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TEN YEARS OF LATVIA IN THE EU – 
REFLECTIONS, IMPLICATIONS  
AND CHALLENGES

Aldis Austers*

Latvia had high expectations from the membership of 
the European Union, yet the first ten years of this mem-
bership have brought both positive and negative results. 
Latvia has managed to get into the core of the EU by 
joining the border-free Schengen area and the eurozone. 
During the first half of 2015 Latvia will hold the rotating 

presidency of the Council of Ministers of the EU – 
a remarkable event in Latvia’s history. Moreover, a stable 
political system, pretty decent public administration, 
renovated roads and public buildings, and higher quality 
goods in shops attest to Latvia’s regained fortune after 
a painful transition from a Soviet centralised state to 
a liberal market economy. However, a post-accession 
economic growth was followed by a deep slump. While 
benefiting politically from belonging to a club of rich 
countries, Latvia had to ask for international bail-out 
assistance in 2008. Today Latvia is back to economic 
growth, but new challenges have emerged stemming 
from extensive emigration of young people and demo-
graphic decline. Regional instability caused by Russia’s 
aggression towards Ukraine is another major challenge 
to Latvia’s future.

This article is intended to provide an assessment to 
what extent the expectations of the Latvians towards the 
EU membership have been met. First, a look at Latvia’s 
pre- and post-accession strategy towards the EU will be 
presented. Further, an analysis of the Europeanisation in 
Latvia and Latvia’s behaviour in the EU will be brought 
forward. Finally, political and economic development of 
Latvia during the last ten years will be examined. The 
most relevant areas of tension will be highlighted.

Latvia’s pre- and post-accession strategy for Europe

After the restoration of independence in 1991, Latvia 
and other Baltic states were seeking quick reintegration 
with Western Europe. Memories of pre-war statehood 
and then existing well-being1, in combination with the 
post-Soviet miserable economic conditions, provided 
a widespread support for democratisation and economic 
liberalisation, including full opening to capital and trade 
flows primarily with the West, but also with other coun-
tries from Central and Eastern Europe (CEE). Moreover, 
the Baltic states were desperately searching for ways on 
how to increase the stake of the Western powers in their 
existence, as a counterbalance to possible rebirth of Rus-
sian revanchist mood. In 1995, the Latvian government 
declared that Latvia saw the accession to the EU as indis-
pensable for survival of the Latvian nation and preserva-
tion of the Latvian state2. 

Initially, Latvia had not been included into the group 
of the first six candidate countries invited to start the 
accession negotiations in 19983. Being left behind was 
perceived in Latvia as a great shame. Therefore the gov-
ernment revised its preparation strategy, pursued the 
priorities identified in the Accession Partnership, and 
moved ahead at high speed. The Russian financial crisis 
of 1997, which cost Latvia a fortune, acted as another 
catalyst for market-oriented reforms. As a result, the pro-
gress in reforms was so significant that within two years, 
in 1999, the European Commission concluded that Lat-
via had generally fulfilled all membership criteria, and, 
provided that it continued with reforms, it would be 
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invited to start the accession negotiations in 20004. Two 
years later, in 2002, Latvia received invitation to start 
accession negotiations on full membership of NATO.

On 1 May 2004, Latvia joined the European Union. 
Earlier, that is on 29 March, Latvia became a member state 
of NATO. Having successfully achieved its major strategic 
foreign policy goals Latvia had to look for new bench-
marks to sustain the momentum of change. It was not an 
easy task. On the one hand, the accession to the EU and 
NATO had considerably diminished traditional military 
threats against Latvia and provided more opportunities 
and autonomy in developing and shaping its foreign poli-
cy. On the other hand, it was also clear that both member-
ships would not ensure sustainable improvement of living 
standard by default, and that Latvia would have to remod-
el its domestic and international arrangements before it 
achieved the Western level of prosperity and political sta-
bility5. Table 1 provides some figures regarding Latvia’s 
economy demonstrating the scale of that challenge. 

Table 1

Selected data on Latvia

2004 2008 2013

GDP (current prices, million euros) 11 154 22 890 23 372

GDP per capita (PPS, EU15=100) 41 53 59a

Monthly net average wage (euros) 214 498 516

Population (million) 2.32 2.27 2.02

Note: a 2012 data. 
Source: Central Statistical Bureau of Latvia, Eurostat.

According to D.J. Galbreath, “Latvia’s foreign policy 
development illustrated the evolving nature of coopera-
tion and conflict on the threshold between East and 
West, a transition to post-existential politics and the 
nature of geo-politics in the Baltic region in general”6. 
So, what were the main elements of Latvia’s post-acces-
sion European strategy and what has been Latvia’s 
achievement regarding these elements?

First, after 2004, Latvia was seeking deeper integra-
tion with the EU. That required fulfilment of the acces-
sion commitments (e.g. equalisation of excise tax on 
tobacco, application of costly environmental standards, 
opening of agricultural land market to all EU citizens), 
attainment of membership in the Schengen area and the 
eurozone, construction of interconnections with other 
EU countries for diversified energy supplies (Latvia is 
fully dependant on Russian gas supplies, and its electric-
ity production is expensive and does not meet internal 
demand), as well as improvement of transportation infra-
structure to increase Latvia’s capacity for cargo transit 
between East and West.

Latvia has fulfilled its accession commitments. The 
only remaining transitional arrangement will expire at 

the end of 2015 and concerns drinking water quality in 
small villages with up to 10 thousand inhabitants. Border 
controls between Latvia and the other Schengen area 
countries were abolished in December 2007. Notwith-
standing the initial difficulties in compliance with the 
entry criteria, Latvia managed to become a fully fledged 
member of the eurozone as of 1 January 2014. All in all, 
Latvia turned to be a pragmatic, disciplined and coopera-
tive partner in the EU, following the rules of the club. In 
defence of its interests, Latvia has been acting in unison 
with other likeminded member states, and so far has not 
applied its veto right all alone. Moreover, Latvia has been 
very diligent in transposing the EU’s legal acts into 
national law, and was among the very best performers in 
this respect in 20127.

As to the constructions of infrastructure of intercon-
nectedness, the progress in this area has been rather 
uneven. With the completion of “NordBalt” - electricity 
grid interconnection between Lithuania and Sweden, in 
2015, the Baltic region will be fully integrated in the 
Scandinavian electricity network. Disagreement over the 
route and financing has been delaying the construction 
of the high-speed railway “Rail Baltica”. This railway 
project, connecting Finland and Germany, has now been 
declared as a priority for the Trans-European Transport 
Network; however, the railway will not become opera-
tional until 2024. As far as diversification of gas supplies 
is concerned, the progress has been very meagre. While 
Estonia and Lithuania have already liberalised their inter-
nal gas markets, Latvia is delaying its liberalisation until 
the expiry of the existing exclusive supply agreement 
with Gazprom in 2017. Moreover, Lithuania has pro-
ceeded with a construction of a liquefied natural gas 
(LNG) terminal in Klaipeda on its own (to be completed 
in 2015), while the Working Group of the Baltic Energy 
Market Interconnection Plan8 has agreed in March 2013 
on a regional LNG on the shore of Gulf of Finland9. It 
appears that Latvia is facing a difficult dilemma of defin-
ing a clear long-term sustainable energy strategy. Cost 
considerations, vested interests, and lack of transparency 
in decision-making have made diversification of energy 
supply a difficult task. Lately the supply security consid-
erations have taken priority over cost considerations (the 
LNG delivery solution is more expensive than through 
pipelines)10.

Second, Latvia wanted to use its newly obtained pol-
icy freedom to strengthen its global position after 2004. 
This involved Latvia’s integration in the broader interna-
tional security architecture, through accepting certain 
niche capabilities within the North Atlantic structure (like 
expertise in mine-clearing and special task diving opera-
tions) and participating in military missions beyond Lat-
via’s borders, like in the Balkans, Afghanistan and Iraq. 
Moreover, Latvia was looking for policy niches where its 
competence could be advanced at the EU level. It includ-
ed engagement in matters concerning the other post-
Soviet states in direct proximity of the EU, like Belarus, 
Ukraine, Moldova, or situated further to the East – like 
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Georgia, Azerbaijan and the countries of Central Asia. 
Latvia’s historically good relations with these countries as 
well as superior knowledge of their political and eco-
nomic systems have been an asset. During its Presidency 
of the EU Council in the first half of 2015, Latvia intends 
to focus, inter alia, on the Eastern Partnership and rela-
tions with Central Asia11.

Third, after 2004, Latvia had to find ways to trans-
form its newly gained political clout into economic 
benefits for the Latvians. Firstly, the agenda included 
measures aimed at minimising the negative side-effects 
of Latvia’s EU membership, especially equalising the 
level of financial support for Latvian farmers with those 
for other EU member states12, and mitigating the impact 
of policies restraining industrial development like envi-
ronmental protection initiatives. Secondly, Latvia has 
been striving to maximise the economic benefits from 
joining the EU. Thus, it has been pushing for greater 
receipts from the EU structural funds needed to over-
come the structural shortcomings of its national econo-
my. The capacity of public investment in Latvia has 
become particularly acute in aftermath of the massive 
fiscal consolidation undertaken during the financial 
crisis of 2008-2011 (for more details see chapter on 
economic developments)13. 

Impact of Europeanisation and public attitude towards 
the EU

The EU has had enormous impact on the socio-eco-
nomic development of Latvia. Numerous EU directives 
and regulations, along with institutional requirements, 
have helped Latvia transform from a backward post-
soviet territory into a modern European country. Like in 
the other CEE countries, Europeanisation14 in Latvia has 
enhanced the legitimacy of national authorities15. Better 
streamlining of public policies, accountability, as well as 
measurable performance criteria were a few of many 
new elements introduced in Latvia’s public sector. The 
inflow of European funds and more frequent exchange of 
people and ideas have gained prominence as channels 
for societal change. For example, the finalisation of the 
delayed territorial administrative reform in Latvia was 
forced by initial problems with the absorption of the EU 
structural funds in regions16. Likewise, the exchange of 
people at all levels – be it public officials, business peo-
ple, students, workers or simply tourists - has considera-
bly intensified since 2004 (in fact, the number of travel-
lers exceeded the total population of Latvia four times in 
2011). Latvian people have gained more opportunities 
for realisation of their personal freedom. Moreover, dur-
ing the last ten years Latvia has become a healthier and 
safer place to live. Although it is difficult to prove a direct 
casual link between the improvement in social situation 
and the accession to the EU, the figures speak for them-
selves (see Table 2). 

Table 2

Stylised facts about societal and quality of life change 
in Latvia after EU accession 

2004 2012

Life expectancy, males (years) 65,6 68,9

Fatal road accidents 5081 3489a

Cases of registered crime 62 173 47 561a

Share of foreign students (% of total 
number of students) 1.8 5.25
Travellers, incoming and outgoing 
(thousands) 5489 8795b

Persons at risk of poverty (% of total 
population) 46.3 36.2
Incidence of cancer illness (cases per 
one hundred thousand people) 443 564

Notes: a data from 2013; b data from 2011.
Source: Central Statistical Bureau of Latvia, Eurostat. 

The ruling political and business elite of Latvia have 
been supportive of Latvia’s participation in the EU; how-
ever, the pressure for transformation generated periodic 
backlashes from some parts of the power elite. Thus, the 
European pressure to strengthen the rule of law, the fight 
against corruption and money laundering met fierce 
resistance. The problem was that back in 1990s, Latvia, 
on contrary to Estonia, accepted many members of the 
former Soviet nomenclature in its elite, thus unwittingly 
creating a basis for clientelism, behind the scene transac-
tions and corruption17. The extreme volatility in Latvia’s 
economic growth can be largely attributed to infighting 
between the Europeanised civil society and intellectuals 
on the one side and the mentioned power groups on the 
other side (for more details see the section on political 
developments). Fortunately, these recoils were not strong 
enough to derail the integration process. Next, Europe-
anisation has induced a shift in power balance between 
executive and legislative authorities18. Latvia is a parlia-
mentary democracy, yet, as the EU related legal acts are, 
as a rule, shaped by the national governments, with the 
national parliaments being relegated a task of “take-or-
leave-it”, the Government of Latvia has been able to 
usurp large part of responsibility over domestic affairs. 
Latvia, in fact, has been gradually transforming into 
a technocratic type of democracy with administrators 
presiding over political processes. The latest example 
includes the establishment of an EU induced fiscal coun-
cil, consisting of experts, elected by the national parlia-
ment, responsible for setting ceilings of national annual 
public spending.

In general, Latvians are supportive of Latvia’s EU 
membership, albeit the level of support was lower than 
in other new EU member states. In fact, in referendum on 
the EU accession on 20 September 2003, the level of 
support – 67.5% – was one of the lowest among the CEE 
acceding countries (e.g., in Estonia it was 66.8%; in 
Lithuania – 91%, and in Poland – 77.5%)19. Since then 
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Curiously, the relatively reserved stance of the Latvi-
ans towards the EU has got a limited support among 
politicians. No significant political force has so far cam-
paigned against Latvia’s membership in the EU, and 
Euroscepticism has been confined to the activities of few 
marginal politicians. Indeed, most people perceive the 
EU as “the least evil”, instinctively feeling that there is no 
viable alternative to, as they call it, the cosmopolitan 
establishment.

Russia – a “litmus test” to Latvian-European 
engagement?

Russia’s engagement in Ukraine - occupation and 
annexation of the Crimean peninsula, under the pretext 
of protection of Russian people, and continuous destabi-

lisation of situation in Eastern provinces of Ukraine, has 
changed the security situation in Europe. Many Latvians, 
as well as citizens of other Baltic states and Poland21, 
believe that Europe’s reaction to Russia’s aggression will 
provide a “litmus test” for the European commitment to 
provide security in this region22. The so far lukewarm 
reaction by the European leaders has raised some doubts 
about their willingness to confront Russia; hence demands 
for greater presence of NATO military troops in the Baltic 
countries have followed.

For Latvia, relations with Russia – it’s direct neigh-
bour, represent a complicated issue. Latvia’s rapproche-
ment and subsequent accession to the EU and NATO 
reduced somewhat public anxiety towards Russia23, and 
Latvia increased economic exposure towards Russia. In 
2013, Russia was the third Latvia’s trading partner, after 
Lithuania and Estonia (accounting for 12% of Latvian 

the approval of the EU membership has diminished. As 
depicted in Figure 1, the number of people who consider 
the country’s EU membership as a good thing has been 
constantly declining. This relatively low support for EU 
membership can be attributed to a very low level of pub-
lic trust in authorities and growing social disparities. 
Many sceptically minded people have a feeling that 
a substantial part of the society has been excluded from 
the EU membership benefits, captured by a narrow and 
powerful group of “winners”. Moreover, the results of 

public opinion polls reflect existing ethnic divisions in 
Latvia, as Russian speaking part of population is less sup-
portive for European integration of Latvia. Finally, Latvi-
ans’ self-perception of their place in Europe, a division 
between “we-Latvians” and “they-Europeans” play an 
important role, too. For many Europe is still very distant, 
being developed practically without their influence20. 
Yet, as of the end of 2009, with the return of economic 
growth more and more people see benefits from the EU 
again. 

Figure 1

Public opinion on Latvia’s EU membership

Source: Eurobarometer.
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total external trade). Latvia depends on Russian oil and 
gas supplies, while the Russian market is an important 
market for Latvian food products. Moreover, Russia is 
one of the most important buyers of Latvia’s transit and 
banking services, and an important source of foreign 
direct investment.

Alike Ukraine, Latvia hosts a sizeable ethnic Russian 
diaspora (27%). Division among the two parts of Latvia’s 
population - the Latvian and Russian-speaking24, has 
remained after Latvia’s accession to the EU. Latvians 
accuse their Russian-speaking co-inhabitants of not 
being loyal to the Latvian state. They, in turn, accuse 
Latvians of forcing assimilation and imposing on them 
Latvian cultural traits. Latvian national populists, on the 
one side, and Moscow-controlled Russian TV channels, 
which are very popular among Russian-speakers, on the 
other side, amplify these differences. Ethnic divisions are 
also visible when it comes to the assessment of Russia’s 
aggression towards Ukraine. According to recent public 
opinion polls, 43.1% of the Latvian inhabitants, whose 
mother tongue is Russian, believe that Russia’s actions in 
Ukraine are justified. This sharply contrasts with the view 
of ethnic Latvians as only 7.8% of them support Russia’s 
deeds25.

Political developments since 2004

Since 2004, Latvia has had six governments, three 
parliamentary elections and several national referenda. 
The composition of political elite has considerably 
changed, yet all political successions followed strictly 
Latvia’s constitution. Even the unprecedented economic 
crash of 2008-2009 and painful economic adjustment 
afterwards did not result in violent protests threatening 
constitutional order26. This good news notwithstanding, 
Latvia has not been among the best performers of CEE 
countries in terms of democratic consolidation, the rule 
of law and minority protection, as it has admitted several 
deflections from the best practice. Thus, according to the 
assessment of the European Commission and IMF of 
2013, the performance of the Latvian judiciary still 
requires some improvements27. Fight against corruption 
was also insufficient (according to the Global Corruption 
Barometer, in 2013, 77% of respondents stated that cor-
ruption was a problem in Latvia’s public sector and 67% 
- that government’s actions in the fight against corruption 
were ineffective)28. Moreover, Latvia has regressed in 
terms of protection of ethnic and sexual minority rights. 
However, the most blatant violation of democratic stand-
ards relates to the assault on the freedom of press. Thus, 
in 2006, some local business tycoons took control over 
the largest Latvia’s printed media “Diena” and, despite 
protests, imposed editorial censorship. The same year 
several popular investigative journalists were forced to 
leave the public TV under the shady pretext of lack of 
financing and restructuring of programmes. The overall 
Latvia’s performance in terms of different political index-
es can be seen in Table 3.

Table 3

Latvia according to different indexes

2005 2010 2012

Human Development Index 
(maximum best score - 1) 0.792 0.805 0.814

Bertelsmann Transformation Index 
(maximum best score - 10) 8.69a 8.51 8.41

Corruption Perception Index 
(maximum best score - 10) 4.2 4.3 4.9

Press Freedom Index rank  
(1 is the best rank) 16 30 50

Note: a figure from 2003; blue – best Latvia’s results.
Sources: United Nations Development Programme, Bertelsmann 
Foundation, Transparency International, Reporters without Borders.

As already mentioned, a particular feature of Latvia’s 
political system has been a permanent ethnic cleavage 
between ethnic Latvian and Russian-speaking inhabit-
ants. Latvians consistently vote for the Latvian parties, 
which all have rightist political affiliation, as communist 
and social democratic ideals are unpopular in Latvia due 
to the Soviet traumatic experience. Russian-speaking 
citizens, however, chose the parties who pledge defence 
of ethnic minority rights and have leftist inclination (the 
former Latvian Communist Party, now called the Latvia’s 
Socialist Party, is part of this political group). Latvia’s 
accession to the EU has not changed this peculiarity, nor 
have the economic and financial crises of 2008-201129. 
Thus, while the politics in other CEE countries has been 
dominated by competition between centre-right and for-
mer Communist or social democratic parties since their 
emergence after the collapse of the Soviet Union, in 
Latvia, the struggle has been among the right wing parties 
(pro-business, conservative, nationalist and liberal 
ones)30. This has had a negative impact on democratic 
consolidation of Latvia’s political system.

All Latvian governments were formed through coali-
tions of ethnic Latvian parties with rightist inclination31. 
As a result, business interests were given priority. Taxa-
tion of capital and corporate earnings is low, but the level 
of income inequality and poverty – higher than in other 
EU member states. On the wave of economic growth, 
voters gave preference to populist business parties in 
elections of 2006, because these parties promised lower 
taxation and increase in wages and social spending. The 
then incoming government introduced lavish public 
spending policies and promoted incompetent people to 
senior public positions. Non-observance of freedom of 
press was also part of this story. Only fierce public resist-
ance prevented the plans to subdue the Latvian security 
and anti-corruption services to vested interests. 

As of 2002, the focus of political struggle had gradu-
ally shifted towards reduction of prevalence of business 
and other individual interests over national politics; how-
ever, only with the eruption of crisis in 2008 clean of 
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vested interests liberal reformers and pro-justice politi-
cians got their chance. The climax of political tension fell 
on May 2011, when President dismissed the Parliament 
- for the first time in Latvia’s history. This led to extraor-
dinary parliamentary elections the same year and exclu-
sion of a number of old business parties from the Parlia-
ment. Many new politicians entered the Latvia’s political 
scene in 201132. Yet further political transformation is 
expected in Latvia. The pro-reform parties, who bore the 
brunt of economic adjustment, are losing voters’ support, 
and most likely will have to make room for more radical 
and conservative political forces at next elections, due 
already in October 2014.

Economic developments since 2004

Despite its smallness33, Latvia’s economic develop-
ment came to the spotlight of the EU decision makers on 
several occasions. At the beginning, Latvia’s post-acces-
sion speed of economic growth (10% annually in 2005-
2008 on average) was treated in the EU with some suspi-
cion. It was a consequence of investment glut. The acces-
sion to the EU and solid determination to join the euro-
zone as quickly as possible had motivated investors and 
local economic actors. In the years 2004 and 2010, the 
amount of financial assets from the EU countries, in par-
ticular from Scandinavia, rose four times exceeding by far 
investments from any other group of Latvia’s partner coun-
tries (see Figures 3 and 4). Alas, the largest share of foreign 
capital fell to short-term credits (70%), and was invested in 

the services sector - mostly in banking and retail. Foreign 
investment in manufacturing accounted for a marginal 
fraction, and, as a consequence, contribution of manufac-
turing to Latvia’s GDP diminished. The government, 
though appreciating large investment inflow, was unpre-
pared to cope with imbalances it caused. Instead of 
building-up reserves for “rainy days” (unfavourable time), 
government admitted small deficits during the boom. At 
the same time, the Bank of Latvia kept national currency 
strongly pegged to the euro, which fostered euroisation of 
the Latvian economy (by mid-2009, the share of loans 
issued in euro reached 90% of total loans). As a result, 
consumption boomed, so did the housing segment; infla-
tion reached double-digit figure, current account deficit 
reached an extremely high level, and external debt was 
rapidly expanding (see Table 4)34.

For the second time, Latvia came to the spotlight of the 
European institutions due to economic downfall in autumn 
2008. Latvia’s economic slump and default, which 
stemmed from the global financial crisis, could destabilise 
situation not only in neighbouring Lithuania and Estonia, 
but also in other CEE member states. If that had happened, 
the funding intended for member states under severe bal-
ance-of-payments distress would have been far too small, 
leading possibly to a regional economic catastrophe. In 
December 2008, Latvia was granted an international 
emergency loan in the amount of 7.5 billion euros, of 
which the EU provided 3.1 billion euros35. The loan was 
conditioned: Latvia had to consolidate its public finances, 
unwind its structural imbalances and pursue institutional 

Figure 2

Distribution of seats in 8th and 11th Saeima by political forces
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Figure 3

Accumulated investment in Latvia, 1996-2010 (million euros)

Source: Bank of Latvia.

Figure 4

Accumulated FDI in Latvia, 2004-2010 (million euros)

Source: Bank of Latvia.
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reforms in a number of areas (e.g. in education, health and 
social security). The stabilisation programme was com-
pleted in January 2012, when return on Latvia’s govern-
ment bonds regained its pre-crisis level.

Table 4

Latvia’s imbalanced growth and adjustment

2004 2008 2013

GDP growth (%, y-o-y) 8.9 -3.3 4.1

Inflation (%, HICP) 6.2 15.3 0.0

Unemployment (% of employed) 11.2 8.0 11.6

Current account deficit (% of GDP) 12.9 13.2 1.6
International investment position 
(net, % of GDP) -49 -79 -65
Government expenditure  
(% of GDP) 35.9 39.1 36.4
External debt (% of GDP) 62 91 95

Inequality (S80/S20 ratio) 6.7 7.4 6.3

Poverty (% of population) 46 34.2 35.1

Sources: Eurostat, Central Statistical Bureau of Latvia.

Latvia’s astonishing recovery has been made a model 
for other debt ridden EU member states. Since the second 

half of 2009 Latvia has enjoyed an interrupted economic 
growth with rates exceeding those of other EU member 
states (4-5% on average). As provided by the stabilisation 
programme, Latvia became the eurozone member on 
1 January 2014. The key element of Latvia’s success story 
was economic adjustment through the so-called internal 
devaluation. It involves a fall in prices and wages, 
induced by public austerity and liquidity squeeze, until 
country’s international competitiveness is restored. Yet, 
such a policy is controversial because of high economic 
and social costs it imposes, and therefore only a few 
countries have succeeded in implementing such a poli-
cy. In fact, during the adjustment period Latvia lost 
a quarter of its economy. The high rate of long-term 
unemployment and low indicators of market activity (low 
price dynamics, contraction in banking credit, and nega-
tive market sentiments) suggest that Latvia’s economy still 
remains suppressed despite economic growth. 

After financial stabilisation, Latvia has been facing 
another set of challenges. Although in terms of national 
income, Latvia has achieved some convergence with the 
developed EU countries during the last ten years, huge 
income inequality between different strata of the Latvian 
society and regions have emerged. Moreover, despite its 
relatively high score in Global Competitiveness Index 
(GCI), Latvia had to compete for fixed foreign direct 
investment at par with other peer countries (see Figure 5). 

Figure 5

Left axis: Global Competitiveness Index for 2012/13. Right axis: Foreign direct investment stock per capita (in euro)

Source: Bank of Latvia, World Economic Forum.
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A comparatively low FDI inflow and domestic legal 
impediments place Latvia among the least innovative EU 
member states36. Yet, without sustained efforts to improve 
its innovation performance Latvia risks falling in the mid-
dle income trap – a situation when a country has reached 
a certain level of well-being based on cheap labour and 
capital, but struggles to switch to the production of 
higher added value products due to lack of innovation 
and highly skilled labour. Poor vocational and university 
education, judicial and insolvency efficiency, control 
over state-owned enterprises as well as the lack of social 
justice are main Latvia’s bottlenecks identified by the 
IMF37. 

However, the major Latvia’s problem is demographic 
decline and mass emigration38. In short run, emigration 
was beneficial both to mobile people because of greater 
choice of job opportunities and to Latvia as emigration 
reduced the burden on social system during the crisis. 
However, from the longer-term perspective, without 
remigration Latvia’s society will be ageing very fast, and 
that will endanger the sustainability of Latvia’s social 
system. Moreover, as a consequence of youth drain, Lat-
via has negative returns on public investment in educa-
tion and health. Ageing and shrinking population will 
make Latvia also less attractive to foreign investment 
because of contraction in labour supply and consump-
tion market. Thus, the eurozone membership may have 
increased Latvia’s credentials in the eyes of investors; 
however, the stringent fiscal and monetary rules of the 
monetary union will be of little help to Latvia’s future 
growth, if more funding – private and/or public (e.g. from 
EU funds) – is not available for Latvia’s development 
objectives.

Conclusions

The results of the first ten years of Latvia’s member-
ship of the EU have been mixed. On the one hand, Latvia 
has benefited a lot geopolitically. It became a more 
important player on the world stage. It has enjoyed also 
more freedom of action on the international stage – par-
ticipating in international military operations and has 
been building bridges between Europe and countries of 
the former U.S.S.R., in particular in Central Asia. Latvia’s 
deep integration with European structures has so far pro-
vided some relief from the anxiety over Russia’s potential 
temptations to destabilise the situation in the Baltic 
region. However, since 2004, Russia has become more 
aggressive, while the EU as a whole has been weakening, 
as a consequence of its internal economic problems. 
Therefore, Latvia’s and other Baltic states’ expectations in 
terms of security will not be fully met until the EU mem-
ber states take a more concerted and tougher action to 
stop Russia’s hostility towards Ukraine. Using the words 
of Mart Laar, the former prime minister of Estonia, by 
joining the EU, Latvia and other CEE countries have 
turned from “the object of history” into “the subject of 

history”39; however, Russia still continues to represent 
a major risk to Latvia’s future.

Since 2004, Latvia’s democracy has matured. Even 
though it continues to suffer from deep political division 
along ethnic lines, and certain delays in terms of demo-
cratic standards, most notably in respect to freedom of 
press, the constitutional order has functioned smoothly 
– despite low public trust in governmental institutions. 
The EU accession has facilitated the transformation of 
Latvia’s society, and provided greater opportunities for 
exercise of personal freedom. Since 2004, the exchanges 
of people between Latvia and other European countries 
have intensified remarkably at all levels. People have 
brought new ideas, hence this channel of societal trans-
formation has supplemented the earlier - formal or direc-
tive induced – Europeanisation.

Finally, the economic development of Latvia repre-
sents the most dramatic part of Latvia’s “ten years in the 
EU” story. Latvia has not been very successful in trans-
forming its newly gained political clout on the world 
stage into sustainable economic gains. The overall level 
of Latvia’s convergence with the developed European 
countries has increased; however, a significant part of 
achieved fortune was wasted due to wrong political deci-
sions, institutional inertia, and economic illiteracy. The 
Latvian economy is slowly recovering from the crisis; 
however, the prospects of its further convergence with 
the developed EU countries are rather bleak. Emigration 
and aging are major hitch to Latvia’s future, along with 
threats coming from Russia. In order to prosper, Latvia 
needs to increase the number of decently paid jobs and 
inject more innovation into its economy. 
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HUNGARIAN AGRICULTURE A DECADE 
AFTER EU ACCESSION: HOPES, 
FACTS AND LESSONS

Miklós Somai*

Spring 2014 is fully packed with expert meetings and 
conferences that are aimed at taking stock of Hungary’s 
experiences of its 10-year membership of the European 
Union (EU). The introduction of the Common Agricultural 
Policy (CAP) and the gradual application of its main sup-
port schemes for farmers are, beyond doubt, emerging as 
key issues of interest in the above-mentioned events. Apart 
from giving a short outline of pre-accession expectations 
and preparations, as well as putting the whole issue into 
historical context, our intention with this paper is to high-
light the main lessons learned from Hungarian experience 
in the agricultural sector during its first 10 years as an EU 
member; to display, first and foremost, how production 
and trade flows have changed and to explore the reasons 
behind these changes. By doing so, also some attention 
needs inevitably to be paid to pre-transition developments, 
as well as to the role of the hidden economy.  

Expectations and preparation

Based on Hungarian agriculture’s undeniable key 
strength as natural endowments – i.e. the size and qual-

ity of the arable land (excellent soil and topographic 
conditions) the amount and distribution of rainfall and 
the number of hours of sunshine during the vegetation 
period – significant trade surplus with both developed 
and developing countries, high level of production/tech-
nology standards and agronomic knowledge in market-
oriented farms, not only politicians but also professionals 
and even scientists had long expected serious results 
from the country’s European integration1. Expectations 
were high in two ways:

 � first, that CAP support would result in faster techno-
logical progress, hence in improving competitive-
ness;

 � second, that EU membership would bring about 
a stable regulatory framework for farmers whose 
level of subsidisation used to be very dependent on, 
hence fluctuating with the ever-changing economic 
conditions and political climate of the country.

As for the preparation process to membership, we 
only treat it in as much as it is a common belief that Hun-
garian agriculture was not sufficiently prepared for par-
ticipation in the Single Market by the time of EU acces-
sion. Part of the process was done correctly: e.g. the 
transposition of EU law into the national one. And the 
implementation of “training and development of human 
resource program” in the ministry and other public bod-
ies also progressed on schedule. Besides, already since 
1995, courses on EU policies were available at agricul-
tural high schools2. But other parts of the preparation 
process were not so much of a success: the establishment 

31 Despite failure to reach the status of a governing party, the 
Russian wing party “Harmony Center” has succeeded in capturing 
the majority in Riga City Council since 2009.

32 In 2014, only 20% of members of Latvia’s Parliament were 
parliamentarians who served in 2002. Out of six parties active in 
Parliament in 2002, no more than three were still active in 2014. 
Moreover, only one of them - the conservative Union of Greens 
and Farmers - did not change its structure.

33 With GDP of 23 billion euros (0.18% of EU-27 GDP) in 
2013 Latvia came fourth after Malta, Estonia and Cyprus in terms 
of smallness of economy among the entrants of 2004. 

34 There are a number of theories which help to shed some 
light on the dynamics of Latvia’s boom-and-bust experience; how-
ever, none of them can explain it completely. For sure, each coun-
try has its own particular, non-replicable political economy. Some 
scholars have applied the theory developed by Francisco Rivera-
Batiz in 2001 called “emerging market disease”. Basically, Rivera-
Batiz argues that capital liberalisation leads to a surge in foreign 
investment and economic boom, which ends in crisis and capital 
flight due to accumulated debt burden and expectations of cur-
rency devaluation. Other researchers point out to a phenomenon 
called “convergence play”, when a combination of real apprecia-
tion and declining long-term interest rates due to falling inflation 
and country risk premium leads to domestic consumption boom, 
severe overheating and repeated inflationary pressures.

35 The Nordic countries supplied 1.8 billion euros, the IMF – 
1.7 billion euros, the World Bank 400 million euros, the Czech 
Republic 200 million euros, and the European Bank for Recon-
struction and Development, Estonia, and Poland 100 million euros 
each. See “IMF Press Release” No. 08/332, 19 December 2008, 
available at https://www.imf.org/external/np/sec/pr/2008/pr08332.htm.

36 See Innovation Union Scoreboard 2014, DG Enterprise and 
Industry, European Commission, 2014.

37 Republic of Latvia: Selected issues, IMF Country Report  
No. 13/29, January 2013.

38 According to national census, between 2000 and 2011 the 
population of Latvia decreased by 13% (9% on account of emigra-
tion and 4% on account of demographic decline). Due to emigra-
tion Latvia has lost about 14% of its working-age population. About 
3/4 of adult emigrants were younger than 35 at the moment of their 
departure. See M. Hazans, “Emigration from Latvia: Recent trends 
and economic impact” (in:) Coping with emigration in Baltic and 
East European Countries, OECD, 2013, pp. 65-108.

39 M. Laar, ibidem, p. 248.
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