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Investment has been a growth driver in the
Baltic region
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GDP and FDI in Latvia
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C Since 2000, economic growth in the Baltic
States has averaged >4% per year

C This economic performance is
comparable to some of the Asian tigers
(China, S. Korea)

C Investment, mostly 7 FDI, has played a key
role in economic development of the
initially capital-starved Baltic States

C Baltic States now have reached 70-80% of
the average income and 60-70% of
productivity level of the EU

C There is arisk of falling into «middle-
iIncome trap»




Strong FDI in all major sectors of the economy
across the Baltics, Estonia leads

FDI in the Baltics, billion euros FDI in Latvia by sectors, million euros
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Sweden plays an outsized role In the
Baltics, especially in financial activities

FDI in Latvia by country of origin at the end of 2018




Global trade has driven investment in the
Baltics, but now impact is slowing
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Source: Bank of Latvia, IMF, UNdata




Changing investment landscape:
#1 1 Diversification of the economy

@ Traditional industries I Services [ Goods . . .
Export of goods and services in Latvia, MEUR

1000 2000 3000

200

Rail & sea transport _ 561
241

0
Apparel and textiles -
Metal products - 215
Other services - 156
Chemicals - 126
Tourism - 113

IT & Telecoms & business services - 100
Food products . 94
Financial services . 79
Machinery and transport equipment . 69

Electrical, IT and telecoms equipment . 59
Aviation . 53
Road transport services l 53

Construction materials I 30

Other goods I 18

Source: CSB, Bank of Latvia



Changing investment |
#2 1 Scarcity of labour

- Unemployment rate, %
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andscape:

C Collapse of the inefficient Soviet economy
left large unemployment and underutilized
labour force

C Unemployment in the region now at the
lowest level in more than 30 years; also
lowest in the EU

C Foreign investors report increasing
difficulties to finding labour; quality and
guantity of labour No 1 barrier to
investment

C Cheap and abundant labour is now the
past



Changing investment landscape:
#3 1 Increased domestic capital base

_ _ C Baltic region is no longer as capital poor
Resident loans and deposits in Latvian (but not rich either)

banks, billion of euros
25 C Household deposits have exceeded
domestic loan portfolio. Currency and
20 - ===Loans emmDeposits deposits make up 60-70% of household
financial assets

15 - C Stock market capitalization remains very

low and the are few alternatives to bank
10 lending

C Need for new instruments to move
domestic savings into investments
including pension assets
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Changing investment landscape:
#4 - Preference for hoarding cash

Graph 9. Cash holdings and fixed assets in OMX Baltics

Benchmark Index companies, percentage of (; Since 2000, Baltic companies have held
total assets back investment into fixed assets
300 C Higher capitalization has not translated

vso into higher investment rate

C Firms have preferred to hold onto their
cash, rather than convert it into further
productive assets
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C Governments should incentivize capital
markets and IPOs, including for state- and
muncipal-owned enterprises
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Changing investment landscape
#5171 Demographic decline

Inhabitants in Latvia CLow Dbirth rates i n the 19¢
250,000 - catching up with the economy

C Number of people retiring has begun
to exceed number of people entering
labour market

200,000 -

C Foreign InvestorsoCouncil in Latvia
has identified demography and access
to labour as key policy priorities

150,000 -

100,000 - C Depending on the migration

trends/policy, this is the new normal
for the next 20-40 years
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Source: Eurostat



Fast wage growth is increasingly happening
at the expense of private investment

Investment in Latvia, % of GDP GDP in Latvia in current prices, 2005 = 100
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Source: CSB, Eurostat, Citadele calculations



Baltic growth model is changing and will
not happen without smart investment

GDP per capita, % of EU average (PPP)
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C So far - 20% of work and 80% of results

C Wage growth cannot exceed productivity
forever

C Time to change growth model from
resource utilization to smart growth

C Investments to support new priorities -
R&D, energy efficiency and increasing the
share of high value added sectors

C New channels for domestic savings and
FDI



Level of FDI impacts productivity

- FDI stocks vs productivity

C FDI growth correlates with level of

/ productivity growth
15

— C Less quality foreign investment
lessens the transfer of management
know-how, technology and innovation

10
C Without a productivity-boosting FDI
strategy, Baltic states risk losing
5 international competitiveness
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Source: Eurostat, OECD 2019



Level of R&D investment determines
productivity and, ultimately, wealth

Graph 7. Labor productivity in the Balfics

GDP expenditure on R&D (%) 65
2.5 80
55

2.
50
15 .‘.; 45

v

— 35
05 = /\—\/\/\/ 30
25

0.
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 20

EU-28 Estonia Latvia Lithuania 95 97 99 01 03 05 07 09 11 13 15 17

Source: Eurostat




. . . Dealing with Operating in a
Opening Getting a Accessing .
- - - day-to-d - b
a business location finance ay 0, ay secur.e Heiness
operations environment
A =N m

Startinga Employing Dealingwith  Getting  Registering  Getting  Protecting  Paying  Trading  Contracting Enforcing  Resolving
business ~ workers  construction  electricity  property credit minority taxes across with the contracts  insolvency
permits investors borders  government
(coming soon)
Rank | Economy DB score | Rank | Economy DB score | Rank | Economy DB score
L[] [ ] New Zealand 88 | 85 | Puerto Rico (US) 70. 28 | Barbados
™ ingapore 86, 66| Brunei Darussalam 70, 29 | Ecuador
Hong Fong SAR, China 5, 67 | Colombia 70. 30 | St Vincent and the Grenzdines
enmark. 68 | Oman 0. 31 igeria
[ orea, Rep. B0 | 69 | Usbekistan 59.9 | 132 | Niger
nited States 84 T Nietnam 698 | 133 | Honduras
20Igid 83, Jamaica 63.7 | 134 uyana
nited Kingdom 83, Luxembourg 696 | 135 |[Beles
orway 82 Indanesia 696 | 136 | Salomon Klands
[ ] Sweden 82, Costa Rica 632 | 137 abo Verda
n Lithuania 81 Jordan 690 | 138
Walaysia 81, Peru 657 | 139 |5t Kitts and Nevis
S O n I a Mauritius 81, Jatar 66.7 imbabwe
] Australia 81 nisia 687 anzania
Tanwcan, China 205 | reece B84 icaragua
inited Arab Emirates 3| 80 | Kyrgy Republic & Lebanon
orth b ia 807 | 81 |Maanola 578 (4| Cambodia
stonia B0p | B2 bariia &7 alau
= Latvia 803 | 83 | Kuweil 67, reniada
" inland 202 | 84 | SouthAdrica &7, Maldives
Thailand 801 | 85 |7amhia 6 pali
a VI a Germany 86 anama 666 | 149 | Benin
u Canary 87 | Botswena 662 | 150 |EBolva
Ireland [:1] lalta 56 51 urkina Faso
Kazakhstan [1] Fustan 56. Mauritania
Iceland 50 aenia and Herzegavina 5. Marshall 1slands
Austria 91 1 Salvador [ 154 | Lao PDR 08
Russian Federation 92 in Maring . 55 | Gambia, The v
Japan 93 - Luca 56| Guinea
30 Spain 94 lepal 57 | Algeria
3 China b7 95 ilippines. S8 | Micronesia, Fed St
32 France 96 atemala I 59 | Ethiopia
33 Turkey 97 | Togo 60 | Comarte
34 Azerhaijan 98 | Samoa 61
35 el 7 99 | 5 Lanka I 62 | Suriname
36 Siitzerland 00 | Seycheles 63 | Sierra Leone
37 lovenia 01| Uruguay I 64| Kiribiati
38 wianda 02| Fiji 65 | Myanmar
39 ortunal 03 | Torga 66| Burundi
40 Poland 04| Namibia I 67 | Cameroon
Czech Republic 05 inidad and Tobaga 168 | Bangladesh
atherland: 06 | Tajikistan L 169 | Gaban
Jahrain 07 | Vanuztu 7 a0 Tomé and Principe
sarbia 08 | Pakistan I udan
Joval: Republic 05 [ Malawi 50. lrag
elnium 110 | Cite d'ivoire 60, Afghanistan
menia I Dominia 60. Guinea-Bissau
Woldowa Dilbouti 60, Liberia
45 Belarus Antigua and Barbuda 60, Syrian Arab Republic
50 . Eqgypt, Arab Rep. 0. gola
51 Croatia Daminian Republic 0. Equatorial Guinea
51 Hungary . Uganda 0| Haiti 0.7
53 More<co West Bark and Gaza 60.0__| 180 | Cango, Fep. 39
54 Cyprus . Ghana 60, 181 | TimorLeste 39.
55 Romania ahamas, The 599 | 182 [Chad 35
56 Kenya apua New Guinea 598 | 183 | Congn Dem Rep 35
57 Kosovo . swating 595 | 184 | Central African Republic 354
58 aly es0tha 594 | 185 | SouthSudan EXT
59 Chile Senagal 593 | 186 |libya 32
60 | Medm X Brasil 591 | 187 | ‘Yemen, Rep. 3L
61 Bulgaria Paraquay 591 | 188 | Veneniels, RB 30.
62| Saudi Aabia i 550 | 189 |Edtea 21
63 India 7 Iran, Islamic Rep. 585 | 190 |Somalia 20,
64| Ukraine

Source: Doing Business database

Note: The rankings are benchmarked to May 1, 2019, and based on the average of each economy's ease of doing business scores for the 10 1opics.
included in the aggregate ranking. For the ecanomies for which the data caver two cities, scores are a population-weighted average for the two cities.
Rankings are calculated on the basis of the unrounded scores, while scores with only one digit are displayed in the table.
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SMART EUROPE GREEN EUROPE CONNECTED EUROPE

SOCIAL EUROPE CLOSER
EUROPE TO CITIZENS



