR. In the elections, the former group
triumphed.

The decline in electoral activity during the
Fifth Saeima election can be explained by a spe-
cific factor: legislative changes. Only those inhab-
itants of Latvia who had renewed or inherited
Latvian citizenship could participate in the Fifth
Saeima election (see Boxes 5.1 and 5.2).. Nearly
a third of Latvia’s voting-age population — all

Table 5.1

Political Participation in Latvia, 1988-1991
(Percentage voting at least once during the given time period)

Election

USSR Congress of People’s Deputies, 1989
Local government, 1989

Latvian SSR Supreme Council, 1989-1990

Never voted

. | 87

Total Latvians Other

Population Groups
69 77 61
78 84 72
80 88 72
10 6 - 14

85



Chapter B

Box 5.2

Ethnic Aspects of Participation
and Prospects for Integration

n view of the multiethnic nature of Latvian society (see Latvia Human Develop-

ment Report 1995), an analysis of the ethnic dimensions of participation and de-
mocratization is highly instructive. Democratization is dependent on the sociopolitical
activities and civic consciousness of both individuals and groups. If the activity levels
of various ethnic groups are balanced and founded on more or less similar social and
cultural values, then the possibility of mutual integration increases. On the other hand,
if various ethnic groups are socially and culturally very different or if they consider
themselves to be so, then the process of integration can meet with hostility and can
threaten democratization.

Since the beginning of the awakening in the mid-1980s, non-Latvians have been
less active politically than Latvians (see Tables 5.1 and 5.2). One explanation could be
that during the Soviet period Latvians felt discriminated against both as representa-
tives of an ethnic group and as individuals. This “double pressure” fostered solidarity
among Latvians and served as a basis for social-political activity. Survey data indicate
that nearly two-thirds of Latvians consider ethnicity as their primary collective ideri-
tity, as compared to only one-fifth of all non-Latvians. Thus, among Russians and other
non-Latvians in Latvia, ethnicity could not serve as a unifying element in the struggle
against Soviet power. The significance of Latvians’ shared historical experience as citi-
zens of the pre-war independent state of Latvia should not be underestimated.

Since the renewal of independence, the level of political activity among the major-
ity of non-Latvian ethnic groups has remained below the national average. In part this
can be explained by the fact that nearly two-thirds of non-Latvians, most of whom
entered Latvia after the second World War under Soviet migration policies, are not
citizens of Latvia and therefore may not vote in elections. Despite criticism of the Law
on Citizenship, many potential citizenship candidates have so far demonstrated little
initiative toward obtaining citizenship. For example, the number of those entitled to
apply for citizenship in 1995 has been estimated by some to be as high as 200,000,
while only just over 17,000 had taken advantage of this by the end of January 1996.
There are several possible reasons for the lack of activity in this realm: inadequate
information about the procedure for obtaining citizenship, the desire to preserve cer-
tain advantages of being a non-citizen (not needing a visa to travel to Russia, not hav-
ing to serve in Latvia’s military forces), the relatively high application fee and the re-
quirements of the Latvian language examination for naturalization.

If non-Latvians have been comparatively inactive in the sphere of political inte-
gration, the same cannot be said of trends in education, culture and other areas. Sur-
vey data indicate that in recent years the views of Latvians and other ethnic groups
have grown closer on nearly every issue. More importantly, since the restoration of
independence the number of non-Latvian children attending Latvian-language schools
has continuously increased. This trend is favourable from the perspective of democra-
tization, as it promotes integration of the new generation of non-Latvians into Latvia’s
majority culture, reduces value differences between various groups and facilitates the
acquisition of Latvian and thus, passing the naturalization exam. If the National
Programme for Latvian Language Training is aggressively implemented (see Chapter 4
on Education Reform), the pace of integration may significantly pick up as well.
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Soviet-era immigrants and their descendants —
was unable to participate in the electoral process.
This affected not only the level of electoral activ-
ity among the population at large, but also the
level of activity in other forms of political partici-
pation. On the other hand, the level of electoral
participation decreased among citizens as well,
particularly in the local government elections in
1994 and the Sixth Saeima election in 1995 (see
Table 5.3).

While the Law on Citizenship was passed in

1994, initial levels of naturalization have not sub-
stantially enlarged the electorate. The decrease
in participation in the Fifth Saeima elections, as
compared to previous votes, can in part be un-
derstood in the context of the citizenship debate,
whereas the decrease in voting among those who
could vote in both the Fifth and Sixth Saeima
elections can be partially explained by the sharp
decline in the standard of living (see Latvia
Human Development Report 1995 and Chap-
ter 3 on Economic Policies and Changes in
Living Standards). The socioeconomic situa-
tion which developed after the restoration of in-
dependence did not fulfill the hopes which the
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majority of citizens had nurtured during “the
Singing Revolution.” Economic stratification and
a sharp polarization of income levels engendered
political alienation in a segment of the citizenry.

If the 1990 Supreme Council election was a
single-issue election, then the Fifth Saeima elec-
tion can be seen as an election based on person-
alities or a popularity contest, as the largest pro-
portion of voters (40 percent) selected electoral
lists on the basis of the candidates themselves (see
Table 5.4). Partly as a consequence of rising public
impatience for the benefits of reform as well as
incidents such as the banking crisis, the majority
of political leaders suffered a loss of credibility
during the past years; therefore, in the Sixth
Saeima election only 17 percent of voters’ choices
were based on trust in a particular candidate (see
Table 5.5). Party identity as a determinant of elec-
toral choices is also weak, for party memberships
have not yet stabilized (only one out of four vot-
ers voted for a party to which he/she identifies
himself/herself as belonging). To a certain degree
the Sixth Saeima election can be viewed as a pro-
test vote, for the majority of voters chose a list
other than the one they supported in the Fifth

Table 5.2

Political Participation in Latvia, 1988-1995
(Percentage participating at least once during the given time period)

1988-1991 1991-1994 1995 i
All Lat. Other All Lat. Other All Lat. Other
" Participation in election
campaigns 38 44 31 24 30 18 19 19 19
Contacts (with Saeima
deputies, local council
members, civil servants,
media representatives) 48 56 40 20 28 12 28 36 19
‘Party membership 20 32 7 3 5 1 5 8 2
Social organization ' _
membership 54 52 56 42 48 37 20 26 12
Protest (participation in
demonstrations, strikes,
pickets, petition signing) 80 89 70 24 32 16 12 12 12
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Table 5.3

Participation in Elections
1993-1995
(Percentage of eligible
voters voting)

Fifth Saeima election, 1993 89
Local government elections, 1994 63
Sixth Saeima election, 1995 72

Saeima election. More than 10 percent of voters
state that they voted for a list with which they do
not agree, because there was no alternative.

Electoral activity was also affected by elite-
mass alienation. People’s belief in the efficacy of
their participation is low (see Table 5.6). Since
channels of mass political participation are weakly
developed, people were activated to vote as a pro-
test against the slow and in some cases unsuc-
cessful course of reforms and the accompanying
problems — unemployment, the banking crisis,
increasing crime. The niche created by popular-
elite alienation was successfully filled in the Sixth
Saeima election by a few populist parties which,
by criticizing unpopular government decisions
and mistakes and promising rapid prosperity,
stimulated heightened electoral activity.

The level of electoral participation is also
adversely affected by the slow emergence of
popular consciousness about socioeconomic in-
terests. Among the social groups capable of con-
sciously linking their interests with a particular

political party were successful business people,

their family members and the bureaucracy.
Among the most active voters in the Sixth Saeima
election were also salaried employees of state
enterprises and government agencies, and the
self-employed. As in previous elections, women
were slightly more active than men, and residents
of rural areas and small towns were more active
than inhabitants of Riga, which can be explained
by the fact that a greater portion of non-citizens
live in the capital.

Participation in Electoral
Campaign Organization

Participation in electoral campaign activities
takes different forms, such as campaign manage-
ment, campaign work on behalf of a candidate
or party (organizational responsibilities, prepar-
ing various written materials, disseminating cam-
paign literature), fundraising and contributing,
campaigning at home and at work, organizing and
attending rallies, participating in and organizing
meetings with candidates, working at polling sta-
tions and so on.

Participation in campaign activities requires
a relatively high degree of personal initiative. In
Latvia the most popular activity during both the

- Fifth and Sixth Saeima elections was attendance

at campaign rallies and gatherings (see Table 5.7);
however, this is the form of participation which
demands the least personal initiative, along with
contributing money and participation in electoral
committees.

A comparison of survey data from the Lat-
vian Soviet Socialist Republic Supreme Coun-
cil election campaign in 1990, the Fifth Saeima
election campaign in 1993 and the Sixth Saeima

Table 5.4

What Determined -
Your Choice in the
Fifth Saeima Election?

(Percentage of respondents)

Candidate I wished to support

was on the list 40
Liked campaign platform 22
Other lists were less acceptable 15

Recommended by friends, family 9
No reason 3

Candidate made a good impression
in the mass media 3
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election campaign in 1995 reveals that popular
involvement in pre-election activities has fallen,
particularly during the Sixth Saeima election
campaign (see Tables 5.2 and 5.7). Among the
more active participants in campaign activities
were state and private-sector salaried employ-
ees, business people and students. People with
either a low educational level (incomplete sec-
ondary education) or a higher education were
more active than people with a secondary edu-
cation. It is interesting to note that prior to the
Sixth Saeima election women were more active
than men in all campaign activities except cam-
paign management.

Contacts with Heads of Govern-
ment Agencies, Civil Servants
and Media Representatives

This form of participation comprises con-
tacts with Saeima deputies, local government

council members, directors and employees of -

executive branch structures and the media. It is
an important indicator of popular political ac-
tivity, for it reflects people’s readiness to par-
ticipate in the political decision-making process.
During the transition period, however, it can
also reflect people’s attitudes toward and trust
in newly created democratic institutions. In the
worst case scenario, contacts can reflect not
participation, but the process of overcoming
bureaucratic barriers created by these very in-
stitutions themselves. '
Research data indicate a noticeable decline
in this form of participation between the 1988-
1991 period and the 1991-1994 period (see Table
5.8). One reason for this decline is disappoint-
ment with the performance of new democratic
institutions, which is confirmed also by the mea-
surement of trust for these institutions (see Table

5.9). Although trust in new democratic institu- -

tions increased overall during the 1992-1993 pe-
riod, nonetheless people have greater trust in the
institutions of civil society (the church, the me-
dia) and banks (until May 1995) than in political
parties, local governments, the Cabinet of Min-
isters and Parliament.

i~
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Table 5.5

What Determined Your
Choice in the Sixth
Saeima Election?

(Percentage of respondents)

Voted for party I consider mine 26

Campaign platform most closely
conforms to my views 18

Candidate I wished to support
was included in the list 17

Other lists were less acceptable 12
Recommended by friends, family 6

Liked party’s performance

in Fifth Saeima 5
Candidate made a good impressiorn

in the mass media 5
No reason 3

Analysis of survey data indicates that the
most popular and most frequently contacted were
local government council members and civil ser-
vants, whose involvement, regardless of the lack
of trust, is necessary in addressing social issues
and in launching a private business (see Table
5.8). People were significantly more reserved in
contacting representatives of other state agencies.
Overall the level of this type of activity during the
1991-1994 period was around three to four times
lower than in more developed democracies.

However, studies indicate that the situation
has changed in the last year, and activity has in-
creased slightly. During the last year, residents
of Latvia’s largest cities (except Riga) have been
more active in attempting to resolve problems
with the assistance of local government civil ser-
vants and council members. Among the most ac-
tive groups are salaried employees and business
people, Latvians, and people with higher educa-
tion in the 26-55 age group. Housewives and
women are less active in contacting government
agency employees.
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The Media:
Problems and Influence

One of the most important factors affecting
participation and the development of civil soci-
ety during the transition is media activity and
media interaction with broad segments of the
population.

'During the period of the awakening, Latvia’s
media played a pivotal and irreplaceable role in
unifying, consolidating and inspiring the nation,
thereby acquiring widespread authority and re-
spect. In the post-awakening period, the media
have retained popular trust to a greater degree
than other institutions, although this trust is
gradually dwindling (see Table 5.9).

During any transition period, the media play
a critical role, as the need for free, democratic
discussion is particularly acute. Discussion is
needed on the appropriate model of state-build-
ing and on managing the transition from an ad-
ministered to a market economy so that the wel-
fare of all segments in society improves. Only
through a broad public debate on strategy and
reform measures can the popular sense of par-
ticipation in and shared responsibility for the
state be preserved. Such a debate is an essential
instrument for the creation of civil society and
the promotion of human development.

Unfortunately, few journalists, politicians or
members of the public were prepared for such a
debate in Latvia. Most media outlets were not
prepared to effectively present difficult transition
issues. Instead, much of the media maintained,
if it did not actually create, a sense of euphoria,
which later contributed to a bitter sense of disil-
lusionment. Instead of attempting to identify the
root causes of problems, many politicians and
media outlets continued to offer familiar, simple
answers to the complex issues related to Latvia’s
transformation to a market-oriented state based
on the rule of law.

The 1995 banking crisis directly affected the
financial status of many media outlets and sharply
diminished the advertising market. Since 1992
advertising had already come to account for a sig-
nificant portion of media income. 1995 put the
entire media sector in a difficult position: for the
first time since 1992, the supply of journalists
exceeded market demand. This affected the ma-

_ jor newspapers as well: one went bankrupt and

others were forced to cut staff. National televi-
sion, too, announced the layoff of a third of its
staff at the end of 1995.

Attempts to introduce “quality journalism”
— journalism that sets standards and establishes
the influence of the media, actively fosters and
expresses independent social thought, renders

Respondent’s Views of Ability to
Influence Government Policy, 1993-1994
(Percentage of respondents)

Society has inadequate ability
to control political events

The average person can
accomplish nothing by
appealing to civil servants
Government generally pays
attention to society’s views
Politicians’ decisions generally

serve the national interest

Table 5.6
December 1993 May 1994
75 75
75 75
21 22
20 22
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government transparent and acts as a watchdog
— have encountered difficulties. On the one
hand, qualified journalists are scarce, on the

~ other, public support for such journalism is weak.

One explanation is the negligible size of the
middle class, which is the primary consumer of
quality journalism.

While some media outlets continue to blur
the line between news and commentary, others
have blurred the line between news and adver-
tising. Several journalists admitted to accepting
payment for publishing pre-election interviews

during the autumn of 1995. Similar processes

take place in other media, including television,
where many broadcasts are “privately” funded
either in full or in part, and advertisements are
presented as substantive journalism. As a result,
information provided by the media is often “doc-
tored” and inaccurate, which frustrates the pub-
lic and alienates the potential media audience. In
an attempt to preserve the audience (and the in-
terest of potential advertisers), journalists in-
creasingly resort to sensationalism.

Journalism with a weak quality component
cannot adequately ensure the development of civil
society: sensationalism and scandals obscure
causal relationships and the real issues. The mass
media thereby often fail to promote social inte-
gration, but rather alienate the public from the

Chapter B

state and politics. The public, in turn, feels a grow-
ing sense of insecurity and helplessness, resent-
ment, and a conviction that the average person
is incapable of influencing the political decision-
making process. .

The role of the mass media in promoting so-
cial integration in a heterogeneous country like
Latvia cannot be overemphasized (see also Box
5.2). However, both the choice of material and
the presentation of issues differs radically in the
Latvian- and Russian-language media: one often
has the impression that they depict different
countries. Audience surveys carried out by Bal-
tic Media Facts have shown that for the most part
the readerships of Russian-language and Latvian-
language publications do not overlap; the excep-
tions are advertising publications and, even more
so, children’s publications. For example, one third
of the readership of some Latvian children’s pub-
lications are non-Latvian children. This may well
promote the integration of the new generation of
non-Latvians into the Latvian milieu.

In spite of difficulties in the media market,
public contact with media representatives has
grown during the past year (see Table 5.8). Sur-
vey data indicate that students, state and private-
sector salaried employees, women, people with
higher education, people in the 26-55 age group
and Latvians are the most active in this respect.

Table 5.7

Participation in Electoral Campaigns, 1988-1995
(Percentage of respondents, at least once during the given time period)

Participated in candidate

nomination meetings

Led or participated in electoral campaign
Promoted a candidate

Attended campaign rally

Worked on electoral committee

Worked at polling station

Attended meeting with candidate
Participated in no pre-election activities

No answer

1988-1991 1991-1994 1995
25 - -
- 2 3
13 4 2
- 6 5
7 3 2
11 3 -
- - 7
62 76 81
6 6 -
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Participation
in Protest Actions

Protest is an unconventional form of partici-
pation. However, during the transition, especially
in its early phase, protest plays a noteworthy role.
On the other hand, the same forms of protest can
reflect radically different content and goals at dif-
ferent points in time. During the first phase of

* the transition (1988-1991), protest activities

were directed against totalitarian institutions and
the level of such political activity (signing and
launching petitions, participating in demonstra-
tions, picketing, strikes) was much higher than
in stable democracies. It is self-evident that the
activity level would fall off during subsequent
phases of transition. Moreover, after the at-
tempted August 1991 coup, the content of pro-
test actions changed radically and began to re-
flect dissatisfaction with difficult social condi-
tions, the slow pace of reforms and the disap-
pointing performance of state institutions (e.g.
the bank crisis).

However, protest activities have diminished
so greatly as to suggest mass passivity (see Table
5.10). Up to May 1994 inhabitants of Latvia were
several times more passive than those of stable
democracies in certain forms of protest, such as
petition signing and participation in demonstra-
tions. The situation changed to a certain degree
in the second half of 1994 and in 1995, when dis-
satisfaction with economic conditions motivated
first physicians and then teachers to strike. At the
end of 1995 dissatisfaction with low wages and a
weak social safety net was expressed by 30,000
people in a march led by the Latvian Association
of Free Trade Unions. Despite the overall decline
in protest activities, survey data does confirm that
participation in demonstrations and strikes has
increased during the past year (see Table 5.10).

A comparison of data from 1993 and 1995
suggests that the past two years have seen an in-
crease (from 30 percent to 40 percent) in the
number of people who believe that they might
participate in protest demonstrations because of
economic hardship (unemployment, closing of
enterprises). The most active protesters are Riga

residents and salaried employees of government

agencies and state-owned enterprises. Citizens
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have signed petitions more frequently than non-
citizens. Again, people with higher education and
in the 26-55 age group have been the most ac-
tive protesters.

Participation in Political
Parties and Movements

In the initial stage of the transition period,
the umbrella Popular Front organization, as well
as various parties and social organizations de-
voted their energy to the deconstruction of the
old system, reviving the nation’s historical
memory and unmasking the crimes of the Soviet
regime. They succeeded in mobilizing people
against the regime, involving one-fifth of Latvia’s
population in their activities. After the restora-
tion of independence, the subsequent loss of a
unifying goal and the emergence of divergent
political interests among party leaders, a process
of fragmentation and regrouping set in. Some
parties ceased to exist, while others split or fused
to form new parties.

This process generally had a negative impact
on the recruitment of new party members and the
formation of a party image with the public (see
Table 5.2). Nonetheless, in 1994 3.4 percent of
respondents indicated membership in a political -
movement or party, and in 1995 this figure had
grown to about 5 percent. The level of trust in
political parties remains low, noticeably lower
than for other institutions. This can largely be
explained by the fact that both the party system
and party membership have yet to stabilize. Vot-
ers have encountered difficulties in orienting
themselves among the numerous parties and their
programmes (for example, 19 party lists com-
peted in the Sixth Saeima elections).

The majority of parties are active only dur-
ing the pre-election period, as activators of mass
political participation and as intermediaries be-
tween state institutions and civil society. One
exception is the “For Fatherland and Freedom”
party’s petition drive to hold a referendum to
amend the Law on Citizenship. 10,000 signatures
were collected to initiate the petition process, but
the subsequent attempt to garner the signatures
of the required 10 percent of eligible voters in
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January-February 1996 failed. However, more
than 126,000 signatures were collected overall,
which suggests that it is possible to elicit citizen
participation in the legislative process.

Since the Fifth Saeima rejected a bill propos-
ing state financing of political parties, parties
must rely on private donations. However, this has
contributed to transforming some parties into
lobbies that mediate between their financial sup-
porters and the government bureaucracy (see also
Chapter 3 on Economic Policies and Changes
in Living Standards). One attempt to curb this
trend met with failure, when deputies of the Sixth
Saeima voted to delay implementation of an anti-
corruption law until 1 June 1996. This law for-
bids parliamentary deputies from having paid
employment elsewhere. A legislative framework
that enables conflicts of interest to flourish among
the political elite hinders the consolidation of
political parties, as a lobby is not a truly repre-
sentative body.

Participation in Non-Govern-
mental Organizations

As outlined in Latvia Human Develop-
ment Report 1995, the development of inde-
pendent social organizations began in the second
half of the 1980s. In part, this process reflected
the rejection of total state control by existing so-
cial organizations which throughout Soviet rule
had existed as CPSU satellite-organizations fi-
nanced by the state budget. The emergence of
independent organizations also reflected a par-
tial transfer of state functions to society.

In the late 1980s, participation flourished in
various social organizations and movements, es-
pecially those concerned with environmental pro-
tection and reclaiming the heritage of the past
(see Table 5.2). In 1991 54 percent of all survey
respondents identified themselves as members of
at least one social organization. Three years later,
in 1994, only 40 percent did so, and in February
1996, only 20 percent, the majority of whom are
members of trade unions.

Survey data indicate declining participation
in trade unions as well. Evidently, with the de-
velopment of new economic relations in both the
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manufacturing and service sectors, the protection
of employee interests required new organizational
foundations. Participation in trade unions under
post-socialist conditions is a particularly compli-
cated matter, for the linkages between the Soviet
trade union (as a school for communism) and the
totalitarian state were particularly tight. While
formally representing the interests of working
people, trade unions actually functioned as a
mechanism of state control over workers (as did
the various creative unions and professional as-
sociations of the Soviet period) and a vehicle for
the distribution of various privileges. These trade
unions were financed by state enterprises and
agencies, and membership in them was largely
formal.

After the restoration of Latvia’'s indepen-
dence, the trade union movement divided into
those that continued to operate as individual
trade unions, and those that joined together to
form the Latvian Association of Free Trade
Unions. The latter comprise approximately 40
percent of all trade unions and are based prima-
rily in industry. These trade unions attempted to
develop policy independently from the state and
to carry out, at least partially, the functions of
independent trade unions. They attempted to
enter politics, putting forth candidates in both the
Fifth and Sixth Saeima elections, but without
success. On the other hand, the protest activities
of individual trade unions (the teachers’ strike and
the strike of December 1995) reminded the pub-
lic of the role of trade unions in defending the
interests of social groups. '

The democratization of society is clearly re-
flected in the development of civil society and its
most significant element, non-governmental or-
ganizations — associations, funds, unions, soci-
eties and so on. These organizations seek to de-
fend human rights, promote economic initiative
and development, prevent environmental degra-
dation and provide social assistance to some of
Latvia’s most vulnerable groups, such as children.

Theoretically this non-profit sector is orga-
nizationally independent from the government.
However, in many post-socialist countries the de-
velopment of such organizations is impeded by the
lack of a sufficiently strong stratum of medium
and small enterprises, economically independent
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from the state, which is the economic basis of any
civil society. While restructuring in the other two
sectors — government administration and the
market — was initiated from the top down, the
growth of the third sector is also dependent on
developing the appropriate legislative framework,
which can fundamentally influence the develop-
ment of non-governmental organizations.

In order to promote the consolidation of de-
mocracy and successful human development, it
is absolutely essential to create favourable con-
ditions for non-governmental organizations, for
they play a fundamental role in the reform pro-
cess, filling gaps in the state budget with their
activities and resources and promoting both ver-
tical linkages between the individual and the state
and horizontal linkages within society. Here, the
government faces a difficult problem. It must
stimulate the growth of an autonomous sector
that will take over some state functions and act
as a watchdog. However, this imperative conflicts
with the essence of the post-totalitarian state,
which tends to jealously guard the prerogatives
it enjoyed under socialism.

The past year witnessed some initiatives on
the part of state institutions in the realm of stimu-
lating activity in society. In January 1995 the
Cabinet endorsed a Public Administration Re-

form programme aimed at emboldening society.
The programme stressed the need to involve as
many social organizations as possible in public
administration and officially affirmed the public’s
right to obtain information from government in-
stitutions.

Government efforts to stimulate active par-
ticipation by social organizations in decision-
making processes have brought some positive
results. For example, a tripartite council of trade
unions, employers’ organizations and the state
(Ministry of Welfare, Labour and Health) is.ac-
tive in coordinating decisions on wages, benefits,
and other matters. The Physicians’ Union has
taken over all functions related to the accredita-
tion and licensing of physicians. The Union of
Local Governments has strengthened its dialogue
with the central government. Ministries invite
organizations and individuals to present their
views on particular issues in permanent task
forces and fora. Government, Parliament and
NGO representatives cooperated in preparing for
the Fourth World Conference on Women held in
Beijing, China in the autumn of 1995. The Gov-
ernment has initiated the task of ensuring public
access to information through the programme
“Link with the Citizen,” which has produced ten
brochures on rights and responsibilities and or-

Contacts with Government Officials
and the Mass Media, 1988-1995

(Percentage of respondents, at least
once during the given time period)

USSR People’s deputies

Republic of Latvia Supreme Council deputies

Saeima deputies and staff

Cabinet of Ministers members and staff
Local government council members
Local government staff

Radio, TV, newspaper correspondents
No contacts
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Table 5.8
August 1988-  August 1991- 1995
1991 1994

6 . .
14 - -

- 3.1 4.9

5 1.7 1.8

5 7.0 9.0
24 3.6 15.9
9 1.8 4.3
52 78.4 71.8
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Table 5.9

Do You Trust the
Following Institutions?

(Percentage of

total respondents)
March May
1995 1995
Radio Latvia 82 81
LTV 82 79
The church 71 70
Latvia’s press 65 64
Bank of Latvia 49 38
The courts 39 50
Cabinet of Ministers 34 37
Saeima 30 35
The police 26 32

ganized several far-reaching information cam-
paigns on issues of tax and budget policy and elec-
toral rights.

In recent years the growth of NGOs has in-
tensified in Latvia, although it is virtually impos-
sible to obtain precise information about the
number, size and structure of such organiza-
tions. According to expert estimates, there are
approximately 1200 to 1500 such organizations
in Latvia, with a total membership of several tens
of thousands. However, at this time it is unclear
to what degree these organizations exist only on
paper and to what degree they are actually ca-
pable of influencing government policy. The
Ministry of Welfare and the United Nations
Development Programme have undertaken a
comprehensive survey of the NGO sector and
will soon publish an inventory giving details of
some 250 organizations.

Although results are not fully representative,
survey data suggest that most NGOs focus on
issues related to children, poor families, pension-
ers and the disabled, and that their most signifi-
cant functions are education, information, con-
sultation and the distribution of humanitarian aid.
Two main types of activity can be distinguished:
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(1) care and assistance; and (2) defence of social
interests and monitoring of government. Financ-
ing sources are varied: membership fees (men-
tioned in 60 percent of cases), individual dona-
tions (33 percent), donations from enterprises
and firms in Latvia (39 percent), foreign dona-
tions (30 percent), local government allocations
(22 percent), national budget allocations (9 per-
cent) and income from commercial activity (12
percent). Curiously, representatives of national
and local government agencies are involved in the
leadership of around a third of the organizations
surveyed. At the moment, it remains an open
question whether the involvement of government
representatives in the leadership of these orga-
nizations will bring them under government con-
trol or whether such involvement will enable the
relevant NGOs to present their aims more effec-
tively to state institutions.

Of the 20 percent of respondents to a survey
carried out in February 1996 who identified them-
selves as belonging to a social organization, more
than half are trade union members (58.8 percent).
Employees of state enterprises or agencies are the
most active participants in social organizations,
and they most often participate in trade unions
(73 percent). It is characteristic that an equal per-
centage of women and men (20 percent) are in-
volved in social organizations, but men are more
often involved in trade unions than women (65
percent and 51 percent, respectively), while
women are more active in other organizations
(professional associations, special interest clubs).

A similar pattern emerges if we compare
participation in organizations by Latvians and
other ethnic groups. Latvians overall are more
active than other ethnic groups (26 percent and
12 percent, respectively), but while Latvians are
more involved in trade unions than are other eth-
nic groups (72 percent and 48 percent), the lat-
ter are noticeably more involved in other organi-
zations (particularly special interest clubs). Citi-
zens are more active than non-citizens; residents
of Latvia’s large cities (except Riga) are more
active than those of small towns and rural areas.
People with higher and‘fn'complete higher edu-
cation are more active than others.
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Table 5.10

Protest, 1988-1995

(Percentage, at least once during the given time period) |

Signed petition

Organized petition drive
Participated in demonstrations
Participated in pickets

Participated in strike

Committed violent acts for political reasons

Never participated in protest activities

Obstacles to Participation

The socioeconomic, cultural and political
legacy of totalitarianism constitute the primary
impediments to increased participation (see also
Box 5.3). All post-socialist societies have weakly
differentiated social structures. Total state con-
trol over property, employment and mobility, the
weak link between labour quality and material
compensation, and the lack of competition in the
early phases of the transition hinder the forma-
tion of social interests and identities. Conflict
between and within interest groups is at the cen-
tre of civil society and participation. Social organi-
zations which participate in the creation and reso-
lution of these conflicts can base their activities
in ideology, professional identity, form of employ-
ment, or membership in a social stratum. In Lat-
via these properties are still only nascent, and,
therefore, achieving economic, political and so-
cial participation on a mass scale is problematic.

The development of participation is also hin-
dered by the fact that the banning of indepen-
dent social organizations under the totalitarian
regime destroyed the institutional stratum that
links the state and the individual. In Latvia dur-
ing the transitional period, this vacuum has some-
times been filled by pseudo social organizations.
For example, various organizations which func-
tioned under the totalitarian regime were easily
transformed — professional unions and associa-

)

1988- 1991 1991- 1994 1995
40 11.9 2.5

- 2.8 -

57 3.1 5

5 2.6 1.4

8 1 3

0.5 0.5 0

20 7.5 88

tions, as well as various “bastard” institutions (the
mafia, the protection racket). These organizations
are not rooted in society, and their activities do
not link the organizations’ specific goals with the
interests of society as a whole, but only with the
interests of very particular groups.

In comparison with the totalitarian era, when
people were not given the opportunity to think
“unsanctioned” thoughts, to discuss and take part
in social and political activities, during the transi-
tion period the number and complexity of social
and political problems have increased. The major-
ity of people, however, were unprepared for the
new opportunities. As it turned out, the constitu-
tional right to participate in social life and politics
does not ensure the ability to do so. Resources for
participation are required: knowledge, skills, in-
formation and the ability to orient oneself in a mass
of information, and the necessary psychological
disposition — trust or lack of trust in democratic
institutions and the regime, as well as belief in the
significance and effectiveness of participation. To
participate actively in social and political pursuits,
leisure time is necessary. But leisure time is scarce
during a difficult economic transition, when, for
many, eking out a survival and supplementing a
meagre income are paramount. As in mature lib-
eral democracies, the classic differentiating role of
resources is evident in Latvia: higher education,
as well as higher income and social status corre-
late with higher levels of participation.
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The totalitarian legacy manifests itself in the
dominant political trends as well. The former
nomenklatura-type cadres policy, political corrup-
tion and repression, the unsuccessful experiment
in centralized economic planning, botched re-
forms, unfulfilled promises, the degradation of
the environment all reinforced the division of the
public and private spheres and discredited poli-
tics as such, including the political elite and the
political party as political institutions. The inex-
perience of the new political elite, the failure of
economic reforms to satisfy public expectations
and the slow implementation of many reforms
during the transition period have facilitated alien-
ation from politics (see Table 5.11). '

~ The contradictory post-totalitarian legal sys-
tem and the lack of commonly accepted norms
in the new circumstances hinder participation as
well. One function of political participation is to
influence the state to recognize the interests of
the members of civil society (i.e. of the popula-
tion). However, in the transition period, govern-
ment employees often exploit their office for per-
sonal gain, demanding surplus payment for their
services. Members of the public often pay to
solve problems or to receive the services ensured
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by law. As a result, instead of organizing in or-
der to control and put pressure on state institu-
tions, the public pays them off, thereby render-
ing political participation in its classical sense
meaningless. All in all, this practice fosters cor-
ruption and facilitates and reinforces a situation
in which private, selfish interests take over or buy
out state institutions.

Over a quarter of the population is directly
dependent on the state: state sector employees,
the unemployed, pensioners, recipients of govern-
ment benefits. In the category of partially “depen-
dent” one must also include farmers who benefit
from state subsidies. Under these ciréﬁmstances,
a seller-buyer relationship is formed between the
state (bureaucracy) and a large segment of the
population, leaving no room for equal state-civil
society relations. The emergence of equal state-
civil society relations is also hindered by another
inheritance of the previous regime, the large num-
ber of non-citizens whose options for participa-
tion are limited. '

Elected representatives and the bureaucracy
do not have a strong incentive to promote the
emergence of a strong middle class, the mainstay
of democracy. A powerful middle class actively

Box 5.3

A Checklist of Effective Participation
(From the global Human Development Report 1993)

Do people have:

. Equitable access to health and other aspects of physical well-being?

- Equitable access to knowledge, skills, technology and information?

- Equal human rights?
If there are obstacles, do they lie in:
- The legal system?
- Administrative rules and procedures?
- Social norms and values?
"« The distribution of income and assets?

What should be the priority concern for a strategy to promote people’s participation?
- Increasing public expenditures on human development priorities?

- Dismantling market barriers?
- Improving democratic governance?

. Strengthening the elements of a civil society, such as people’s organizations, NGOs
g g Y; peop 4 >

and a free press?
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Table 5.11

How Interested Are You
in Politics?
(Percentage of respondents)

July  October

1993 1994
Very interested 10 6
Fairly interested 46 38
Not very interested 39 41
Not at all interested 5 15

participating in democratic politics could wrest
control of the distribution of material resources
from elected representatives and the bureaucracy.
But the pace of privatization is slow, and the stra-
tum of entrepreneurs with a stake in ending the
state monopoly is small and divided. Profession-
als (doctors, teachers, journalists and so on), who
form the core of the middle class in stable democ-
racies, are by and large employed in the state sec-
tor and dependent on it. Moreover, low wages
force these professionals to seek supplementary
work, leaving them no time for systematic, po-
litical defence of their interests.

Recommendations
and Policy Options

The most important preconditions for the
growth of participation and the strengthening of
civil society already exist in Latvia: the popu-
lation’s level of education is relatively high (see
Chapter 4 on Education Reform), people
gained outstanding experience in participation
during the period of the awakening, the political
party system is gradually stabilizing, and a range
of non-governmental organizations and media
institutions are in operation. The process of eco-
nomic reform is continuing, albeit not as fast as
originally envisaged, and a middle class, the back-
bone of civil society, is beginning to emerge.

On the other hand, action must be taken to
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avert the negative socialization process that takes
place when part of the population does not orga-
nize to defend its interests, does not fight for its
rights, but pays bribes and fosters corruption and
passivity. A range of measures can be taken to
overcome distrust of public life and promote con-
structive, informed participation — participation
which will strengthen democracy and give a new
stimulus to human development.

Although the Ministry of State Reform was
liquidated in 1995, it would appear to be desir-
able to consider various reforms concerning the
term of office of the Saeima, the structure of the
electoral system and the activities of government
and parties. Discussions are now underway con-
cerning extending the Saeima’s term from three
to four years. This proposal should be supported,
as the current term is too short for deputies to
be able to familiarize themselves with legislative
work and operate effectively and for reform ori-
ented government to be able to take some of the
difficult decisions required during the transition.
Politicians who must continuously campaign have
little time left for public service and for rebuild-
ing tattered public trust in politics. Other pos-
sible electoral reforms should be considered as
well, such as introduction of a mixed voting sys-
tem, which would increase the accountability of
deputies to their constituents.

As can be seen from the results of a large-
scale survey conducted at the end of 1994 by the
Central Statistical Bureau of Latvia and the Nor-
wegian Institute of Applied Social Research
(Fafo), the majority of the population believes
that government officials conceal information to
which society should have access (88 percent)
and that officials work ineffectively (93 percent).
In order to overcome popular alienation from
politics and promote participation, steps must be
taken to strengthen openness and faith in gov-
ernment agencies. A law on access to informa-
tion that promotes such access, rather than lim-
its it, needs to be adopted. Concrete administra-
tive penalties must be enacted against civil ser-
vants (at both the national and municipal levels)
who do not provide information. Legislation
should require civil servants to disseminate infor-
mation to the population.

In this context, the programme “Link with
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the Citizen,” should be continued if not ex-
panded. In addition to its contribution to civic
education throughout society, it is clear that such
awareness-raising mechanisms are needed to help
facilitate a greater understanding of, and more
meaningful participation of society in the various
reforms under way.

To restore faith in government, a strong anti-
corruption law must be passed, prescribing harsh
sanctions for offenders. Consideration must also
be given to strengthening democracy at the local
government level (for example, reporting on the
expenditure of budget funds, local referenda).
Politicians and the media should debate legisla-
tive measures to reform party financing so as to
limit the influence of lobbyists.

Legislation and administrative practice must
be closely analyzed in regard to the founding, fi-
nancing and operation of non-governmental or-
ganizations, so as to understand the obstacles to
growth of such organizations. For instance, the
procedure for registration of NGOs could be sim-
plified. The newly-founded National Human
Rights Office should take the initiative in creat-
ing various expert councils and organizing fora
(for example, on children’s rights, on women’s
rights, on human rights education), in which non-
governmental organizations could cooperate with
government representatives.

While, there are a number of international
support programmes for non-governmental orga-
nizations, a lack of coordination often leads to
duplication and waste of resources. Monthly
meetings of those involved in supporting NGOs,
along the lines of the regular meetings of G-24
representatives in the Ministry of Finance, could
contribute to the resolution of this problem.
These programmes should provide particular as-
sistance in establishing and developing non-gov-
ernmental organizations outside Riga.

As stated in Latvia Human Development
Report 1995, civil society cannot survive with-
out the free exchange of information, which can
be guaranteed only by stable media institutions.
The most important tasks in the media sphere are
to ensure diversity of opinion and clear presen-
tation of those opinions. Although the press is
already exempted from the value-added tax, it
would be worthwhile to consider other forms of
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tax relief as well (for example, a more favourable
profit tax), if only temporarily, until economic
conditions have improved.

Further discussion of what constitutes ethi-
cal behaviour on the part of journalists would be
highly salutary. Assistance programmes should
focus on raising the substantive capacity of the
media to report on reform issues and make them
understandable to the entire population. In ad-
dition, assistance programmes should focus not
only on journalists, but also on media business
managers, for the media will be able to develop
fully only under good management.

In order for people to participate actively and
constructively in the process of human develop-
ment, they must have the relevant democratic
knowledge and skills. The state, non-governmen-
tal organizations and the media play an essential
role in helping people orient themselves in the
new conditions of democracy. There is much
work to be done in this regard: the aforemen-
tioned Latvian-Norwegian survey (Fafo) indi-
cates that 71 percent of Latvian residents agree
with the statement that “politics is so complicated
that someone like me has a hard time understand-
ing it all.” Apparently, much time and effort must
be invested in an effective, all-encompassing civic
education programme, which could be carried out
by the National Human Rights Office in coop-
eration with the Ministry of Education and Sci-
ence, non-governmental organizations, the adult
education system and the media. Some effortsin
this direction are already under way (see Chap-
ter 4 on Education Reform), but it is impor-
tant to recognize the essential role of democratic
education in promoting participation and
strengthening civil society.
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Conclusion

This Human Development Report is in-
tended to continue and deepen the development
debate begun by last year’s Report. A more far-
reaching dialogue emerged this year during the
preparation process itself, as more contributors
were involved and a series of seminars took place
on individual chapters before publication of the
final document. In the end, however, it is action,
not words, that will determine whether and to
what extent the well-being of people in Latvia
improves. To foster action for human develop-
ment, this Report proposes a number of policy
recommendations (see below). Even if the rec-
ommendations are not implemented, it is to be
hoped that they will spur dialogue and focus the
development debate on policy.

While the scope of the issues explored by this
and last year’s reports is broad, several topics
demand further consideration in the future. Last
year’s Report devoted a chapter to “Deteriorat-
ing Health” and Chapter 2 above discussed trends
in mdrtality and life expectancy. However, the
seriousness of the demographic crisis and the
imperative of improving public health, both as a
major determinant of human development and as
a pressing national priority, demand additional
analysis,

A related topic requiring more thorough in-
vestigation is the relation of people to the natu-
ral environment, a theme touched upon in both
Human Development Reports and in Latvia’s re-
port to the UN Conference on Human Settle-
ments. The impact of environmental degradation
on public health in general and on the poorest
segments of society in particular are both largely
unexplored themes in Latvia.

Any examination of the environment will
entail looking at agriculture — a sector of the
economy that receives little attention from many
development economists in the region, who fo-
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cus first and foremost on manufacturing, indus-
trial production, and the growth of the service
sector. While any examination of agriculture en-
tails looking beyond Riga, another, related topic
begging for more attention is regional develop-
ment, and specifically the need to formulate a
regional development strategy that can address
regional inequalities, such as those evident in
Latgale.

UNDP and this year’s Human Develop-
ment Report research team invite the govern-
ment, media, NGOs and the broader public to
read the Report, discuss it and criticize it. One
purpose of the Report is to foster alternative pro-
posals to promote human development. If, like
last year’s Report, this Report should be used in
institutions of higher education as a teaching tool,
it would be useful to hear which parts of the docu-
ment were most useful and which were most de-
batable. If there is further demand, consideration
will be given to issuing an abridged, simplified
version for use in schools. For those with access
to the Internet, this Report can be found at the
UNDP homepage (URL: http://www.riga.lv/
~undp). We eagerly await your comments about
both the analysis in each chapter and the policy
recommendations, which are reiterated below for
your convenience.



Chapter ©

Major Policy Recommendations

Chapter 2,
Human Development During the Transition — The Latvian Context:

¢ Undertake a public awareness campaign aimed at adults stressing health as a value and high-
lighting the dangers of smoking and excessive alcohol consumption; before such a campaign,
assess how best to reach males, whose health has been especially threatened.

e Institute stricter restrictions on smoking in public places. '

* Devote a greater share of resources in state funded health care to preventive and primary health
care.

¢ Build incentives into the health insurance system for regular medical check-ups.

e Increase the excise tax on alcohol and tobacco products.

e Promote public debate on the divide between “official” and “unofficial” reality and ways of over-
coming it (e.g. “official” tax law and “unofficial” tax evasion).

e Promote the “institutionalization of public virtues” by awarding businesses with exemplary
achievements in contributing to Latvia’s development.

¢ Simplify the tax system and bring it into line with the capacity of the state to collect.

¢ Implement promises of tax relief to backward areas and determine why earlier programmes to
promote development in Latgale have not yielded results.

e Change tax policy so that businesses have incentives to invest in employee training.

» Amend legislation to encourage the establishment of credit unions.

¢ Introduce the World Bank budget classification system.

e Conduct a study on why Riga, despite its relatively developed social infrastructure, has such
high mortality from certain causes.

e In the context of the 800th anniversary of Riga, promote public debate on the consequences of
having such a large population concentration in the capital.

Chapter 3,
Economic Policies and Changes in Living Standards:

¢ Deficit spending should be permitted only for human development priorities and a limited number
of long-term projects within the state investment programme; the former must only be done in
combination with a rationalization of public expenditures, the latter must earn or create the
basis for earning a profit.

e Gradually change the structure of financing the budget deficit through loans on the interna-
tional financial market.

o Make reducing the budget deficit through improving revenue collection a top public
priority.

e Enact stricter controls on cash transactions, requiring greater reliance on the banking system to
encourage precise records of income and tax payments.

o Streamline tax administration and impose stricter penalties against tax evasion.

o Amend legislation to permit foreign companies to purchase not only buildings, but also the land
beneath them.

e Increase the number of bilateral treaties on the promotion and protection of bilateral
investments.

o Lift visa regulations allowing foreigners to remain in Latvia for only three months in a year.
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* Amend legislation to allow enterprises to sell debts on the financial market, capitalize them,
and write them off under specific conditions. '

* Amend laws governing insolvency and bankruptcy to provide for mandatory insolvency if an
enterprise fails to fulfill its obligations.

* Impose criminal liability on management if an enterprise fails to announce insolvency when
it should.

* Formulate regional development and employment programmes with provisions for attracting
investment and cheap loans.

* Amend the state investment programme to include a special sub-programme “Investment in
Latgale” focusing on infrastructure development in the region.

* Increase the role of voluntary insurance programmes and create private and municipal pension
funds, but provide strict regulatory oversight.

* Grant family support only to those with lower than average incomes.

" Reexamine the method of calculating the crisis subsistence minimum.

* Consider differentiating social payments to account for differences in costs of living between
urban and rural areas.

¢ Develop a national poverty reduction strategy.

Chapter 4, Education Reform:

* Develop national standards and guidelines not only for basic subjects taught in basic and upper
secondary schools, but also for new subjects being introduced to the curriculum (civics, envi-
ronmental and health education, etc.). )

* Tap teachers’ associations for information on education and training needs.

* Promote the preparation of specialists in education administration.

* Establish teams for the preparation of new teaching resources under the framework of a na-
tional programme.

* Elicit the participation and input of teachers, directors and parents from minority schools in
implementing the National Programme for Latvian Language Training.

* Carry out a public relations campaign to explain to all parties, especially parents, the changes
underway.

* Allot a greater share of education expenditures to investment.

* Weigh the possibility of taking an international credit to facilitate education reform.

* Consider introducing tuition fees and charges for textbooks in institutions of higher education.

* Introduce a system of student loans for higher education.

* Link education finance reform to municipal finance reform by allowing municipalities to gener-
ate supplementary tax revenue for education.

* Consolidate under-utilized schools and increase student-teacher ratios.

* Eliminate duplication of educational facilities offered by different sectoral ministries.

| Chapter 5, Participation and Strengthening Civil Society:

* Extend the Saeima’s term of office from three to four years.

¢ Introduce a mixed voting system.

e Continue and expand the programme “Link With the Citizen.”

* Adopt legislation promoting access to information, enact administrative penalties against civil
servants who do not provide information, and require civil servants to disseminate information
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to the population.

¢ Pass an anti-corruption law that prescribes harsh penalties for offenders. _

* Strengthen democracy at the local government level by reporting on expenditures, organizing
local referenda.

* Promote public debate on party finance reform to limit the influence of lobbyists.

s Review the legal and fiscal climate for NGOs, simplify the procedure for registration of NGOs.

¢ Expand cooperation between the National Human Rights Office and NGOs in convening fora
on human rights and human rights education.

* Organize regular meetings of those involved in supporting NGOs to avoid duplication and waste.

» Target special assistance to establishing and developing NGOs outside of Riga.

¢ Consider additional tax relief measures for the mass media.

* Promote public discussion of what constitutes ethical behaviour on the part of journalists.

* Focus assistance and training programmes to the media not only on journalists, but also on
media business managers.

* Promote cooperation between the National Human Rights Office, the Ministry of Education
and Science, NGOs, the adult education system and the media to expand existing civic educa-
tion programmes.
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Appendix Tables

The appendix tables were prepared to correspond with indicators specified by the United Na-
tions Development Programme (UNDP). In general, information available to the Central Statistical
Bureau was used. When necessary, supplementary data were obtained from other ministries (the Min-
istry of Finance, the Ministry of Welfare), institutions (the Academy of Sciences), and international
organizations (the World Bank, the International Monetary Fund).

Unfortunately, the scope of statistical data on some issues related to human development is lim-
ited and all of the data suggested for inclusion by UNDP were not available. For many indicators, the
only available data were from the last census in 1989. In some cases, calculations do not fully corre-
spond to internationally used methodologies and definitions. Currently, the Central Statistical Bu-
reau of Latvia is in the process of introducing international standards and methodologies.

1. Human Development Index: Latvia

Life  Adult Combined Real GDP Adjusted Life Educa- GDP Human Real
"expec- literacy first-, percapita GDP per expec- tion index develop- GDP per

tancy rate (%) second- (PPP$) capita  tancy index ment capita
at birth and third- index index (PPP$)
(years) level gross rank
enrollment minus
ratio HDI rank
UNDP
est.
1992  69.1 99.0 68.0 6060 5181 0.74 0.89 0.95 0.857 6
1994 66.4 99.0 69.5 32142 - 0.6? 0.89 - 0.721 .

! From HDR 1995
2 Short-term economic indicators OECD 1/1996

2. Profile of Human Development

Life  Maternal Popula- Scientists Enroll.  Tertiary full Daily Televi- Real GDP

expec- mortal- tion per and techni- ment time equivalent news- sions GDP  per
tancy at ity rate doctor cians ratio for  grossenroll-  papers (per 100 per capita
birth (per (per 1000 alllevels  mentratio (copies people) capita (US$)
100,000 people) (% age per 100 (PPP$)!
live 7-23) Tz)tal Female people)
o)
births) (%) (%)
1989  70.4 57 199 7 68.3 18.0 57.0 - 42.1 - -
1993  67.2 30 274 2 62.1 153 563 35.6 42.2 3063 857
1994 66.4 24 296 2 69.5 21,5 56.0 23.1 - 3214 1347
1995  66.0 22 - - 71.6 254 574 - - - -

! Short-term economic indicators OECD 1/1996
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3. Profile of Human Distress

Appendix Tables

Un- Adults Ratioof Female Average Deaths Intentional Reported Sulphur
employ- with less income wagesas annual dueto  homicides rapes (per  and
ment than  of highest % of male rate of road by men (per 100,000 nitrogen
rate (%) upper 20% of  wages inflation accidents 100,000 women) emissions
secondary  house- (%) (per males) (kg of
education holds to 100000) NO, and
(as %o of  lowest ' SO, per
age 15+)! 20% capita)
1989 - 39.6 - - 262.4 30 7.3 11.3 26.6
1993 5.8 39.6 4.0 77.0 .109.2 26 12.7 . 9.3 20.1
1994 6.5 39.6 4.5 77.0 35.9 28 9.7 9.4 20.0
1995 6.6 39.6 - 78.3 25.0 24 13.7 11.6 L.
! Census 1989
4. Trends in Human Development
Life Tertiary full-time = Real GDP per  GDP per State education  State health
expectancy equivalent capita (PPP$) capita expenditure expenditure
at birth gross enrollment (US$) (as % of GDP) (as % of GDP)
ratio (% age 7-23)
1989 70.4 18.0 - - - -
1993 67.2 15.3 3063 857 ’ 4.1 4.1
1994 66.4 21.5 3214 1437 4.3 4.2
1995 66.0 25.4 - - 6.3 -
5. Female-Male Gaps

Females as Percentage of Males

Life  Population Second-  Upper-
expect- . ary secondary full-time applied force
ancy at enroll- graduates equivalent . sciences
birth ’ ment enrollment enrollment
1989 115.2 115.3 96.9 97.0 124.8 - -
1993 119.8 115.2 100.2 100.4 106.7 - 96.3
1994 120.1 115.5 107.2 118.9 133.0 - 94.2
1995 121.7 115.8 108.0 120.1 140.0 - 94.2
6. Status of Women
Life Average Maternal Secon- Secon- Tertiary Tertiary Women
expect- ageof mortality darynet dary net fulltime ~ natural in
ancyat first rate (per enroll- enroll- equiva- andapplied labour

birth marriage 100000 ment ment lentgross  science force
live ratio (%) ratio enrollment enroll- (as % of
births) (%) ratio (%  ment (as  labour
of females % of female force)
aged 19-23) tertiary)
1989 75.2 23.0 56.5 - - .- - 54.9
1993 73.8 22.5 29.8 51.0 50.1 56.3 - 49.0
1994 729 234 240 510 540 560 . 4875
1995 73.0 - 22.1 51.1 53.8 57.4 - 48.5

11980

University Natural and Labour Unem- Wages

ploy-

ment
113.5 77.0
1079 770
109.7 733

Admini- Parlia-
strators ment
and (% of
mana- seats

gers (% occupied

female) by
women)
- 34.81
- 15.0
- 8.0
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7. Demographic Profile
Estimated Annual Total Contra- Depend- Population  Life expectancy
population  population  fertility ceptive ency aged 60 and at age 60
(millions)  growth rate rate prevalence ratio (%)  over (%)
rate (%) Male Female
1989 2.7 1.0 2.1 - 43.4 17.4 15.3 20.1
1993 2.6 -1.9 1.5 - 43.1 18.8 14.5 20.1
1994 2.6 -1.5 1.4 18.9 43.2 18.9 16.2 19.7
1995 2.5 -14 1.3 18.9 - 19.1 - -
8. Health Profile
Deaths Deaths Regist- Adults who Popula- Health State State
from from  eredalcohol smoke (%)' tion per bills paid expendi- expendi-
circulatory malignant consum- doctor by public tureson tureson
system cancers ption insurance  health  health
diseases (as % of  (litres per (as % of (as % of
(as % of all all cau- adult) total State GDP)
causes ses) expendi-
Male Fémale tures)
1989 60.2 17.1 5.7 - - 199 - - -
1993 56.2 14.0 6.4 - - 274 - 9.7 4.1
1994 55.9 13.4 7.8 55 17 296 - 14.3 4.2
1995 - - . 83 - - - - . -
!'Source: Living Conditions Survey 1994
9. Education Profile
Population Upper secon-  Upper- Tertiary  Tertiary Expend-  Public State
. coverage dary full-  secondary full-time natural iture on  expend- expend-
by all levels time full-time equivalent and applied tertiary iture per iture on
of education  equivalent equivalent  gross science education tertiary education
(% age 7-23) gross enroll- grossenroll- enroll- enrollment (as % of student (as % of
ment ratio ment ratio ment ratio all levels) GDP)
1989 68.3 - - 18.0 - - - .
1993 62.1 - - 15.3 - 14.1 - 4.1
1994 69.5 86.8 51.7 21.5 - 13.3 - 4.3
1995 71.6 88.7 48.3 25.4 - - - 6.3
10. Human Capital Formation
Scientists and Expenditure  Uppersecondary ~ Tertiary graduates  Science graduates

technicians on research graduates (as %  (as % of population
(per 1000 and develop- of population of normal graduate
people) ment (as % of normal age 23 years)
of GDP) graduate age 18
years)

1989 6.7 - - -
1993 2.2 0.2 - -
1994 1.6 0.3 75.2 16.9
1995 - - 74.9 21.7
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11. Employment
o LaBoﬁr Percentage of labour force in  Future Earnings Percentage *Weekly " “Expend-
force (as % labour peremp- of labour hours of itureson
~ of total force loyee force “work © -labour
popula- employ- annual unionizéd ~ ‘market pro-
tion) ment ratio growth grammes
Agriculture Industry Services rate (%)
1989  52.7 16.0 40.0 44.0 - . p - .
1993  51.1 19.5 28.5 52.0 - 120 - 39.5 .
1994 51.0 19.3 26.1 54.6 - 52 - 395 | ...
1995  50.7 - - - - 25 - 39.5 -.‘ ,
12. Unemployment
Unemployed Unemployment rate Unemployment benefits Incidence of long-term
persons expenditure (as % of total unemployment (more than
cibel T K PITSIN
(thousands) Total Female government expenditures) 6 months)
1989 . . . . .
1993 76.7 5.8 - 2.0 329
1994 83.9 6.5 6.9 1.5 43.0
1995 83.2 6.6 7.2 - 45.0
13. Military Expenditures and Resources Use Imbalances
Defence expenditures! Military expend- Military expend-

itures (as % of itures (as % of

GDP) combined educa-
US$ millions  As % of GDP  Per capita (US$ tion and health
(1985 prices) 1985 prices) expenditures)
1992 40 0.5 15 - -
1993 - - - 0.8 8.2
1994 - - - 0.8 9.1
1995 - - p . .
! Source: Human Development Report 1995
14. Natural Resources Balance Sheet
Landarea Population Arableland Forestand Drained Internal  Annual fresh
(thousands density and perma- wooded land (as%  renewable  water with-
of km?) (people per  nentcrop- land (as %  of arable water re-  drawals (per
km?) land (as % of land land area)  sources per  capita m’)
of land area) capita (1000
area) m? per year)
1989 64.6 41.3 26.6 43.2 31.9 - 260.4°
1993 64.6 40.0 26.9 44.0 30.1 5.7 196.8
1994 64.6 39.4 26.5 44.0 - - 172.9
1995 64.6 38.9 20.7 44.6 - - -
' Source: Human Development Report 1995

21991
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15. National Income Accounts

Total  Agricul-" Indus- Ser- Private Gross Tax Central Exports Imports
GDP tural trial vices con- domestic revenue govern- (as % of (as % of
(millions produc- produc- (as% sump- invest- (as%of ment GDP) GDP)
of lats) tion (as tion(as  of tion ment(as GDP) expendi
% of %of GDP) (as% % of tures (as
GDP) GDP) of GDP) % of
GDP) GDP)
1990 62.4 20 33 47 52.7 - - - - -
1993 1467.0 11 21 48 52.5 13.8 31.2 28.1 73.2 57.0
1994 1914.1 8 24 51 57.1 15.9 31.2 234 48.5 44.9
1995  2360.7 . . . . . . . ..

16. Trends in Economic Performance

GDP annual GDP per capita Consumer Exports as Overall budget
growth rate’ annual growth price index (as % of GDP deficit (as % of
rate! % of previous (annual GDP)
year) growth rate)

1990 2.9 - 110.5 - -

1993 -14.9 -13.2 209.2 -6.7 0.1

1994 0.6 2.1 135.9 -24.7 1.98

1995 -20 -0.35 125.0 - -

! At average prices 1993

17. Weakening Social Fabric

Prisoners Juveniles Reported Drug crimes Divorces Births  Suicides by
(per 100,000 (as % of total rapes (per (per 100,000 (as % of outsidle  men (per
people) convicted 14- 100,000 people) marriages  marriage  100,000)
17 year olds)  people) contracted) (%)

1989 262.7 15.4 11.3 2.6 45.9 15.9 379
1993 208.7 10.8 9.3 8.4 70.4 23.0 71.6
1994 253.6 10.5 5.1 10.9 72.7 26.4 70.9.
1995 - 10.9 6.3 10.8 72.7 289 70.7

18. Wealth, Poverty and Social Investment

Real GDP  Share of  Incomeshare  Social security  State education State health

per capita  industrial (highest 20% benefits expenditure expenditure
(PPP$) GDP  tolowest 20%)  expenditure (as % of GDP) (as % of GDP)
(as % of GDP)
1989 - 33 - - - -
1993 3063 21 4.0 9.2 4.1 4.1
1994 3214 24 4.5 11.6 4.3 4.2
1995 - - - - 6.3 -
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19. Communication Profile

Radios Tele-  Annual Annual Daily Book titles Letters  Tele- Motor

(per 100 visions cinema museum news- published posted phones vehicles

people) (per 100 attend- attend- papers (per (per  per 100 (per 100
people)  ances ances (copies 100,000 capita) house- people)!
(per (per per 100  people) hold
person) person) people)
1989 46.5 42.1 90 . 1.6 - 723 42.4 62.9 9.5
1993 53.7 42.2 0.7 0.5 35.6 61.9 12.4 71.7 13.5
1994 - - 0.6 0.5 23.1 65.4 8.3 75.0 9.8
1995 - - - - - - - - -

! Passenger automobiles

20. Urbanization

Urban population  Urban population  Population in  Population in cities Population in

(as % of total)  annual growth rate largest city of more than cities of more
(as % of urban) 40 thsd. than 40 thsd.
(as % of urban) (as % of total)
1989 69.2 1.1 52.1 75.2 51.7
1993 68.7 -1.9 51.1 76.6 50.9
1994 69.1 -1.2 48.1 76.0 50.7
1995 69.0 -1.2 47.9 73.1 50.4°

Note: Information on 1995 may still be corrected.
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