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A. INTRODUCTION

a) Preface

The Application for Membership

Latvia presented its application forembership othe Europearunion on 13October
1995, and theCouncil of Ministers decided on 30ctober 1995 tamplement the
procedure laid down iArticle O of the Treaty,which provides for consultation of the
Commission.

That is the framework ivhich the Commission submitthe presen©pinion, responding
to the request of the Europe&ouncil in Madrid in December 1995 fmresent the
Opinion assoon agpossibleafter theconclusion ofthe Intergovernmental Conference,
which commenced in March 1996 and concluded in June 1997.

The Context of the Opinion

The Latvian application formembership is being examined #ie same time as
applications from nine other associated countries. Latvia's accession is to besaen as

of an historic process, which the countries of Central and East&urope overcome

the division of the continent which has lasted for more than 40 years, and join the area of
peace, stability and prosperity created by the Union.

The European Council in Copenhagen in June 1993 concluded that:

“The associated countries in Central and Easkrrope that salesireshall become
members othe Union. Accession willtake place asoon as a country able to assume
the obligations of membership by satisfyirtge economic andgolitical conditions.

Membership requires:

- that thecandidate country has achievethbility of institutions guaranteeing
democracy, the rule of lawhuman rights andespect for and protection of
minorities;

- theexistence of a functioning market economywadl asthe capacity tocope
with competitive pressure and market forces within the Union;

- theability to take on theobligations of membership, includiragiherence to the
aims of political, economic and monetary union.

The Union’s capacity to absorb new membavkjle maintainingthe momentum of
European integration, is also an important consideration igeheral interest of both
the Union and the candidate countries”.



This declaration spelledut the political and economic criteridor examining the
accession requests of the associated countries of Central and Eastern Europe.

The EuropearCouncil in Madrid in December 1995 referredthe need, in the context
of the pre-accession stratedyo create theconditions for the graduaharmonious
integration of the applicant countries, particularly through:

- the development of the market economy,
- the adjustment of their administrative structure,
- the creation of a stable economic and monetary environment”

In its Opinion, the Commission analysethe Latvian application on its merits, but
according to the same criteria as the other applications, on which it is delivering Opinions
at thesame time. This way of proceedirgspects thaish, expressed lihe European
Council in Madrid, to ensure that the applicant countries are treated on an equal basis.

In addition to theindividual Opinionsthe Commission is presenting separately to the
Council, in the framework of its communication “Ager200”, ageneral assessment of
the accession requests, and its recommendations concerning the strategyedesful
enlargement ofhe Union. At thesame time, it is presenting an evaluationhafimpact

of enlargement on the Union’s policies.

The Contents of the Opinion

The structure of th®piniontakes account of theonclusions othe European Gocil
in Copenhagen. It:

- describeghe relations up to now between Latvia and the Urpanticularly in
the framework of the association agreement;

- analyseghe situation in respect of thgolitical conditions mentioned by the
European Council (democracy, rule of law, human rights, protection of minorities);

- assesses Latvia’s situation gmmspects in respect of tleonomic conditions
mentioned bythe EuropeanCouncil (market economy, capacity toope with
competitive pressure);

- addresses the question bétvia's capacity toadopt the obligations of
membershipthat is theacquis of the Union as expressed ithe Treaty, the
secondary legislation, and the policies of the Union;

- makedinally a general evaluation of Latvia’s situation apbspects in respect
of the conditions fomembership othe Union, and a recommendatiooncerning
accession negotiations.



In assessing Latvia irespect of the economic criteria and ¢&pacity to assume the
acquis the Commission has included prospective assessment; it hatsempted to
evaluate the progresshich can reasonably be expet on the part ofLatvia in the
coming years, before accession, takaggount of the fact that thacquis itself will
continue to develop. For this purpose, and withouprejudgingthe actual date of
accession, th®pinion is based on a medium-term time horizon of approximétely
years.

During the preparation of th®pinion, the Commission hagbtained a wealth of
information on Latvia’s situation fronthe Latvian authorities, and has utilisedany

other sources of infamation, includingthe menber states and numerousternational

organisations.

b) Relations between the European Union and Latvia
Historical and Geopolitical Context

With aterritory of some 64 000 sggm, and a population d€.5 million, Latvia lies on
the Eastern coast of tigaltic sea and sharé®rders with Estonia in thidorth, Russia
and Belarus in th&astand Lithuania irthe South. Théaltic Sea connects Latvi@so
with Sweden, Fland, Germany and Denmark. This location has traditionaiide
Latvia an important transrbute between Europand Russia, notably durirthe period
of the Hanseatic League.

In 1201,German Teutonic knights conquered Latvia. Subsequently, Ledviee under
Lithuanian, Polish, and Swedish rule until, partly in 1704 adlgl in 1772, it was
annexed by Russia.

After the first World War, Latvia proclaimed its independence on NovemBerl918

and successfully defended it agaitke Soviet Union. A period oparliamentary
democracy in the 1920s wé&sllowed by an authoritarian regime #934. During the

period between théwo World Wars, the country experiencednsiderable economic
growthand an improvement in its standardiahg. Latvia was forced to gramiilitary

bases to the Soviet Union in September 1939, and the country was annexed by the Soviet
Union in June 1940. It was occupied by Germany in 1941-44.

After the war Soviet rule was re-established, thonghrecognised by most Western
States. It waaccompanied by masieportations and settlement of Russians. In 1988 a
Popular Front for Latvia was formed, and in 1989 it wondleetions to the Supreme
Council, whichthe following year declared Latvisatill independent. In 1990 and 1991
there wereviolent clashes betweesupporters ofndependence and Latvian communists
and Soviet forces. A referendum in March 1981ed 73% in favour oindependence,
which was declared on 21 August 1991 and recognised by the Sdwiet the
following month. Russiamilitary forces withdrew from the country in 1994, though
there is still a Russian radar station at Skrunda, under agreed OSCE supervision.



Latvia’s Position Concerning the European Union

Since regaining independenceAngust 1991 L atvia has followed a consistent foreign
policy strategy of European integrationAll parties in the present government see
further European integration arfiall membership othe EU as themnain priority. This
was confirmed byhe declaration bgll parties in Parliament i@ctober 1995, invhich
the parties supported th@overnment’s decision to submit its applicatitor EU
Membership.

The determination to achiewvaembership inthe EU aswell asthe commitment to
undertake any necessary preparations were most recently presented by Rigsatast
on 4 May 1997 on the occasion of Latvia’s Declaration of Independence Day:

“We are preparing ourselves for the accession negotiations with the Eurdpean
We see it as a two-sided procefastly, the conformity ofthe model ofstate,economy
and society with theprinciples ofthe EU. Efficient and purposefubperation of the
Latvian administrative system is very important in fiscess. However, it will benly
partially successful if we negletite other, thecentral aspect. Each residentLaitvia
should be able tgeehimself inthe perspective of Latvia as the futurember of the
EU. Therefore, wenustintensify the explanation othe EUprinciplesthroughout_atvia
and - in the context gpopularisingthe idea of Europe - weshould consolidate our
national self-awareness.

The opening of the EU and the idea of the unity of Europe is the strategy @aimmon
development and Latvia is a stable member of it.”

Contractual Relations

Diplomatic relations betweehe Europeattommunities and Latviavereestablished on
27 August 1991A Trade and Cooperation Agreement vgagned on 11 May992and
entered into force in 1993 The present contractual relationship betw#en EU and
Latvia is regulated by a Fré&gade Agreemenivhich was signed on 18uly 1994 and
entered into force on 1 Janu&al995. This preferential agreemeatms at establishing
freetrade between the E&nd Latvia within a transitiongeriod lasting anaximum of
four years, on #asis of asymmetrySome sector@mainly textiles, agriculturaproducts
and fisheriespare regulated bgpecific rules. The Agreement also contains provisions
concerning payments, competition and approximation of legislation.

A EuropeAgreement was negotiated between the Euro@anmunities and Latvia in
thefirst half of 1995and signed on 12 Juri®95. Latvia ratifiedthe Agreement on 31
August 1995. It Wl enter into force on completion of ratification by EU Member

States. The Europ&greementwill then replace the Trade and Cooperafdgneement

as well as the Free Trade Agreement.



Once it enters into force, tHeurope Agreement will be thdegal basisfor relations
between Latvia and the Uniorits aim is toprovide a framework fopolitical dialogue,
promote theexpansion otradeand economic relations between the parties, provide a
basisfor Community technical anfinancialassistance, and an appropriate framework to
supportLatvia’s gradual integration intthe Union. Thanstitutional framework of the
Agreement provides mechanisnior implementation, management and monitoring of all
areas of relations. Sub-committees examine questions at a technical level.

The Association Committee, at senddficial level, provides for discussion of and often
solutions to problems arisinghder the Europ@&greement. The Association Council, at
Ministerial level, examineghe overall status of and perspectives foglations and
provides the opportunity to review Latvia’s progress on preparation for accession.

To pursue its European integration activities, Latvia batblished aEuropean
Integration Council consisting of the main Ministers concemigidh meets every month

to coordinate the implementation of the National Programme for Integration into the EU.
The Minister of EuropeanUnion Affairs hasthe day-to-dayresponsibility for co-
ordinating the Europeadnion policies and hathe European Integration Bureau (EIB)
underhis responsibilityThe EIB is thefocal pointfor proposals for andnplementation

of integration initiatives. It issupported by 23technical workinggroups. A
Parliamentary Commission dEuropeanAffairs ensures political coordination of the
integration process.

The Pre-Accession Strategy

Implementation of the Free Trade Agreement and the White Paper

The measures envisagedire Agreement between Latvia and the Eurog@ammunity
are being implemented according tbe agreedimetable. Ovethe lasttwo years, the
Joint Committee, the Interparliamentary Committee and the sectoral Working Groups
have allmet regularly. Pendingdoption of arAdditional Protocol (under preparation),
autonomous measures haueeen adopted for agricultural products, processed
agriculturalproductstextiles and fisheries, iarder to adapt the Free Tradgreement
to the latestenlargement othe Union as well as tdhe conclusion ofthe Uruguay
Round.Implementing rules on undertakings astdteaid are under preparation. A new
Protocol on rules of origin entered into force oAgil 1997 allowingfor pan-European
cumulation of rules of origin. Discussioase currently going on regarding tertension
of Protocol 1 on trade itextiles beyondthe expiry date of 31December 1997.
Agreement on the determination of the agricultural compoapplicable toproducts
originating inthe Community inaccordance withProtocol 2 isalso close tobeing
reached.

Other mainissues being discussed tine context of the Free Trade Agreement are:
approximation of legislation and pre-accessgmategy, macro-economic progress,
Latvia’s relations with its neighbouringtates,opening of community programmes,

customs cooperation, certification and standardisation issues and trade issues.



The Commission’s WhitePaper of 1995 on the Internal Marlgst out the legislation
whichthe candidate countries would need to transposengpldment inorder toapply

the acquis and identified elements essentialth@ implementation othe single market
(known as Stage fineasures) whickvould need priority attention. Latvia has attached
considerable importance to thigork. The Latvian National Programmefor EU
Integrationwas adopted by theovernment of Latvia in December 1996 as the general
strategy for the pre-accession phase, and as a responséthitth®aper. The Latvian
Programme includes time-tables and responsibilit@s each legislative field. The
programme has been approved in the Parliament's Committee for European Affairs.

The scope of th&egislativeprogramme so far isainly Stage llegislation. The Latvian
approachwill gradually be widened ta@over otherlegislative fields, in particular
transport, theenvironment, consumergection and labour-market issues. ™Netional
Programmewill be up-datedevery sixmonths inorder toallow for clear priorities to be
set and to ensure rapid progress of the integration pro¢&sgress inlegislative
alignment has been achievedtire areas otompany law, customs legislation, free
movement of capital (including liberalisation of rightlioy property),indirect taxation
and procurement procedures.

Overallthe EC/Latvia Free Trade Agreementusctioning well. It has been possible to
resolveany problems arising in amooth and productive manner. Cooperation has
already advanced further in somectors than thAgreement requires. This provides a
good basisfor the enhancedevel of cooperation andmplementation which will be
required under the Europe Agreement.

Structured Dialogue

Latvia has participated ie StructuredDialogue sincehe CannesEuropeanCouncil in
June 1995.Latvia has been an active participagpecially inthe political dialogue. In
March 1997 | atvia tabled a proposal for the development ofraividualised political
dialogue.

Phare

EU technical andinancial assistance to Latvia commenced unter 1991 TACIS
programme and has been extended under Fwace 1992. During the period 1992-
1996, the Phare programme allocated 124 MECU to Latvia. alldeation for 1997 is

38 MECU. Principalsectors haveeen: reform of théegal and institutional framework;
infrastructure development; restructuring and privatisation. It has had a particular
impact on privatisation of enterprises and land, and on tax administration and customs.

There is also a growingmphasis orcross-border cooperation programmespecially
for transport and environment.



Participation in Community Programmes

Latvia has indicatethat, once the Europ&greement has entered into force, it would
like to participate in Socrates, Leonardo, Youth for Europe, MEDIAaridl Life
beginning in 1998, and SAVE, Kaleidoscope and Raphael as from the following year.

Trade Relations

Latvia was almosexclusivelydependent on tradeith the former SovietJnion at the
time of the re-gaining of independence ¥991. But the EU accounted in 1996 for
approximately45% of export§Germanyl14%, UK 11%and Sweden 7%)while the
Russian shareepresented 23%. The Edlare ofall imports amounted to 50% in 1996.
Following the entry into force of the Free Trade Agreement between the EUaand
and the accession of Finland, Sweden of Austria, EU exportsti@ liacreased by 29%
from 1994 to 1995, while imports from Latvia increased by 18%.

EU imports from Latviaare mainly wood productsand textileswhile EU exports to
Latvia consist mainly of machinery and electrical equipment and chemicals.

Trade with its Baltic neighbours, Estonia and Lithuania, is modmst developing,

following a freetrade agreementhich regulates trade imdustrial productswith these

countries. Latvia has been an active participant in Balbieperation, both in the
differentcooperation structures thexist betweerthe threeBaltic states and in aider

context through theCouncil of the Baltic Sea StatesLatvia is also considering
membership in the Central Europe Free Trade Agreement (CEFTA).

General Evaluation

Relations withthe EU have developesiell sinceLatvia regained its independence. No
delaysare foreseen testablishing fre¢rade inindustrialgoods by 1999, a®reseen by
the Free Trade Agreement. The varicusjects and issues dealt with untles Free
Trade Agreement have beeliscussed and solved effectivelyCooperation will be
further enhanced when the Europe Agreement with Latvia enters into force.

B. CRITERIA FOR MEMBERSHIP

1. Political Criteria

The EuropearCouncil in Copenhagen decided on a number of “political” criteria for
accession to be met by the candidate countries in Central and Hastepe.These
countries must have achievestability of institutionsguaranteeing democracy, thde

of law, human rights and respect for and protection of minorities”.



In carrying out the assessment required in this connection, the Eu@peemnission has
drawn on a number &fources ofnformation: answers given lijie Latvian authorities
to the questionnaire sent to them@ymmission staff in Aprill996, bilateral follow-up
meetings,reports fom MemberStates’ embassies anthe Commission’s delegation,
assessments by international organisations (incluthegCouncil of Europe and the
OSCE), reports produced by non-governmental organisations, etc.

The following assessment involves a systematic examinatidheofnainways in which
the public authorities are organised aoperateand the stepthey have taken to prect

fundamental rights. ldoes notonfine itself to a formal descriptidiut seeks t@ssess
the extent to which democracy and the rule of law actually operate.

This assessment relatesthe situation in June 1997. It doest examine in detail any
changes which haviaken placesincethe fall of the Communist régime or which may
come about in the future, thoughgénerallytakes account oény statedintention to
reform a particulasector. Thesituation of the government mentioned her@nly in
passing: it will be examined in greater depth in chapter 4.

1.1 Democracy and the Rule of Law

When Latvia regained its independencéirgust 1991, it declared th@imacy of the

old Constitution of 1922 ovell laws in force inthe country. After variouamendments
designed to establish parliamentary democralog, Constitution was restored in its
entirety in 1993. In the meanwhile, an ordinary parliamentary act of 1991 enumerated the
rights and obligations dhe citizen. The Latvian institutionsork smoothly, the various
authorities being mindful of the limits of their powers and of the need for cooperation.

Parliament and Legislative Powers: Structure

Parliament consists of a single hougbe Saeimal00 membersare elected for 3 years
by proportional representation on thasis of a list at national levélvith a minimum
threshold raised from 4% to 5% in 1995). There are no arrangemenspefic
representation of minorities.

The right to dissolve Parliament is subject tooaginal procedure. The President of the
Republic canput the dissolution of theSaeima to a referendum. tiie referendum
produces a majority ofotes in favour of the President’s proposal, Seeima is
dissolved and electiorasecalled within 2 months (Article 48 @he Constitution). If the
proposal is rejected, the President is then deemed to have resigned and is replaced
(Article 50).



Under Article 28 othe Constitution, MPsnjoy a traditional array ammunitiesexcept

as regardsainy defamatory remarks made during debatethéSaeima. The role and
involvement of the opposition in the working of the institutions is recognised in Latvia. It
has a voice foexample inthe setting up oparliamentary committees of enquiiget up

by 1/3 of themembers othe Saeima)Two such committees werecentlyset up on the

use of certain loans granted by the G 24 and the privatisation of two Latvian banks.

The existence of numerous political groupi{@8 officially registered to dateears
witness to the facthat Latvia isgenuinely a multipartyState. While the creation of
partiesmay appear straightforward, “non-nationals” have no right to form parties (for
examplethe formation of a partgalled the “Latvia Stateless League” was banned).
Political parties receive no funding from the State.

Legislativepowerlies with Parliament. Legislatiomay beinitiated bythe President, the
Government and at leas0% of the electorate, agell as by ParliameniThe President
hasthe right todemand a second reading in Parliantarthas tobow to theSaeima’s
wishes if it confirms itsnitial vote withoutamendment. The President invoked this right
for example beforéhe passing ofthe 1994 Nationality Act. The Governmenhas the
power tomake regulations conferred on it either by legislation or wkieeee is an
absence of legislation. Furthermore, under Article 81 of the Constitution, it may pass acts
with the force oflegislation should an emergency arise during a Parliamentary recess.
However, such actgnay in no circumstances relate to the electossistem, the
organisation and procedures of fbdicial systemthe budgetamnesty ortthe taxation
system andire deemedhvalid unlesshey are presented tBarliament within 3 days of

the resumption of parliamentary proceedings.

A referendumprocedure isnshrined inthe Latvian constitution. Orthe initiative of
either the President of thHeepublic or a third othe members otthe Saeima, an act
passed by Parliament can be suspendedder to be put to eeferendum athe request
of one tenth of the electorate. The susperat#avill, however, becomkaw if, within 2
months, the threshold of 10% of the electorate requirdibld a referendum has not
been reached or trect is put to the votenceagain bythe Saeima and passed by a
majority of 3/4 of its members. Under Article 73 dhe constitution, theeferendum
proceduremay not be applied tothe budget, taxation and customs dutiedjtary
service, declarations ofvar, peace treaties, state efnergency, mobilisation and
international treaties.

Functioning of Parliament

The 1992 and 1995 electiotwok place in free and fair conditions. both casesthey
resulted in the formation of coalition governments (see Annex: results of 1995 elections).

Parliamentoperatessatisfactorily.lts powers are respectemd the Oppositioplays a
full part in its activities.



The Executive: Structure

The President of thRepublic,who is elected byarliamentor a three-year ternwhich
may berenewedonly once, is also accountable to tBaeima, which hathe power to
dismiss him by a2/3 majority of its members either on politiagdounds (Article 51 of
the Constitution) or on grounds of criminal activity (Arti&lé). Heexerciseshe powers
traditionally conferred on the Head of State.

The Government is accountable to 8eeima. The President thfe Republic designates
the Prime Ministerwho appoints theninisters. The number ohinisters is fixed by law
(12 at present). The ministers are also individually accountable to Parliament.

Latvia hasnot introducedany intermediate levels ofovernment. The Government is
therefore obliged to negotiathrectly with each local authority concernitite contents
of decisions which affect it.

Latvia has som&94 local authoritiesyhichfall into one oftwo types: districts (26) and
municipalities, the latter breakingdown into metropolitan %), urban (70) and rural
municipalities (491). Eachlocal authority has a Council elected by dirertiversal
suffrage. The role of the districts is to coordinate measures taken ioyti@palities in
the planningand management of local public servicgbe Saeima can dissolve the
elected body of each local authority ahe minster for the environment and regional
development can introdudegislation overruling any decisions of a loaathoritywhich
might be incompatible witthe Constitution, théaw or a Governmerdecree. The right
of appeal before the courts exists in such cases.

Civil service regulations have been in fosiece1994.Civil servants’ salarieare very
low and the attraction cfalaries irthe privatesector isbehindthe departure of some of
the most able senior civil servants for positions in private industry.

The army, the secret services and the police are controlled biyitlaa authorities. The
army is still experiencing disciplinary problems and its morale remains reldtvelyrhe
secretservicesare controlled by théOffice for the Protection of the Constitution”,
which coordinates the activities of all the services concerned.

Functioning of the Executive

The central institutions of the State operate smoothly.

The local authoritiegappear toenjoy a reasonable measureaotonomy, particularly in
financial matters,subsidiesgranted by central governmebéing negotiated witheach

local authority. A major debate is currently taking place in Latvia concerning a number of
issues relating to local autonomy: reductiortte number of municipalitiegmore than

400 of them have less than 20@0abitants), method of electirtge regional councils,
redefinition of the allocation of resources between central #&owhl government,
incorporation of local administrators in the national civil service, control of local finance.



Latvia has launched a vigorous programmeiwaf service reform: establishment1993

for a two-year period of Mlinistry for Central Government Reform, preparatiorciof
service regulations and a programme to congbatuption in 1994 establishment the
same year of a National Civil Service College. Despite these efforts, the siteat@ns
difficult andany improvementontinues to require a major programme of training and
the establishment of institutions toversee theémplementation otivil service reforms.
The present government has made the fight against corruption one of its priorities.

The secretservicesare subject to control b¥arliamentthrough a“Committee on
national security”.

The Judiciary: Structure

The separation of the Latvian judiciary from titber powers appears secure. Judges are
appointed by théinister of Justice and their appointmeatg confirmed by Parliament
after two years’ professional practice. From then, they have absolute security of
office, which can only be called intpuestion if they have committed a crime. The judges
at the SupremeCourt areappointed by the President dfat body. Latvia has no
specialisedcourts but theordinary courts all have lawyers responsibléor handling
specifictypes of cases (administrativayil, criminal). The judges areot subject to any
pressure from the Government.

The Chief Prosecutor is elected for years by Parliament othe proposal of the
President of the Supreme Court. He is totally independent of the Minister of Justice.

The compatibility ofdecrees and acts of the President ofRepublic,the Government
and local authorities witthe Constitution and tHaw is subject tahejudicial review of
the ConstitutionaCourtwhile in othercasegudicial review isexercised by therdinary
courts.

The role traditionally assigned to &@mbudsman is amoripe many functionsfulfilled

by the NationaHuman Rights Officeset up inJuly 1995. It isresponsibldor handling
complaints, including those concerning the private sector, proposing such amendments to
legislation or regulations as it sees fit amfdrming the public abouthumanrights. More
particularly, it haghe task ofoverseeing the protection of the mesinerable social
groups (children, the handicappedetc.) and may, of its ownnitiative, conduct any
investigation it regards as appropriatehrfield of the protection ohumanrights. It is
completely independent from the Government and reports to the Saeima.

The Constitutional Court, which was set up in June 1996, consists of 7 judges elected for
10 years by an absolute majority thie members otthe Saeima (3are nominated by
Parliament, 2 bythe Government and 2 by the Suprei@eurt). It verifies the
constitutionality of primary legislation, treaties and secondary legislatfiatiersmay be
referred to the Constitution&ourt by thePresident of th&kepublic,the Government,

1/3 of the members ofthe Saeima,the Chief Prosecutor or \v&n a local authority.
However, the courts and the citizen may not apply to it directly.



Functioning of the Judiciary

Considerable improvemerdase needed in the workings of tjuelicial apparatus in order
to reduce théime taken to judge cases. Thalicial system isalso somewhanefficient

as regards the enforcementdeicisiongaken by the courtshis is attributable either to
thelack of appropriate instrumenfsailiffs do not exist in Latvia) or to lack of authority
particularly over certainpublic bodies(for example occasional failure dhe body
responsiblefor managingthe naturalisationsystem - to implement decisions taken
concerning it by the courts in this area).

The National Human Right©ffice plays an essentiable in ensuringrespect for
fundamental rights in Latvia. It enjoys real independence ftom other public
authorities as illustrated faexample by its investigation dhe differences instatus
between citizens and non-citizens in Latvia (December 1996).

1.2 Human Rights and the Protection of Minorities

Latvia has introduced various internal rules designed to ensspect fohuman rights
and minorities’ rights. Suctespecimayalso be guaranteed by thpplication of certain
international conventions, foremost amongich isthe European Convention for the
Protection ofHuman Rights and its main additiorfalotocols. UnderArticle F of the
TEU, observance of human rights forart of theacquis any Statewishing to join the
European Union must first have ratified these texts.

In June 1997, Latviawhich has been a member tifie Council of Europe since
Februaryl995, ratified the European Convention for the ProtectionHoiman Rights
and most of theadditional protocols (with the exception d¢frotocol No 6 orcapital
punishment). It also permitsdividuals totaketheir case to the Europe&wourt if they
consider that their rights under this convention have been violated.

Amongthe other mairconventions protectinguman rights and minoritsights, Latvia
has signedut notratified the framework convention ominorities andthe European
SocialCharter. Ithasnot signedthe convention on the preventiontofture but is now
working in that direction. By contrast, hias ratifiedthe mainhuman rights conventions
concluded in the framework of the United Nations.

Under Latvia’'s Law on international treaties, théslee precedence over thewv once
they have been ratified.

Civil and Political Rights

Access to theourts is unrestricted inatvia. Anact of April 1993 enshrinethe right of
every individual tathe services of a lawyer free-of-chargeaditstages of the procedure.
However, owing to a shortage of qualified lawyers, this is difficult to apply outside Riga.



Although still not abolished in Latvia, capital punishment was suspended by the President
of the Republic in September 1996.

The right not to barbitrarily arrested appears secure. Arrest warrants arassowd by
a judge andsincel994, no longer by thBublic Prosecutor. Nandividual may be held
by thepolice for questioning for more than Wdurs, aftewhich the Public Prosecutor
must either prefer charges or release the person detainedn&teum period of
remand is 18 months.

Everyone aged 18 years or over has the right to vote.

Freedom of association is guaranteed, as shown by the vitaliigtw#'’s civil society

(1700 non-governmental organisations in 1995, 2400 in 1996). Therenamg
associations devoted to protecting the rights and interests of non-nationals despite the
fact that non-nationals may not form political parties.

Freedom of assembly is established.

Freedom of expressionveell established ihatvia as can be seen fraime proliferation
of the press and audio-visuakdia(2000 newspapers amdagazines, 25 radio stations,
41 television stationsncluding two national public stations and one private one).
Censorship is banndd991 Act for the press, 1995 Act for thede-visual media). The
political parties enjoy unrestricted access to the media.

The right of ownership is guaranteed in Latvia except for non-nationals. Properly
registered foreigners have the right to acquemad if the States ofwhich they are
nationals have concluded agreements on the mutual proteciioresfments. Latvia has
introduced arrangements for the return to the former owners of propextyiabf they

had been dispossessed by the Communist regime. More than 70% of claims for the return
of property have now been processed. Latvia is moreover engaged in a revidandf its
register, which should be completed by 2005.

Respect forprivacy is ensured byhe need to obtain a warrant from thalicial
authorities before property can be searched or postal or telepbmeunications can
be monitored.

The position of asylum-seekers should improve whti forthcoming adoption of an act
governing thestatus ofsuch people in Latvia. It should afford asylum-seekgesater
access to justice than thegjoy atpresent and prevent a repeat of the conditvamsh
existed at th@laineaccommodation centrantil Decemberl996. This newact should
also enable Latvia shortly to ratify the Geneva Convention of 1951.

A number of cases ahhumanand degrading treatment have beegorded in the
prisons, thearmy and theasylum-seekers’ accommodation centres (see above). In the
prisons, adolescents armt always kept separate from adulend areheld in poor
sanitary conditions. The opening in 1996 of Latvia’s first detention cespeasfically
intended for adolescents may mark the beginning of an improvement.



Economic, Social and Cultural Rights

All inhabitants of Latvia, whether they have Latvian nationality or not, theveght to
the minimum means of subsistence.

The right to social security is also recognised.

Freedom to belong to a trade union is guaranteed except in the armedHonedism is
demonstrated by thexistence ofl09 registered tradanions.More thanhalf of the
country’s employeegre represented kyvo large federations. Around0% of wage-
earners are members of a trade union in Latvia.

The right to strike is recognised in the privaector but does naxtend to thecivil
service, the police, judges or members of the armed and security forces.

Free access to education is available to all.

Freedom of religion is based ¢me 1995 Actaying down the separation of Church and
State. Itprovidesthatonly registered denominatiorsse entitled to variousenefits and
rights. So far, 800 have completed the registrafmmalities with the Ministry of
Justice.Only the Jehovah’s Witnessesere refused registration because of thies
which the members of this religion follow ithe field of healthcare.This decision has
been attacked in the courts. The investigatiothefl995omboutrageagainst thekiga
synagogue has still not produced any significant results.

Minority Rights and the Protection of Minorities

In any assessment of the situation of the minorities in Latvia, a distinction has to be made
between rights and safeguards connected wiémbership of an ethnic and cultural
community regardless dhe nationality held and differences in persostdtusarising

from non-possession of Latvian nationality.

In Latvia, minorities,including non-citizensaccount fornearly 44% of the population,
including 30% Russians, 4% Belarusians and 3% Ukrainians. Lataresninority in 7

of the country’s 8 largest townsVithin that 44%, 28% of the population, i.some

685 000 people, daot havelLatvian citizenship and a largegoportion of that group,
consisting of former citizens ahe USSR, have naitizenship at all. The present
situation is largely attributable to the Soviet Union’s post-1945 policy of encouraging the
settlement of Russian-speakers (1935 cen&u&%Latvians andl2% Russians;1959:

62% Latvians and 26.6% Russians; 1979: 53.7% Latvians and 32.8% Russians).



The Act of August 1994ald down various conditions for thacquisition of Latvian
citizenship:

1. The right toapply for naturalisation is governed by a criterion of agere
preciselythe population iglivided up nto various age brackets, eachadfich is
entitled to apply during a specifiear, applications from personstime last of
these brackets only being accepted in 2003.

2. The acquisition otitizenship depends on passing an examination where the
applicant must demonstrate his/her knowledgehefLatvian language and a
certain knowledge of the country’s history, itstional anthem and its
institutions.

3. Far, this system has not served to gtatvian nationality to verynanypeople, a fact
which suggests that krge proportion of the country’s populatiamay remain
foreigners for a longme tocome. Sincehe start of thenaturalisation procedure
in Februaryl1995, around 4700 people have acquitatyian nationality. (April
1997).

In 1995-1996, some 93 000 people could hagpliedfor it under the age-brackets
arrangement. 7170 did so during those two years. The National Human @ifiteshas
been instructed to carry out an inquiry into the reasons for this phenomenon.

This situationmay beattributable to a variety diactors. Therelative difficulty of the
testsmay beone of the reasons and thatvian authorities have alreatigken steps to
lower thelevel of knowledge requiredThis factor couldwell explainthe difficulties
encountered particularly bghe elderly. However, Latvia has introduced language-
training programmes for Russian-speakerkdip themprepare for thexamination. The
Phare programme has been providing support for these activities since 1996.

The system ofage bracketdnitially devised as a way of preventitige administration
from being overwhelmed by a flood of applications, has hauhtahiting effect. Given
this “shortage” of applications for naturalisation, suclsyatem no longer appears
warranted. Furthermore, the examination enrolment fees are still high.

In some cases, non-possession of Latvatizenship may have appeared as an
advantagewhich mayalso help taexplainthe lownumber of naturalisation applications:
no military service obligation, ease of travelttee countries of the former USSR thanks
to the old Soviet passport etc.

Faced with this situationthe present governmehas undertaken to increae number
of naturalisations in thgears to come so as to reduhe foreign portion of the Latvian
population but without changing the existing law on citizenship.

The Latvian authorities must consider ways to make it efmiestateleshildren born
in Latvia to become naturalised, gbat the EuropearConvention on Nationality
concluded by the Council of Europe can be applied as soon as possible.



As regards the position dhon-citizens”, the 1995 Act conferred a clearer status on
stateless people, and tlssue of specigbassports to themyhich should be completed
by the end of 1997lready represents a consideradilep forwardparticularly from the
point of view of their freedom of movement.

Nonetheless, “non-citizens” continue to be affected by various types of discrimination.
Theyare barred from certain occupatiokghile some of these bars amet unusual (for
example inthe case oftivil service posts where dutiesaie a bearing on national
sovereignty), others arfar less comprehensible (private detectives, lawydrbnea
crews, fire-fighters, pharmacists). In its above-mentioned study of Decéi9®@y the
National Human Rights Officebservesthat 10 of thedifferences instatus between
citizens and foreignerare contrary to théatvian Constitution anthe United Nations
Convention onCivil and Political Rights.However, thelatvian Government has
undertaken t@bolishthese instances dlfiscrimination and a first legislativ&ep inthis
direction was taken at the beginning of 1997.

In addition, “non-citizens” cannot directly acquire ownership of land and have no right to
vote, even inlocal elections, everthough that would be gowerful factor for
encouraging integration. Lastly, some of their fundamental ragletiess wellprotected;

they are, for example, excluded fronthe scope of the 199&amnesty law. These
differenceswill have to bereduced, particularly while the foreign portion of the
population of Latvia remains so large.

As regards the morgeneral situation ofthe Russian-speaking minoritfregardless of
whether they possess Latvieitizenship omot), their rights are respected aprbtected
even if some problendill have to beesolved. Moreover, there are n@jor problems
in relations between the Latvians and the Russian minority.

The minorities have no special parliamentagpresentation. However, a Consultative
Council of the Nationalities set up inJuly 1996 bringstogether representatives of
11 ethnic minorities and is responsildier monitoring the situation and proposing
necessary reforms. Ghe culturallevel, the Association of National Cultural Societies,
which spans somventy organisations, strives ppomote tolerance and gooelations
between the various communities.

As regards the use oftional languages, this is permittedhe courts ifall the parties
agree. Otherwise, the party concerned is entitled tosémeices of an interpreter.
However, some obstacles exist thiose who have noommand of Latvian: need to
know Latvian to receive unemployment benefit, obligation to pass a high-level language
test to be able to stand for election.



In the education field, Latviaastwo paralleleducation systems, oneliatvian and one
in Russianpothfinanced bythe StateEight othermminorities havestateaided schools in
their national language. The 1995 amendmenthef Education Act introduced the
obligation for schools to increaiee number of lessongught inLatvian. However, its
implementation is being hampered the lack of teaching staff witlthe qualifications
necessary to give suatourses in schoolservingthe minorities. In higher education,
students have to passtest inLatvian before beingadmitted. However, aumber of
private establishments provide high-quality teaching in Russian.

In this area, the min criticism concerns the fact that Latviaas not yet introduced
legislation on educatiofor the minorities whichwould provide a solid framework for
approaching this matter anglanning for the medium term. This sort of situation
provokes some fears amongst thimorities concerninghe permanence dhe measures
currently taken by the public authorities to promote their educational establishments.

1.3 General Evaluation

Latvia’s political institutions function properly and in conditions of stabilitfhey
respect the limits on their competences and cooperate with each other. Elections in 1992
and 1995 were free arfdir, and in each case permittettie establishment of coalition
governments. The Oppositigrlays a normapart in the operation of thstitutions.

Efforts to improvethe operation of th@udicial systemand tointensify the fight against
corruption need to be sustained.

There are nanajor problemsver respect fofundamental rights.But Latvia needs to

take measures to accelerate naturalisation procedurendblethe Russian-speaking
non-citizens to become better integrated into Latvian society. It should also pursue its
efforts to ensure general equality of treatment for non-citizens naindrities, in
particular for access to professions and participation in the democratic process.

With the reservation that stepsed to be taken tenablethe Russian-speaking minority
to becomebetter integrated into societyatvia demonstrates the characteristics of a
democracy, with stable institutions guaranteeing the rule of law and human rights.

2. Economic Criteria

In examining the economic situation and prospects of Latvia, the Commission’s approach
is guided in particular by the conclusions of the European Council in Gagen in June
1993, which stated that membership of the Union requires “the existendenatianing
market economy, asell asthe capacity to cope with competitive pressure and market
forces within the Union”.



This chapter of theOpinion thereforegives a concise survey tie economicituation
and background, followed by a review of Latviggogress inkey areas of egeomic
transformation (liberalisation @ahe price andradesystem, stabilisation dhe economy,
structural change, reform of tHamancial sector) aswell asits economic and social
development. It concludes with a general evaluation of Latvia in relatidmetoriteria
mentioned bythe EuropearCouncil and a review gbrospects and priorities for further
reform.

2.1 The Economic Situation
Background

Latvia, with a population oR.5 million, has agross domestigproduct (GDP) of
ECU 8 billion (expressed in purchasipgwer parity); its population isabout 0.7% of
that of the Unionwhile its economy ionly about 0.1%GDP per head is about 18% of
the Union averagd@.he average monthly wage is about ECU 170 (November 1996).

Latvia has applied for membership of the WTO and expects to accede during 1997.

Progress in Economic Transformation

In the inter-war period, Latvia was an independgate,and highly integrated in the
world economy. In 1940, the country whmscibly annexed bythe SovietUnion and
subsequently centraplanning was introduced.Relatively large and sophisticated
industries wereestablished in Latvia, because of its comparatively well-developed
infrastructure. Latvidbecame totally dependent tre Soviet Union, both for inputs and
for selling finishedproducts. As theeconomy wagelatively efficient, Latviawas the
richest republic othe former Soviet Union. However, as in tiest of the Sovietynion,
economic growth declined steadily over the years.

Although Latviaundertooksome economic reforms during tperestroikaera under
Soviet rule, the fact that regained independence only in 1991 has deldlyedstart of
reforms. The country has had to fabe difficult task ofrebuilding amarket economy
and, at thesame time, re-establishirtige institutions of an independestate. Thespeed
of reforms hasot beerequal inall areaswhile price liberalisation anthe building of a
new taxsystem hadstarted beforendependence, anghile foreigntrade, wages and
interest rates weiéeralised immediatelafterwards, privatisation advancedich more
slowly, particularly in industry. 1995, the countrysuffered a severe banking crisis,
which hadknock-on effects othe budget. Althouglhis dentedhe recovery in output,
Latvia’s inflation record has remained relatively good astpP hasstartedexpanding
again.

Until the late 1980s, Latvia was a pw@nmand economyyithout asignificant prvate

sector. Small-scale privatisation, and privatisationtire agriculturalsector, are now
almost complete, but progressth the sale ofthe big industrialenterprises habeen

slow. The share of the privasector inGDP had increased t60% in 1995while in

employment it had risen to 62%.



Foreign Direct Investment

Since independence, foreign direct investment (FDI) has tedatively limited. It did
improve in1994,whennetinflows were equal tat.2% ofGDpP, the second-highest ratio

of all associated countries in transition. As a percentage of GDP, FDdliglatyy lower

in 1995 and again 996, but the amounts in ecus increased. Between 1989 and 1996,
FDI totalled ECU 46™million (source: EBRD). Investmegamemainly from Denmatrk,
Russia, the USA,Germany, the UK and Sweden, and was almasimpletely
concentrated in the services sector (transport and communication, banking).

Economic Structure

Agriculture remains relatively important with@9%share in grossalueadded in 1995
and an employment share 18.5%. The sectqgulays arole as aremployment buffer. As
a result of privatisation and restructuring, the agricultseaitor islargely made up of
widely dispersedndividual farmswith little equipment and lovprodudivity. Efficiency
gains infood processing arenited bythelack of capital and managemaeskills in both
farms and enterprises. Neaflf of the agriculturalland is occupied byamily farms
with an average size of 2tectare. About one third of thend consists of muctmaller
plots and is used for part-tini@ming for own consumption. Governmesuipport to the
sectorhas been reducesharply duringransition. The lack of budgetargsources, the
extension of free trade with the neighbouring Baltic countries, and integratio@wro
will further expose the sector to market forces and enforce restructuring.

In 1996, industry as a whole accounted fombout one quarter ofsbp, and
manufaturing for more than onffth. Industry hasot only shrunk since independence,
but its compositiorhas changed. Currentlihe only areaswhich are growing arevood
and pulp production, textiles arfidod processing. Under the Sovielgimethe main
areas weremachine building, electronics and light industriesThe linkage and
dependence on the Soviet Union is indicated by the fact that prior to indeperedenge,
second motorcycle, every fifth radio, and every eighth washing machine that were used in
the entire USSR were produced in Latvia. Ténge-scale enterprises werempletely
integrated with the Soviet industry and depended on chigapy ofraw materials and
energy from othemrepublics. Afterthe disintegration of the Soviet Union, Latvian
industry lost its access to cheap inputs because Ratssiad to charge world market
prices; demand for Latviaproducts plunged, sooutput delined rapidly. Recent
indicators showthat industrial output hasstarted to growagain fromthe low level to
which it had fallen, but overall growth is slow and the conversion procef®sm
producingfinishedproducts for Soviet markets to prothg higher-qualityproducts for
western markets is still going on.



Under the Sovietegime,servicessuch as tourism anithancial serviceswere typcally
under-developed. Consequentlyutput in theservicessector declined less than in
agriculture or industry, and its sharetatal grossvalue added increasechpidly from
32% in 1990 to 57% in 1995. Now transpand communication ithe biggesservices
sector, and provides currently for the largest padosf growth.

Main indicators of economic structure
(all data for 1996 unless otherwise indicated)

Population million 2.5
GDP per head PPS-ecu (1995) 3200
as % ofeu-15 average per cent (1995) 18
Share of agriculture in:
gross value added per cent (1995) 9.9
employment per cent (1995) 18.5
Gross foreign delsbp per cent 8
Exports of goods and servicesP per cent (1995) 47
Stock of foreign direct investment ECU billion (1989-1996) 0.47
ECU per head 167

* FDI stock converted at end-1996 exchange rate, 1 ECU= $1.25299
Source: Commission services, national SOUIFESD

Liberalisation

Price Regime

Price liberalisatiorstarted inearly 1991. Goodsand services with administered prices
still represent about 20% in the basket of ¢dbasumer price index. Pricésr energy
supply, utilities,transportand rents arestill administeredand donot coverfull costs.
Although cost coverage imcreasingfull coverage ionly envisagedor the year 2005.
This gradual adjustment of administered prices will contiouea number of years and
will contribute to inflation. Regulatory bodies have beeset up for basic
telecommunication services and energy pricestba properbalance between pdacer
and consumer interests.



Trade Regime

After independence, Latvia built up a vdilyeral traderegime. Quantitative restrictions
andexporttariffs have been almost completely removedport tariffs range from 1%
or less for ranmaterials, inputs androducts not produced imatvia, to 20% for most
otherfinished goods,However agriculturggoodscontinue to benighly protectedwith
an average production-weighted tariff rate of more than 50%.

The vastmajority of importsare subject to freerade agreements or hameN status.
The government is committed to reducing the peak tariffs, but hesitates to do so in the
face of the negotiations fevTo accession.

Latvia has reached freqade agreementsvith EFTA countries, has applied for
membership ofthe wto (expected in 1997) and ionsidering applyingor CEFTA-
membership. It also has a humberottier bi-lateral agreements. SinceApril 1996, a
freetrade agreementith its Baltic neighbours, Estonia and Lithuania, i$orce. On 1
January1997, this agreement was extended ttade in agricultural products. The
objective is to establish a full customs union at a later stage.

Foreign Exchange Regime

The introduction of the newational currencythe lat, was done itwo steps. First, the
Russian rouble was replaced thye Latvian rouble in1992,which was allowed to float
freely. Whenthe Latvian rouble was considerestirong enough, the lat wagadually
introduced, starting from March 199Becomingthe solelegal tender from October
1993. After a period ofmnanaged floating, when it was allowed to appreciateminal
terms, it was pegged to a basket of currenciesiNttiie Special Drawing Rights basket)
in February1994. Theregime was chosen to providenaminal aehor which would
facilitate business planningnd bringdown inflation. It has beerfairly successful in
achieving its objectives tdate. Thecurrency isfully convertible. Latvia accepted the
obligations of Articlevin of the iIMF from 10 June 1994, so there are exchange
restrictions on current account transactions.

Almost all restrictions on capital movements have been abolished. Since December 1996,
the purchase of rurdand by foreigners is lessestricted (except for Latvia’'s “non-
citizens”). Asimilar lawrelating to urban land ownership has been passedriyp 1997.

Legal entities, registered the StateEnterprise Register, iwhich Latvian citizens and
foreign nationals from countries withhich Latvia hasagreements on mutupfotection

of investment have a majority stake, are now free to buy land waLat



Stabilisation of the Economy

Domestic

The first three years ondependencevere marked by a dramatutputdecline: by the
end of 1993 reatDP had halvedcompared to 1990. The transitibom a command to a
market economy, and, even more importantly, the end of the close inpoutnd
relations with the Soviet Union, provoked a crisis in industry and agriculturedéidtiae
seemed to have ended 1994, but theincipient reeovery wasinterrupted in 1995.
Largely due to the uncertainties related to thenking andbudget crises, reaDP in
1995 declined byt.6%.GDP growth turnedoositive again irl996,when it is estimated
to have been 2.8%. ktan be expected to accelerate further in dbming years, if
investment increases and the required restructuring takes place.

Rapid price liberalisation and loose monetary policy pushed up the inflatemgh into

the threedigit range in1992. As monetarpolicy was tightenedinflation fell sharply in
1993 to around 35%and declined graduallgfterwards reaching.8% in April 1997.

Inflation islikely to remain in high singldigits for somdime asadminigeredprices are
adjusted to cover costs fully.

Unemployment increased sharg@lfter the start of theeforms, and it hasnly slightly
decreasedincel994. As the restructuring afdustrial enterprises contiaes, a further
increase in unemployment over the coming years cannot be excluded, but it l&ehore
that unemployment will be furthereduced as a result of the growth of gervices
sector.

Main economic trends 1994 1995 1996
RealGDP growth rate per cent 0.6 -1.6 2.8
Inflation rate
annual average per cent 35.9 25 17.6
December on per cent 26.2 23.2 13.2
Unemployment rate, end-year per cent - 18.9 18.3
ILO
General government budget
balance per cent olGDP |-4.4 -3.4 -1.8
Current account balance per centoP |5.5 -0.4 -9.8
Debt/export ratio per cent 19.9 19.5 18.6
Foreign direct investmentper cent ofsDP |4.2 3.9 3.6

Source: Commission services, national SoureesD




After a period with marked fluctuations betwedgficits and surplusethe goverment
budget has been ideficit since1994. Thedeficit ran up t03.4% of GDP in 1995,
significantly higher than originally planned. It was because oftéowrevenue, as a result
of negative economigrowth, widespread tax evasion, growing tax arrears@ouwr tax
administration, and becausige low revenue wasot sufficiently dfset by expenditure
cuts. The financing of the deficit was made mdifeecult and costly by théanking crisis
as the market for Treasubjlls collapsed and interesates rose. Thproblem waonly
in central government, as tlsecial security fund, local government, aoither extra-
budgetary fundsvereall in surplus. The government hamce successfulliackled the
problem by cutting expenditure amaproving tax colection; the 1996 budgetleficit
only reached 1.8% adDP, and in 1997 the budget should be balanced.

External

In 1995, for thefirst time sincethe start oftransition, exports rose ireal terms.
Nevertheless, theoreign tradedeficit increasedurther, since importsgrew faster than
exports. The traddeficit in 1996 was very high, dt8% of Gbp. This was, however,
largely offset by the positive balance on transit trade and services.

Latvia has rapidly built up foreign exchange reserwésch by 1993 alreadgovered 4.5
months of imports. However, the speculation against the currency durirmartking
crisis, and increased imports, medm¢ import coverage droppetlring 1995, after
which it stabilised. Athe end of 1996preign exchange reservetod at 358.5nillion
lats (ECU 514million or 3.5 months of imports). The external debt ratgnains low
and was less than 10% @bp in 1995.

Structural Change

Foreign Trade

After regaining independencexportand import sharetell back from50% of GDP to
around 30%and 48% respectively in1996. It alsoled to tradereorienting to western
markets to aignificantextent.While traderelations outside the Sovigion used to be
almost non-existent, in 1996 they represemeer 50% of exportand65% of imports.
Although in 1996, Russia wasill Latvia’s maintrading partner accounting for 23% of
exports, the importance @ermany(14%), theUnited Kingdom(11%), and Sweden
(7%) had increased significantly. The tatalshare of exports was 44%.

The composition oftrade also underwent dramatic changes. Before shert of
transition, machinery and equipment waghe most important export category,
representing aroun®8% of total exports. By 199#s share hadallen to only14%.
Similarly, the share of food productieclined fromaround 22% to 12.5%. On the other
hand, the share affood andwood productancreased from some 3% to as much as
24.2%, and is now the most important export category.



These remarkable shifts illustrate that Latvia has competitive advantggeeirallylow-
value-added areadts post-warindustries havenot beenable to penetrate western
markets. On the import side, the shares of textilesnaachineryand equipment were
approxmately halved, while minergroductsgained importance and becathe biggest
import category. Latvia ideavily reliant on energy imports. Athe product catgories
that represent thisighest shares iexports (woocdandwood products, teies, and food
products) havealso experienced the fastesixport growth, exportcommodity
concentration has increasadaking the economy morevulnerable to externahocks.
Consumegoods account for eelatively highshare of imports (22%giventhe level of
development, which suggests that the quality of locally produced goods is inferior.

Labour Market

Registered unemployment has stabilised at between 6 and #% attive population.
These figures dmot adequately capture the extentusfemploymentthe labour force
survey carriedut in 1995indicated hat 19% of theactive population were looking for
work and ILO figures suggest nemployment rates of around 18%. The proportion of
long-term unemployed has increagegidly andnow represents more than 50% of all
unemployed.

The minimum wage in 1996 was set at 38 lats per month. At 50% of the average wage, it
is quitehigh and suggestthat the wagelistribution is compressed at the lovi@rels.A
proposal to increase the minimum wage to 50 lats is foreseen.

Public Finances

Latvia had to replace the Soviet government revesystem, whichmainly consisted of
levies on enterprise turnover, by a tax system suited for a market economy. It also had to
build up a nationatax administration. In itgnitial version, the new revenusystem
consisted of a personal income taxoaporateprofits tax, a payroltax to fnance social
security expenditures, a turnovext and taxes on natural resourdasd andproperty.

In 1993, excise duties were added and the turnover taxmeafied, andfinally
replaced by a value-added taxNtay 1995. A new taxaw has just beeadopted. Tax
avoidance is widespreaespecially inthe enterprise sectand revenue collection sill

a serious problem. The tax burdentbose who dgay is already relatively high, so the
only realisticoption forincreasing revenue is to improve administration and collection.
Improvements in this area have been made recently.

The structure ofovernment expenditure has changed considerably. Price subsilges
virtually eliminated, but the cost ofgeneral government administration andedee
increased after independence. Expenditumes dominated by wages and transfer
payments, mainly pensions. Together, these categories represent about two thirds of total
expenditure. Interest expenditure apdblic investment remaimow by international
comparison. To ensure teastainability othe pension systenthe pension age haseen
increased, and a gradual transformation of the current pay-as-ysystgm to a funded
system has been initiated.



Public financesare highly decentralised and rathérflexible, specifictax sources are
often earmarked faspecific governmergub-sectors. Faxample incoméax accrues to
local authoritiesvhile central government receivesT revenue. Sincéhe responsibility
for macroeconomigpolicy rests with the central governmewtiich todatehas received
the mostvolatile revenuesourcesfiscal policy is severely harchpped. At thesame
time, pressure to redusecial expenditure is almost absesitice theyare financed by
constantly rising revenues from the payroll tax.

The new governmenwhich took office in December 1995 heralded a nperiod of
fiscal discipline. In 1996he budgetdeficit was1.8% of GDP. The budgedituation
though isstill fragile and there i®nly limited room formanoeuvre on both revenue and
expenditure.

Enterprise Sector: Privatisation and Enterprise Restructuring

Until recently, large-scale privatisatioespecially ofthe big industrialenterprises, had
not advancedery fast in Latvia. Befor&994, there was no separatévatisation office,
and thepermission to privatise enterprises wady given on a case-by-case basis.
However, the new government, formed in Deceni895,took measures to accelerate
the process. Thpiecemeabpproach was abandoned aildassets were transferred to
the Latvian Privatisation AgencyLkA), a semi-autonomoupart of the Ministry of
Economy, in Februar}996. Foreigners # now also beable toparticipatefully in the
privatisation process.

The preferred methods of privatisation will remain international tenderspablit
offerings, but citizens will be able taise vouchers distributed free of charge gart-
payment. Virtuallyall remainingenterprises can now be privatiséugluding the large
shipping company anthe energyutilities. The objective is to complete privatisation by
mid 1998. It is expected that thember of companiger which there are nduyerswill
increasetowards theend of the privatisation process. The main reasons arpoibe
financial condition of some of thérms, the draggingout of the denationalisation and
property restitution process and thek of strategic investors. The good ratingsently
awarded to Latvia by international credit rating agencies dueifol to increase foreign
interest.

The privatisation of the energwitilities should endthe influence of political
consicerations on thepricing and supply of energy, arttius hopefully reduce the
important paymentrrears in thissector. InFebruary1997, the World Bankmade
available loans taesolve the debproblems ofthe Latvian energy supplier. 1@pril

1997, theLpPA reached agreement with Russian Gazprom and a German consortium,
which will take a stake of 32.5% ibatvian Gas.This constitutes a foreign direct
investment of ECU 48 million.



The recent changes to the privatisation procedures, and the approveteatly
submitted new legislation teliminatealmostall limitations onforeign landowneiship,
will probably increase foreignterest. The method of open, direct sales, woed with
an important role for foreign investors, wifomote faster enterprise restructuring: it
should lead to relativelgoncentrated ownership andjections of new capital. The
introduction of a newnsolvencyand bankruptcy regulation in September 1996 can also
be expected to enhance restructuring, provitiednewlaw is implementeckfficiently.
However,bank lending is still groblem. Banks cann@&asily provide long-term loans
because of théack of business planshe absence of credit historiegfficulties in
providing collateradue to theinfancy of the land market, and théack of a mortgage
system. This will continue to hinder restructuring for some time.

Financial Sector

The authority responsibl®r monetarypolicy is the Bank of LatvigBoL), which was
created inJuly 1990. Thecommercial bankingperations of the BoL were separated
from its central bank functions in Ma$992. The Bankhas a large degree of
independence, and is responsifile monetary and exchangate policy, as well as
banking regulation and supervisiofhe use of direct instruments of monetaplicy -
guantity limits on the amountdanks couldend andborrow - had ended by 1993. A
standard range of indirect instruments are used butafeegotyet fully effective,mainly
because thenoneymarket isstill very thin. Interest rates have betnly lib eralised. The
Bank extended credits to the government to cover the budget deficit during 1995.

As a consequence of timgh commerciatredit risk, due to #ack of propercollateral
and the infancy of bankruptcy legislation, lending rates remain very hightekeshrates
on deposits areonsiderablylower and bad loans inherited fraime paststill exist, the
spread between deposit deddingrates is between 10 and 15 percentage poittish
distinctly hamperghe intermediation role othe banking sector to supportdomestic
investment.

Interest rates are set to come dowincethe bginning of 1996the BoL reduced the
refinancingrate from 24% to 4%April, 1997) asnflation andTreasurybill rateshave
fallen. Thefall in these rates should fortanks tooperate morefficiently and increase
their lending activity inorder tomake profits.This in turn should helpreduce interest
rate spreads.

At the outset, in 1992, Latvia had three state-owned banks that accounted for about 90%
of total assetsand credits.Additionally, due to theliberal banking legislation, an
important number omall bankswere set upsome with foreign(mainly Russian)
capital. The capital of the state-owned banks has been strengthened by the stag, and
are nowbeingprepared for privatisation75% of thebankingsector is now irprivate

hands of which 40% is accounted for by foreign ownership.



In 1994 and 1995, a large number of banks became insolvent. This escetatedajor

banking crisis wherthe largestcommercial bank collapsed in Aprl995. Thecrisis

began as a result of inexperienced bank management, exceskieace of large
customers who were also bank shareholders, fraud in some banks, and too many new and
undercapitalised banks. It escalated because of a lack of confidence in banks, and hesitant
intervention by the supervisory authorities. To prevent aaempf thecrisis, new
legislation has beespproved to decrease the default risk inldhekingsector. The new

rules provide forlimits on high-risk credits, increases ithe required banlcapital,
prevention of excessive credibncentration, and a strengtiven of the supervisory
capacity ofthe BoL. As a consequence of thanking crisis,the lack of deposit
insurance anthe tightersupervisionthe number of banks wagduced from 67 in 1992

to 33 by Februard997. Only 16 “core’banksare still allowed to accept household
deposits. Therofitability of the 16 core haks, whichrepresenhalf of total assets, has
improved considerablybut remainslow. Most banksrestrict business to “basic”
services. Despite the progresscethe crisis in 1995, theanking system as a whole
remains fragile due mainly to weak portfolios, low profitability, and under-capitalisation.

A number offactors suggest that baménding tothe economy would increase. Such
factors are thestabilisation of treasurpills rates and théowering of marketrates,
improved liquidity of lanks,availability of international creditines to bigbanks and the
increase irthe activity onthe interbank market. At presemthouttwo thirds of loans
granted to the private sector have a maturity of less than one year.

Major steps have been taken to create an orgamsisegrities marketincluding the
adoption of a legal framework for the securities marketRiga stockexchange and the
central depository. Thetockexchangestarted operating iduly 1995. Tradingemained
limited at first, but more recently started to pick up.

Economic and Social Development

Social Indicators

Latvia has a population of 2.5 million people. Populagoowth has turned negative due
to emigration and a decline in the birth rate. In 1994, the size of the population decreased
by 1.5%.

The educatiorievel is fairly good: 61% of the eptoyed received higher secondary
education and 8% areeceiving training.Secomlary education has concentrated on
vocational and technical specialisations.



Regional and Sectoral Differences

Regional differences exist notably in terms of industriadncentration and
unemployment. The lowest unemployment is founthecity of Riga, wherd0% of the

population lives and where unemployment is less thé#b. In other townswhere

employmentwvas often dependent on a single enterprise that was clossaployment
is much higher.The rural parts of the country asparselypopulated and haveveeakly

developed infrastructure and production structure.

2.2 The Economy in the Perspective of Membership
Introduction

The Europear©ouncil in Copenhagen in 1993 definide conditionghat the assoated
countries in central and eastdeurope need tsatisfy for accession. The enomic
criteria are:

» the existence of a functioning market economy;
» the capacity to cope with competitive pressure and market forces within the Union.

These criteria aréinked. Firstly, a functioning market economy will better able to
copewith competitive pressuresecondly, in theontext ofmembership othe Unon,

the functioning market isthe internal market. Without integration into thmternal

market,EU membershipvould lose its economimeaning,both for Latvia and for its
partners.

The adoption of thecquis,and in particular thenternal marketacquis is therefore
essentiafor a candidate countryyhich must committself permanently téhe ecamomic
obligations of membershipThis irreversible commitment is needed to provide the
certaintythat everypart of theenlargedeu market will continue tmperate bycommon
rules.

The capacity tadake on theacquis has several dimensions. @Gme one handl.atvia
needs to be capable of takingthie economiobligations of membership, in such a way
that the single market functions smoothly &mdy. Onthe othethand, Latvia's capacity
to benefitfully from the competitive pressures of thernal market requirethat the
underlying economic environment be favourable, #rat thelLatvian economy have
flexibility and a sufficient level of humaasndphysicalcapital,especiallyinfrastructure. In
their absence, competitive pressures liady to be consideredtoo intense by some
sections of society, and there wil be a call for protective measwiegh, if
implemented, would undermine the single market.

The capacity and determination of a candidate countrgdapt and implement the
acquiswill be crucial, sincehe costsand benefits of doing smay be unevenlgpread
across time, industries and social groups.



The existence of bBroad based consensaisout the nature of thehanges to economic
policy which membership ofthe Union requires, and a sustaineecord of
implementation of economic reforms tine face of interesgroup pressure reduce the
risk that a country will be unable to maintain its commitmerth&oeconomic obligations
of membership.

At the level of the public authorities, Membership of thé&Jnion requires the
adminidgrative andegal capacity taranspose anoplementthe wide range afechnical
legislation needed to remove obstacles to freedom of movement thighimion and so

ensure the working of the single market. These aspects are examined in later chapters. At
thelevel of individual firms,the impact on their competitiveness of adoptthg acquis
depends on their capacity to adapt to the new economic environment.

The Existence of a Functioning Market Economy

The existence of a market economy requagsilibrium between supply and demand to
be established bthe freeinterplay of market forces. A market economy is ftioning
whenthelegal system, includinthe regulation of property rights, is ilace and can be
enforced. The performance of a market economy is facilitated gmeved by the
macroeconomic stability and degree of consenswout theessentials of economic
policy. A well-developedinancialsectorand an absence significant barriers to market
entry and exit help improve the efficiency with which an economy works.

Latvia has made substantiptogress inestablishing a functioningnarket economy.
Prices andrade have beeliberalised to a largextent and private propertyas become
the dominant form of ownershipdowever, market entry for nedirms is still made
difficult by sometimes inconsistent legislatiord tapeand arrangements whi@re not
common practice ireu markets. The entry of foreigihms can meet with opposition
from local firms. Althoughthe majority of smalland medium-sized enterprises have now
been sold, the privatisation proceasartedslowly andstill hassome way t@o. The new
government plans to have completéie privatisation of the larger state-owned
enterprises by mid-1998.

The government hasnplemented legislation anset upsome of the institutions of a
market economy, but further efforts are needed. Competition and market regulation and
supervisiorarelimited. At the presentime there is naeffective regulatory body in place
for monopoliesbut a competitiorcouncil is to be established ithe near fture. The
situation can be expected to improve while adoption of the nevaw on competition,
which has beepassed recently e Latvian Parliament. Further rapid development of
market mechanisms will certainly be aided tlie recent privatisation programme is
successfully implemented; if foreign investment continuesiggrade andmnodernise
technology; and if th@lansfor adopting andmplementing legislation on industrial and
competitionpolicy arerealised. The utilitieand, in particular, energsupply will require
particular attention.



The government has developed a number of strategies to increase competition. The key
elementsare toprivatise industry, to encourage foreign investment angivi® support

to smalland medium-sized enterprisdie observance of property rightsinsproving

but is notcomplete. Recent decisions on ownership of land, in general and also by
foreigners, should help in thsrea. Good progress implementation ofthe Europe
Agreement should help to ensuteat thetransition to membership dhe Union is
relatively smooth.

Significant progress has been made in stabiligiegeconomyinflation has been brought
down, the economic declinecaused by Soviet disintegration and thehegvals of
transition was halted, and teeonomywithstood abanking crisis inL995. Thesigns in
1996 were that theconomy was back in a recovery, albeit a stowe. Thestability of
the macroeconomienvironment is important tthe development of the market. turn,
the sustainability ofgrowth depends on howell the instruments of monetary afiscal
policy function and whether they are efficient.

At present, the maihandicapfor monetarypolicy is the vulnerability of the banking
sectorand theproblem of bank lending. It has so fant beenpossible to use interest
rateseffectively as a policy instrument; hente weight placed on thexchangerate
instrument and reserve requirements as a way of contrah@gnoney supply. One
crucial objective is to gain credibility in policy-making. Thisquires constancy of
decision making, co-ordination @licies and a healthgose ofrealism. Despite the
apparent absence of some of thelegnents duringhe banking crisisthe BoL managed
to maintainthe currency’sstability without incurring hugecosts fom the loss of
reserves.

The mainhandicapfor fiscal policy istaxation: the tax base lisnited, andtax colledion
is poor. Inaddition,flexibility in the central government budgeliisited bythe fact the
revenue is very uncertain and variable - incdare accrues tdocal authorities while
central government receive®T revenue. Theability of the public administration to
develop and implement policy needs to be strengthened.

An essential feature of a modern market econontiyeifinancial sector,which in Latvia

is clearly still vulnerableafter thebanking crisis in1995. As a result ofhis crisis, the
sectorhas strengthened somewhat and rules have been toughened. At pnisent
limited number of banksre allowed to take depositdbecause there is no deposit
insurance scheme operating. These bayéerallylook sound, buthey are not yet
entirely fulfilling their role asfinancial intermediariesthis is partly because of the
problem of bad loans on thebooks and thdack of collateral or competenisk
assessments.



The Capacity to Cope with Competitive Pressure and Market Forces

It is difficult, some years ahead @irospectivemembership, and before Latvia has
adoptedand implementedhe largerpart of Community law, to form adefinitive
judgement ofthe country’sability to fulfil this criterion. Nevertheless, it is possible to
identify a number ofeatures of Latvia’s developmewtich provide some indication of
its probable capacity toopewith competitive pressure and market foregthin the
Union.

This requires a stable macroeconomic framework withimch individual economic
agents can make decisions in a climate of a reasonable degree of predictability.

There must be aufficientamount ofhuman anghysical capital includingnfrastructure
to provide the background so thatividual firms havethe ability to adapt toface
increased competitive pressures in the single maRehs need to invest to improve
their efficiency, sothatthey carboth compete @tome andake advantage @conomies
of scale which flow fromaccess to the single markdiis capacity toadapt will be
greater the morérms haveaccess to investment finandke better theuality of their
workforce, and the more successful they are at innovation.

Moreover, areconomy will be better able take on theobligations of membership the
higherthe degree of economic integratiomahieves witlthe Union ahead of accession.

The more integrated a country already is witte Union, the less the further
restructuring implied by membership. The level of economic integration is related to both
the range and volume of goods traded with member states. Direct benefits from access to
the single markemayalso be greater in sectors where there aigembleproportion of

small firms, since these are relatively more affected by impediments to trade.

Latvia is a relatively open economy. With its exports;aimpetegprimarily in the low
value-added segment of the world market. Much ottmpetitiveness ahe economy,
and itsability to export,derives fromthe lowlevel of wages. Exportsnay also still be
benefiting fromthe devaluation of the currency 1992. Theopening up of the Latvian
economy to competition has underling@ need for a further restructuring intlustry
and agriculture. Enterprise restructuriregpecially inindustry, is far fromfinished.
Changes irthe composition of externatade show thaLatvia's light industry has not
been able taupgrade itproducts to bable topenetrate western markets. The share of
consumegoods inmports suggesthatmanylocal prodicts are considered bsing of
inferior quality. So, the sectorcan produce at competitive pricesinly because of low
labour costs, butits products do notgenerally matchwestern quality and design
standards. The announced acceleration of privatisation, witlpdksgibilities for an
important role for foreign investors, could remedy these problems and intiregsace
of restructuing.




The degree of trade integrati@md the nature dfrade with the Union suggests that
Latvia, as it stands, would hadéficulties in coping with competitive pressuresthin
the single market. Thenion accounts for aboutalf of Latvian imports and somewhat
less of its exportdhut the imported and exportggods are not in theame categories:
Latvia’s main imports are energyinvestmentgoods and consumer goods; itsain
exports are wood productsatvian industry hasot succeeded in exporting othgoods
to the West because of inadequgtality standards. Russiemainsthe sngle most
important trade partner. One of Latvia’s main sources of revenue is transibeadase
of its position between Russia and tRaltic Sea. At present, growth in the Latvian
economy depends dhe fortunes ofwood productiorand textiles. An important area
for future developmengiven the capacity and position of its three harbours, could be
transport and communication services.

Further enterprise restructuring ¢sucial if Latvia is to be able t@djust to the
requirements of membership thie Union, and also to meet thequis The number of
firms has increased since independence @sat of enterpriselseingbroken up and by
the creation of nevirms, but it is notclear whether thenanagement techniques have
changed. Firms do not have adequate access to new investment, Esndiagksweak.
This isdue to thdack of collateral, businessaerds andisk management skillsJntil
recently foreign involvemenwas restrictedwhich has damped foreign investment, and
therefore the import of technology, armisinessknow-how. FDI flows typically
constitute arefficient way totransfer technology tthe enterprise affected a®ll as to
the rest of theconomythrough demonstration argpillover effects. FDI would also be
useful in helping Latvian industry adapt to the requirements adheis.

Investment has increased atite vastmajority of this hasgone to transport and
communications. Thdanking sector has also received significant amount of the
investment. Research and development spending is low: total spending as a percentage of
GDP amounted to 0.5% afDP in 1995. Howeverthis figuredoes not capture thell

extent of R&D asmuch of it is embodied in capital and tine importedinvestment

goods.

The banking sectorhas only recently begun tdevelop and remaingeak in certain
areas. It does not 3=t providesufficient lending to firms tdoost restructuring, but
there is a noticeablghift away fromtradingonly Treasury paper towards madending
to firmsoperating in Latvia. The importance of bad loans decreaseghgithcrease in
business volume.

Prospects and Priorities

Significant progresshas been made in stabilisitige economyGrowth is picking up,
inflation has slowed t8.8% (April 1997), interestates and the budgdéficit have been
reduced, the currency is stable and trade has been re-oriented to a large extzisisThe
in the banking sector set back economic developimgnthe Bank of atvia managed to
maintain credibilityand avoid a run on the currend¢yor these reasonand because of
the country’selativelylow external indebtedness, timernationalkredit ratingagencies
have awarded Latvia an investment grade rating.



However, the situatiomemains fragile.The tradedeficit is highand rising, and the
financial sector isstill weak. Economic reform and tHescal ¢ance aremaintained
through the discipline of amrF-supported programme. In addition, there is a celaai
of dynamism inthe economy. The maiproblemsare that the growth idependent on
low-value-added exports, and industpabduction and productivitgainsare still slow
because of the lack of investment and restructuring to date.

The productivity of the agriculturaector will have to béncreased to be able tmpe

with foreign competition, whethe trade protection for the sector is reduc&genthat

privatisation is almost complete and budgetary meaneslimited, a market-driven
restructuring seems to be most appropriate.

Completingthe institutional and legaframework of a market economy is assential
part of creating an environment which private enterprises can flourisRrogress is
being made in establishirige necessary legislatiomut theeffective implementation of
new and existing legislation is perhaps even more important.

The economi@olicies of Latvia todate have not beeguided by an elaborated diem-

term plan.Short-termpolicies are within the framework of anmrF programmewhich
focuses on tightening fiscal policy, accelerating structural reforms, and further liberalising
foreign trade.

Current policies are focused orrationalising public egenditure and reforming the
revenue sidewhile strengthening théanking system and acceleratitinge privatisation
process. The areas wheignificantprogresshas been made sintiee new government
came topower areprivatisation and the budgeleficit. Policy initiatives toget the
market mechanismsoperating are jusbeing devised and implemented:.g., export
promotion, and the developmentsrhalland medium-sized enterprisd$e timing and
impact of the initiatives is not entirely clear.

2.3 General Evaluation

Latvia has made consideralgeogress in the creation of a market economy. Trade and
prices have largely been liberalized. Much headway has been made in stabilizing the
economy. While there has &en significantprogress inestablishingthe legislative
framework, effective implementation &ill lagging behind Also, not all the necessary
regulatory bodies are iplace or working properly. Privatization mot complete, the
remaining state-owned companaggenerally inpoor financialcondition, and there is a
shortage of strategic investors.

Latvia would face seriousdlifficulties to cope with competitivgpressure and market
forceswithin the Union inthe mediumterm. The Latvian economy islatively open and
labour costs are low. However, expodsnsists ofmainly low value-addedgoods.
Industrial restructuring, asell asenterprise restructuring, &ill needed. Théanking
sector is underdeveloped and weak in parts. Agriculture needs to be modernized.



3. Ability to Assume the Obligations of Membership

The EuropearCouncil in Copenhagen included amothg criteria for accessiofthe
ability to take on theobligations of membership, includiregherence to thaims of
political, economic and monetary union”.

In applying for membership orthe basis ofthe Treaty, Latvishas accepted without
reserve théasic aims othe Union,includingits policies and instruments. Thisagter
examines Latvia’s capacity to assuthe obligations of membershipthatis, the legal
and institutional framework, known as thequis by means of which the Unigutsinto
effect its objectives.

With the development of the Union, taequishas become progressively mangerous,
and presents a greatdrallengefor future accessions than was the case irptst. The
ability of Latvia to implementhe acquis will be central to its capacity to function
successfully within the Union.

The following sections examindor each mairfield of the Union’s activity, the current
and prospective situation of Latvia. The starting-point of the descriptioaraiygksis is a
brief summary othe acquis with a mention othe provisions ofthe EuropeAgreement
and theWhite Paper, wheréhey are relevantFinally, for eachfield of activity there is a
brief assessment of Latviaability to assumethe obligations of membership on a
medium-term horizon.

3.1 Internal Market Without Frontiers

Article 7a ofthe Treaty defiesthe Union’s internal market as area withoutinternal
frontiers inwhich the freemovement of goods, persons, services and capital is ensured.
This internalmarket, central to the integration process, is based on an open-market
economy in which competition and economic and social cohesion must play a full part.

Effective implementation othe liberties enshrined irthe Treaty requiresiot only
compliance with such importaptinciplesas, forexample, non-discrimination or mutual
recognition of national regulations - akrified by Court of Justice rulings -but also
concomitant, effective application of a series of commsyecific provisions.These are
designed, in particular, to provide safepublic health, environmental and consumer
protection,public confidence irthe servicessector,appropriatelyqualified persons to
practise certain specialist occupations and, where necessary, introduction or coordination
of regulatory and monitoringnechanisms; allystematic checks and inspections
necessary to ensucerrectapplication ofthe rules are carriegut onthe marketnot at

frontier crossings.



It is important to incorporat€ommunity legislationnto nationallegislation effectively,

but even more important tomplement it properly in thefield, via the appropriate
administrative andudicial structures set up in thBlember Statesand respected by
companies. This is an essential precondit@mncreating themutualtrustindispensable
for smooth operation of the internal market.

This chapter must be read in conjunction with, irdéa, the chapters on socigblicy,
the environment, consumer protection and sectoral policies.

The Four Freedoms

A step-by-step approach iing taken to absorption of thacquis by the candidate
countries:

- The Association Agreement between emmunity, its Membe6tatesand Latvia

was signed in 1995 and Iseing ratified. Withregard to the four freedoms and
approximation of legislationthe Agreement provides, in particular, fionmediate or
gradual application of a number of obligations, some of them reciprocal, covering, in
particular, freedom of establishment, natiomahtment, freg¢rade,intellectualproperty

and public procurement.

- The Commission’s 1995 Whit€aper (COM (95) 168nal), guidelines intended to
help the candidate countries prepare for integration intoiritexnal market, gives a
closerdefinition of the legislationconcerned. lidentifiesthe “key measures” with a
direct effect orthe freemovement of goods, services, capital and persons and outlines
the conditionsnecessary irorder to operate théegislation, includingthe legal and
organizationalstructures. Twenty-three areas @dbmmunity activity are examined,
dividing the measures into two stagespider ofpriority, to provide avork programme
for the pre-accession phase. Thexhnical Assistance and Information ExchaQg#ce
(TAIEX) was set upwith the objective of providing complementary and focused
technical assistance the areas olegislationcovered in théNhite Paper. Alegislative
database has recently been established by the Office.

- The candidate countriesilwhave to implemenall the acquis The Actionplan for
the single market submitted to tiensterdam Europea@ouncil gives details of the
priority measures necessary to make the single market work better betw&étedmein
preparation for introduction of the single currendshis will inevitably entailchanges to
theacquis

— General Framework

Whatever theiffield of activity, undertakings must be able eperate on théasis of
common rules. Thesare importantsince they shapée general frameworkwithin
which economiesoperate and,hence, the general conditions of competition.



They includethe rules on competitiofon undertakings an&tateaid) and taxmeasures
discussed elsewhere in this Opinitime opening-up opublic works, supply and service
contracts,harmonisation othe rules onintellectual property (including the European
patent), harmonisation ofthe rules oncompany law and accountancy,opgction of
personaldata, transfer oproceedings and recognition of judgments (Artk2® EC
Conventions).

Descriptive Summary

As regards pblic procurement, theLatvian law on government and maipal
procurement, elaborated on thasis ofthe Uncitral (United NationgCommission on
International Trade) Model Law, entered into force odahuaryl997.Implementing
rules were adopted in March 1997.

Moreover,Latvia intends to joirthe WTO Agreement on Government Procurement in
the near future.

Latvia has been undertaking efforts adoptlegislation on intellectual and industrial
property rights. Ithas acceded to a number of international conventions. Latvia is also
preparing for accession to the Worldade Organisation (WTO)/TRIP&greement
(Trade Related Aspects of International Property Rigttgjng 1997 andaims to
accede to otheinternational conventions (Rome convention, Trademark Law Treaty,
etc.) in thenear future. Newegislation concerningatents, trademarkslesigns and
copyright has been introduced in 1993.

As regardscompany law, Latvia’'s legal system recognises a number of different
enterprisesincluding publicand privateimited companiesOver 52 000companies are
registered in the private sector. Oplyblic limited companiesan issue shares, and there
is a basic level oShareholder protection. There argnimum capital requirements for
public and private limited companies.There are anumber of obligations tavhich
companiesare subject regarding the protection of credit@Q@mpaniesare required to
publicise informationaboutmajor decisions affecting them such as a reorganisation or
liquidation, and there is a central registeccompanies to whickhe public hasthe right

of access upon payment ofdaity. At present théaw governing companies igery
fragmented. A new Commerci@lode isbeing pepared which is intended to be in place
by December 1997.

The Law on Accounting (1993) and theLaw on Company Annual Report€l993)
provide thebasic frameworkfor the annualaccounts of companies. Thaws were
amended in Novembet996. Additional rules and regulations, agll as accounting
standards exist. There idaw on SworrAuditors(1997). TheMinistry of Finance and
the Board of Accounting Methodology are responsible for the supervision of auditors.



Latvia hasnot yet passed a general law tre protection of persondlata. Some data
protection rules areaid down in severalseparatelaws prohibiting institutions and
officials from disclosing informationThese concern the policstate statistics;evenue
service, postal services, auditors, insurers, attorrielesgcommunication servicestate
control, doctorsand credit institutionsThis year an “umbrella” law odata protection

for informatics will be passed, and in 1998 it is intended to harmonize legislation with the
EC data protection directive.

Current and Prospective Assessment

Whilst the scope of thd’ublic andMunicipal Procurement Law covers most of the
contracting authoritiesvithin the meaning ofthe classicsectorsdirectives, theutilities
sectors remain, for the time being, outside the scope of the rules.

At presentLatvianfirms receive preferential treatment as regdhdsawarding opublic
procurement contractsirms located in the EUwill get equal accessnly after the
expiry ofthe transitional period laid down in tlEeiropeAgreemeni31 December 1999
at the latest).

Furthermore, the rules concernisgrvices and tenderimgocedures are not in lirneith
the EC requirements. Therefore, it appehet further enendments will be needed in
order to comply with all the requirements of the directives. deemsthat Latvian
authorities intend to amend their lawtne end of 1999. lanycase, Latvisseems to be
heading inthe right direction.Accession tothe WTO Agreement on Government
Procurement would be an important step forward.

Regarding intellectual and industriaoperty rights, some progrekas been achieved.

The new Paterlaw, passed by Parliament 1995, is considered Hyatvian authorities

to be consistent with thbeasic provisions othe Munich Convention. Théaw on
trademarks includes the basic provisions of the corresponding Community legislation, but
needs some minor amendments. The government plans to pass an amended Trademark
Law in 1997.

Essential improvements in copyright prdten are needed for computer programs, on
rental rights andendingrights, satellite broadcasting and cable retransmissiovethsis
duration of protection. A drafaw is being prepared regarditige legal protection of
topographies of semiconductor productsnéw act on bordeenforcement has to be
adopted Effective implementation and enforcement will remaisignificantconcern in
the mediumterm due to thdack of experience ofhe authoritiesnvolved and to the
current weakness of internal-control and border-enforcemmechanisms. However,
important efforts arebeing undertaken to improvehe situation. Piracy is still
widespread.



According to theinformation on company law provided by Latvia, conformity with the
First and Second Directives will be aehed bythe end of 1997. There appears at
present to beompliance with onlyarts of the ThirdEleventh and Twelfth Directives.
Work is understood to be in progress to bring Latvia into line with the remainder.

The 1993 laws on accounting atté: law on company annuaéportsmade agood start
towardsalignment withthe 4thDirective and werdrought closer tdull conformity by
the 1996 amendments. A law on consolidatccountswhich shouldranspose the 7th
Directive, is beingprepared, with aeadline of 1 Januar$998. Thelaw on sworn
auditors is based on the 8th Directive. Certaamsitional problemsre inevidence
relating to the practical implementation of the new rules, including a shortagelidied
accountants and auditors, amajor efforts vill be required if these are to be solved in
the medium term.

The existing fragmentary provisions on protection of personal data do not prdeic a
of protectioncompatible withthe standards laid down in the EC framewbDikective.
Legislative changeare needed in particular ®nablethe creation of anmndependent
authority to supervise the application of legislation.

Conclusion

In certain areasignificant progresshas recently been made regardihg adoption of
framework directives necessary for regulating a market economy. Latvia has taken on or
is in the process of taking on the most important directives.

Still, further legislative efforts must be madespeciallyregarding publigprocurement,
intellectual and industrigdroperty rights andata protection, beforfll compliance can
be achieved. Ithe pace oharmonisation with EC-legislation achievedfe lastyear is

maintained, Latvia should havegaodchance ofulfilling the legislative requirements in
this field in the medium term, although some problems ahplementation and
enforcement may persist.

Free Movement of Goods

Free movement ofjoodscan be achievednly by removingmeasures whichestrict
trade — notonly customs duties and quantitative restrictions &litmeasures with
equivalent, i.e. protectionist, effect, irrespective of whethenairthey are specifically
aimed at domestic amported productsWhere technical standardse notharmonised,
the free movement ofgoods must be ensured bgpplying the principle of mutual
recognition of national rules and acceptthg rulethat national specifications should be
no more stringent than is required @ohieve their legitimate objectives. This rule was
established in th€assis de Dijojudgment.



For the purpose dharmonisation, the Europe@ommunity has developdtie “New
Approach”which introduces an approaatarefully balancedetween government and
private autonomous bodies andwhich EuropeanCommunity legislation anBuropean
standardsplay a distinct complementaryole. Thus, instead ofmposing technical
solutions, EuropearCommunity legislation is limited to establishirnthpe essential
requirements whictproducts must meet. Produatsanufactured in accordaneeth
European standards are presumed to meet ss®éntial requirementbut European
standards are not the only way to prove such conformity. The “New Approacks in
conjunction with the"Global Approach” on productertification whichgoverns the
apposition of the “CE Mark” on theproduct. For other productsuch as
pharmaceuticals, chemicalsiotor vehicles, andood products, Europea@ommunity
directives follow the traditional regulatory pattern of providing fully detailed rules.

The free movement ajoodsalso dictategshat anumber of Community harmonisation
measures be transposed into national law. Implementation of healthsedety

harmonisation rules is particularly important and requitke establishment of
appropriate mechanisms and organisations, both for businesses and the authorities.

Two of the“horizontal” directives essential temoothrunning ofthe single market are
the Directive on generaproduct safety andthe Directive on liability for defective
products. Theegulations concerning genem@oductsafetyare covered in the section
on consumer protection.

The rules on agriculturaproducts (compliance with veterinary and plant-health
standards) are explained in detail in the section on agriculture.

Descriptive Summary

Latvia has made consideralgeogress towardsstablishinghe conditions for théree
movement of goods. Latvia has already introdutleral price, tradeand foreign
exchange regimes and established basic legal and commercial rules.

All prices have been liberalisegicept for energy (electricity, heating and gas) \aater
supply, housingents, postal andelecommunication serviceport services, railways,
airport servicesarchives and stumpage fees time forestry sectorMaximum and
minimum prices are stipulated for different transit services for oil argt@ducts asvell
as for passenger transportroptor vehicles.For pharmaceuticalthe profitmargin may
not exceed 20% per product.

In order tolimit illegal circulation of excise taxable gds, protecttonsumers and to
create a statisticatlata base the governmenmnaintains licensingrequirements for
tobacco, tobacco produasd alcoholic beverages. Thenistry of Finance issues these
licences according tthe same objective criteritor bothlocally produced goodand to
imported goods.



There are no quantitativenits on the number of licences to be issued. Following WTO
requirements the quantitative sugar import restrictions were cancelled in March 1997 and
instead automatiticencesare granted by thilinistry of Agriculture. Alsofor grain and
cereals, new lawsliminatingquantitative import restrictions have been submitted to the
Parliament andare due to be adopteduring 1997. In general thereare now no
discriminatory measures.

With regard totechnical barriers ttrade, alaw onthe safety ofproducts,services and
liability of producers andervice suppliers, corresponding to EC Directi98569/EEC
and 85/374/EEC, waadopted in September 199khis law coversnot only products,
but also services and damages to property and environment.

The last version othe legislative harmonisatioprogramme presented in 1996 has
announced transposition measures of New Approach directivesatbopeed in a period
going from 1997 tdl999. In the foodstuffs sectoertain measuredasically hoizontal,
have been adopted.

Alignment for the demical sector isplannedfor 1999. In the automotive sector,

adoption of a type-approvalstem based aime ECsystem should become operational
in 1999. Inany case, it needs to be bornemmnd that secondary legislation is often

necessary for implementation of the general legislative framework.

A law on conformity assessment wadopted in 1996 asell as a number akegulations
on the authorisation, accreditation and procedures of testingadibcation laboratories,
certification and inspection bodies.

A new concept of standardisation wadopted in 1995 by thational Standardisation
Programme providing for voluntary standards and organisatidheostandardisation
activities bythe Latvian National Centre of Standardisation and Metrology. Latvia has
affiliate membership of the European Committee for Standardisation (CEN).

Current and Prospective Assessment

The process of approximation wfchnical legislation tohe ECacquisidentified in the
White Paperhas made a slowstart, butLatvia is currently making substantiefforts in
order to adapt as quickly as possible to the acquis regarding the free movement of goods.

Important developments ihis respect are the entry into force oAfril 1997 of the

new rules of origin allowindgor Pan-European Cumulation atite numerous nevaws
aimed at harmonisation witRC-regulations on conformity assessments and standards.
Nevertheless, further efforts are required forfthleadoption andmplementation of the
acquis



Efforts fromLatvian authorities shouldow focus onmproving the alignmentrecord in
technical legislation where reinforcement of technical expertise is needecaddjbigon
of the law on the safety of products,services andiability of producers andervice
suppliers was an importastep forward. The New Approadbirective for electric
equipment for usevithin certainvoltagelimits has already been implemented and the
directives on electromagnetic compatibility and CE-marking are under implementation.

In the areas subject to national rules and not covered by Community harmonisation, there
is too little information available taassess whethé€ommunity legal principles on the
free movement of goods are properly applied in Latvia.

The reporting procedureghich formpart of theinternal-markeimachineryare not yet
operational and so cannot be used in the pre-accession period. The most important
instruments in this connecticare: Directive 83/189, requiring governments toeport

draft national technical standards and regulations; Decis8052/95 onmeasures
derogating fromthe principle of the freemovement ofgoods; procedures byhich
complaints can be submitted tftee Commission; and Articl&77 of the Treatyenabling
MemberStates to ask fgoreliminary rulings fronthe Court ofjustice. It is also hard to
assess whether Latviaomplies with the principle of mutual recognition; more
information is required on its national rules, and on administrative practibés) can

have an effect on product sales.

Conclusion

Some progressas recently been achieved, fidfil the requirements o€ommunity
legislation on free movement of goodsood efforts have been made the fields of
standardisation and conformity assessmedtbdwever, efforts from_atvian authorities
should now focus onmproving the alignmentrecord intechnical legislation where
reinforcement of technical expertise is also needed.

If the pace ofharmonisationradopted in thdast year is maintainedmplementing the
acquis in thisfield should not represent aerious obstacle to Latvian accession. The
major difficulty in this process is the lack of experienced staff.

The Latvian authorities should also ensthat, in areasiot covered byCommunity
harmonisation, their ownational laws danot hampertrade. In particularthey should
check that measures are proportionate to their objectives.

Free Movement of Capital

The Europe Agreemeastablisheshe principle ofthe freemovement of capital between
Latvia and the EU from entry into force of the Agreemé&hts, as far aghe obligations

of Latvia are concerne@pplies fromthe entry into force of th&uropeAgreement as
regards direct and portfolio investmeadmmercialcredits andinancialloans made by
companies already established in Lithuania andiegards branches and agencies of
Community companiegas well asthe self-employed), gradually durinidpe transitional
period.



The WhitePaperhighlightsthe link between the fremovement of capital anthe free
movement of financial services.

It suggests a series of measuredilieralise capitamovements, ranging frommedium
and long-term capital movements ahdselinked to commerciabperations, to short-
term capital.

Descriptive Summary

There are naexchange restrictions in Latvia f@ayments orcurrent account or for
capital transfers to and from Latvia. Tiphysical importation and exportation of
financial assets is free. Consumptabroad of any financiaervices by Latvian residents
is free. The Latvian currency illy convertible withregard to current account
transactions.

Foreign direct and portfolio investments in Latai@ regulated by the Law on Foreign
Investment (last amended April 1996), whichguarantees foreign investaitse same
rights and obligations a@ke national lawsAll notification requirements of foreign direct
investmentgFDI) werecancelled irthe spring of1996, as were restrictions omajority
holdings by foreign investors in particular branches. Participation of foreign investors in
the privatisation process was promoted througtabwdition of restrictions on purchases

of privatisation certificates by foreigners at theginning of 199&nd by an acceleration

of the privatisation processself. The right of foreigners tbuy land inconnection with
economic activity has beesecured, provided thdtatvia has reached an investment
protection agreement with the foreign nationals’ country of origin.

During the period from 1991 to 19%ibstantial efforts have been madettvact FDI
to develop thebusiness and industrial base of Latvia. Tkl figure for the period
1990-1996 stands at 470 MECU

Since1992, transporand communication hawegtracted théviggestproportion of FDI
(42%), while financial intermediation and industry received 25% and 16% respectively.

In 1995 foreign exchange reservestioé Bank of Latvia decreased as a result of the
banking crisis. In 1996 large capital inflows habeought the level of official
international reserves abowbke pre-crisislevel, reachings18 MECU by September
1996. Statenvolvement in internationdlnancial markets is restricted Hymits imposed

on external debt antbtal public debt amounts. According to ti&tate Budgetaw,
maximum amounts are set for each year.

Current and Prospective Assessment

Almost all restrictions on capital movements have been abolished. Since January 1997,
the purchase ofand by foreign companies is lessstricted.Legal entities in which a
majority stake isheld by foreign nationals fromountries withwhich Latvia has mutual
investment protection treaties are allowed to purchase land.



The scope of theskberalisation measuregoesbeyondthe obligations ofthe Europe
Agreement and represents a liberal approach to the movement of capital.

Following the anendments enablinfpreigners tofully participate in theprivatisation
process, the securities markets experienced an upswing. This developméikely to
continue taking into account th@anned privatisation of a number of large companies.
Also the macroeconomistability which was recognised by the recent credit rating
should contribute to increased investments.

Conclusion

Latvia has introduced current accogonvertibility and almost complete liberalisation of
capital movements and should be able to abeéshmainingrestrictions in thanedium
term.

Free Movement of Services

The free movement of services functidghsoughexercise ofthe right ofestablishment
and the cross-bordeprovision of serviceslts foundations are therohibition of
discrimination, in particular ogrounds ofnationality, and rules othe alignment of
divergent national legislation. These rules often conbeth the right ofestablishment,
which comeaunder theheading ofthe freemovement of persons, artde freedom to
provide services. Their implementatiamplies the establishment of administrative
structures(bankingcontrol boards, audio-visual control authorities, regulatory bodies)
and greater cooperation betweklember States in the area @nforcement (mutual
recognition arrangements).

A substantial amount aothe legislation applicable tdahe freemovement of services
relates tdfinancialservices. It also concerns thpblems relating téhe openingup of
national markets inthe sectors traditionally dominated by monopoliese.g.
telecommunications and, to a certaxient, energy anlansport.These subjects will be
dealt with in the sections of the Opinion specifically referring to them.

Descriptive Summary

The Bankingsector in Latia has largelyecovered from the 199&isis. To avoid any
repeat ofthis crisis, new prudential legislation has beetmoducedlimiting high-risk
credit, increasing required bank capital, preventing excessigdit concentration and
strengthening the supervisory capacity of the Bank of Latvia.

In line with the policy of suspending licences of banks which miat comply with
strengthened regulations, theences of twelve bankaere revoked in 1996This has
reduced the totalumber of banks inperation. 75 % of thbankingsector is inprivate
hands, of which 40% is accounted for by foreign ownership.



The presence of foreign banks is gradually increasing. Average intatestpread in
bankingdecreased to 10-15%. At present, the Bank a¥iaan collaboration with EC
Phare is working on a new payment and settlement syspgojéect to provide for real-
time gross settlement in full conformity with EU requirements.

Deals on the Stock Exchange can be conducted by members only.

Investment services on a professional basesy be provided by investmentirms,
insurance undertakings and credit institutiodsly licensed bytheir respective
supervisory authorities. The Rigiock Exchange is a non-profit joirgtock company
owned by commercial banks afgancialinstitutions. The laws on securities ahe law

on the securities-marketommissionmeet most bunot all the requirements of the
relevant EC regulations. The Securities-Maretmmissionwas formed in 1996 in
order toensure the development astdbility ofthe market. ItCouncil is appointed for

a seven-year period ke Parliament, whichensures its independence. Taskshis
body include the protection of investors’ interests and licensing of market participants.

The development of the privatisation prockas led to doo0st in thesecurities market,
increasing market capitalisation.

Market concentration is very high in the insurance sector.

Two new draft laws on insurance supervision and insuragoatracts are in the
legislativeprocess. EC rules aralculation of solvency of marginere adopted in 1993.
A law based onthe EC motor-vehiclensurance directive willenter into force in
September 1997. An Insurance Supervisory Authorityseasip in 1991 at thilinistry
of Finance.

Foreign insurance companies in Latvia functiwidely under thesame regulations as
local insurers.

Current and Prospective Assessment

Latvia can be considered to bell advanced in harmonising its banking legislation to
Community requirements. (e White Paper Stagerheasures, Latvia hasiplemented
the First Banking Directive, Own Funds Directive dhe Solvency DirectiveRegarding
the two otherStage Imeasures - a deposit guarantee scheme andnay-laundering
law - draftsare currently in théegislativeprocess. As a consequence of the curieekt

of resources in thénancial sector, theminimum deposit guarantee amount foreseen by
Community legislation cannot be met, but will be gradually increastieitoming years

to reach the requiretbvel by the end of 1999. As for stage Il measures, the Large
Exposure Directive andhe SecondBanking directive have beefully implemented
except for the singlécence principle, whilsthe Consolidate&upervision Directive, the
Banks’ Accounts Directive andhe Capital Adequacy Directiveare due to be
implemented in 1997-1998.



Increases in theapital base and bank profitabilire early signs of stabilisation in the
bankingsector. Thentermediation role ofhe bankingsectoris, however still hampered

by high lending. Increased foreign direct investment and the introduction of legislation on
collateral are assumed to help improve the situation.

Regarding legislation on Securititee Stage Hirectives have been partialiytroduced.
Theremaining requirements &tage landStage lldirectiveswill be implemented by 1
Januaryl998.This will meanfull implementation othe directives on insider dealing and
on stock exchangestings. Investment companies and pension fiardsregulated by the
Law on Joint Stock companies. A law on investment is under preparation.

In the Insurancesector, direcbranching by EU companies it permitted, owing to a
lack of supervision capacities. Also, guarani@ed requirements applicable to mutual
associations are considered to be impossible to meet for the moment.

On 9 Decemberl996, theannual reports standardules of insurance companies
transposed into Latvialegislationthe requirements ddirective 91/674/EEC on annual
and consolidated accounts of insurance companies.

New laws on insurance and insuranmentracts ardeing pepared to remove present
deficiencies inthe Latvian legislation and improviéhe degree otompatibility between
Latvian and EU legislation.

Conclusion

Regarding théegislativeaspects ofinancialservices, Latvia isvell advanced and will in
the coming yearsiot haveany major problems in meetintge requirements of th@ain
EC directives. The most importamémaining difficulty isthe strengthening of the
bankingsector in order for it tdunction as dinancial intermediangupporting domestic
investments.

If such strengthening doexccur in theforthcoming years, there should be nmajor
problem integratinghe Latvian financial services system intthe EU in themedium
term.

— Free Movement of Persons

The free movement of persons encompadses concepts withdifferent logical
implications inthe Treaty. On the one handrticle 7a in Part One of the Treaty on
‘Principles’ mentionsthe concept in connection with thestablishment othe internal
market andimplies that persons araot to besubject to controls when crossing the
internal frontiers betweethhe MemberStates. On the othé&and, Article 8a ifPart Two
of the Treaty on ‘Citizenship of the Union’ gives every citizen of the Unioindheidual
right to move and residieely within the territory of theMember States,subject to
certain conditions. The abolition of frontier checks magly to allpersons, whatever
their nationality, if Article 7a isot to bemeaningless. Whil¢he rightsderiving from
Article 8a apply in alMemberStates, thosetemming from Article 7a hauveot yet been
fully applied throughout the Union.



(a) Free Movement of Union Citizens, Freedom of Establishment and Mutual
Recognition of Diplomas and Qualifications

The EuropeAgreement provides for theon-discriminatorytreatment of workers that
arelegally employedaswell astheir families). It covers thepossibility of cumulating or
transferring social security rights, and encourages Mei@taes toconclude bilateral
agreements with Latvia on access to labour markets. During the second phase of the
transitional period, the Associati@ouncil will examinefurther ways ofimproving the
movement of workers.

The WhitePaper considers thegislative requirements iorder toachieve a harmonious
development of the labour market, whilsimultaneously preventinglistortions of
competition.

The free movement ofvorkers is one of théundamental freedoms enshrined in the
Treaty; freedom to practise certain professi@@g. in thelegal and health fieldghay,
however, be subject to certain conditions, suchuadifications. Depending dtihe case,
thesemay bedealt with through coordination or gpplying the principle of mutual
recognition. Freedom of establishment is ajs@aranteed under the Treaty and covers
the economic activity of self-employed natural persons and companies.

The free choice of place of residermay thus be subject taninimum conditions as to
resources antlealth insurance whetée person does neixercise a profession in the
country concerned.

Descriptive Summary

Foreign nationalsnay haveaccess to thd.atvian labour markeonly after having
obtained awork permit and alimited residence permit for a periagpecified in the
employment agreement. &vork permit can be obtained if the vacasployment
position has been registered witie local branch othe StateEmployment Service for
one month withouhaving been filled angrovided that naunemployed personwith
relevant qualifications have besggisteredThis procedure does naipply to managers,
directors ofsubdivisions, foreigrexperts or foreign contractualorkers andspecialists
under certain conditions. In the case difrated residence permit, this pernshall also
be granted to the family members of the foreign national or stateless person.

Regarding mutual recognition of professional qualificaticthe existing legislation
concerning the education anmaining of dentists, doctors, veterinary surgeons,
architects,midwives and nursesfulfils the Community provisions only to #mited
extent. Furthermore, enforcement structures have still mainly to be set up.



Current and Prospective Assessment

As a number ofwvorkers ofdifferent nationalitiesvere brought into Latvia under the
policy of the former Soviet Union, more than 6000 persons areot citizens. Against
this background, Latvia has decided at present to avoid aifdiigeof immigrants and

to provide for a strict control ovenigration processes. As described above, exceptions
are being maddor foreign nationals representirkgy personnel. Such provisiomsll

have to be adopted ®milar provisions inthe EuropeAgreement, once it enters into
force.

Regarding mutual recognition of professional qualificati@mperation with experts
from EU countries will be necessary to ensure conformith@fduration and structures
of the relevant courses andery sustained and intensive implementation of refosiths
be needed if thacquisis to be taken up in theediumterm. It must, however, be taken
into account that theeforms of specific educationsiructures, by their nature, will take
several years to implement.

Conclusion

A number of changewill have to beintroduced in order t@omply withthe acquis on
free movement of persons. As regards mutual recognition of profesgisaddications,
the preparation of thaeecessary legislative and enforcement measures will need to be
very much intensified and sustained if they are to be in place in the mid-term perspective.

(b) Abolition of Checks on Persons at Internal Frontiers

The free movement of persons within the meaning of Article TheoEC Treaty, i.e. the
abolition of checks oall persons, whatever themwationality, attheinternal frontiers has
not yet beenfully implemented inthe Union. Doingaway with checks on persons is
conditional onthe introduction of a largaumber of accompanying measures, some of
which haveyet to be approved anchplemented bythe Member States (see separate
section on Justice and Home Affairslowever, thaobjective has been achieved by a
limited number of Membe$tates in accordanaeith the Schengen Conventigseven
Member States already apply it and another six are working towards implementation).

The draft Treatyaims to make that objective easier to achieve withthe Union by
including anew chapter on creating an area of freedom, security and justice and
incorporating the Schengeaquisinto the EU.

Latvia hasstatedits desire and readinessftdfil the provisions ofthe Schengeacquis
It has begun preparations to this end anddoaghtassistance in this connectifnrom
Member States, notably in regard to the strengthening of border controls.



General Evaluation

1. Latvia'sprogress in themplementation of legislation relating tbe White Paper is
summarised in annex. The table shdhat at 3QJunel997, Latvia considered it had
adoptednational legislation giving effect t853 of the 89®Directives and Regulations
referred to in théWhite Paper. Thefigures, supplied by Latvia, refer tGommunity
directives and regulations, referred totlre White Paper of 3 May 1995, in respect of
which Latvia considers it hasdoptednational implementingegulations or has checked
for compatibility. The tableloes noprejudge actuatompatibility assuch, orwhich the
Commission is not able at this stage to state an opinion.

2. Latvia has made some effottsvardscompliance with InterndWlarketlegislation. It

has in particular achieved a certaiagree ofalignment with Community rules in the

areas of industrial property rights, conformity assessments and standards and, to a certain
extent, in the area of Free Movement of Servitegislation has beeadopted irfull or

in part to implement most of the measures according to thetvian authorities’
assessment, though t®mmissioncannot at thistage express a position on titdal
compatibility with Community lawHowever, there arstill gaps in important areas such

as public procurement, intellectual property and personal data protection.

3. A severe problem for furthgrogressmay bethe weakness of theatvian public
administration, which affectsot only the pace of approximation &dgislationbut also
the quality of its enforcement.

Similar doubts must be raiseabout thecapacity ofthe various structuresecessary to
implement internamarket legislationput sincethe legislation is mostly seecent, and
the structureshemselves have in some cased yet been setip, there ignsufficient

evidence at this stage on which to base a definitive judgement.

As things currently standhe Commissiorcannot yet express an opinion tie capacity
of companies, particularly small and medium-sized businesses, to implemacxtie

4. Leaving aside certaispecific aspects relating to agriculture, checkstha internal
frontiers of theUnion canonly be abolished once sufficient legislative harmonisation has
been achieved. This call®or mutual confidence, based in particular on sound
administration(e.g. theimportance of safety checks on sopm@ducts at thelace of
departure). Adar asgoods are concerned, tloempletion of theinternal market on

1 January 1993 waanly achieved bydoing away withall the formalities and checks
performed by the Member States at the internal borders of the Union.



In particular these checks covertedhnical pointgproductsafety), veterinary,ramal-
health and plant-healtmatters, economic ancbommercialmatters (e.gprevention of
counterfeiting ofgoods), security (weaponsetc.) and environmentaaspects (waste,
etc.). In mostases, thabolition of checks wasnly made possible Iiye adoption and
application of Community measures harmonidimg rules ormovement and placement
on the markegparticularly as regardsroductsafety) and, wherapplicable, by shifting
the place where controls andrmalities are conductedvithin the Member States or
their marketgin particular agegards VAT and excise duties, veterinary and plant-health
checks, and the collection of statistics). A sectionLafvia’'s present bordersiill
become theUnion’s external frontier and this meabsrder checks will need to be
stepped up (see separate section on customs).

In view of theoverall assessmetitatcan be made gdrogress achieved to daded the
rate at which work is advancing in the various areas concernediffiaslt at present to
put atime-scale on Latvia'sability to take overand implement allthe instruments
required toabolish internaborder checks and to transfer those checks tdJthen’s
external frontier.

5. Latvia has alreadgdoptedsome elements dhe acquisrelating tothe Single Market.
Further progress will be needed with regaadably to publicorocurementjntellectual
property anddata protection. In most areasnforcement needs to be strengthened.
Strong efforts will be necessary with regard to the strengthening afithiistration. In
the mediumterm, provided considerable efforése undertaken, Latvia shoulthve
adoptedand implementednost of theSingle Market legislation and madthe necessary
progress on theechanisms oénforcement, irorder to beable toparticipatefully in the
Internal Market.

Competition

European Community competition policy derives from Art. 3 (g) of the Treaty providing
that theCommunity shall hava system ensuring that competition in the internal market
is not distorted The main areas of application are anti-trust and state aid.

The Europe Agreement provides for a competition regime to be apptiedierelations
between th&€ommunity and Latvia based t¢ime criteria of Arttles 85 and 86 dhe EC

Treaty (agreements between undertakings/abuses of dominant position) and in Article 92
(State aid) and famplementing rules ithesefields to beadoptedwithin three years of

the entry into force of the Agreement. Furthermore, it providasLatvia willmake its
legislation compatible with that of the Community in the field of competition.

The WhitePaper refers to the progressmaplication ofthe aboveprovisions and those
of the Merger Regulation (4064/89) and Aift. 37 and 90 (Monopolies and Special
Rights).



Descriptive Summary

The currentaw on“Competition and Restriction of Monopoly was passed in 1991,
and amended ih993. Theaw applies taall sectors of theconomy and tdoth private
and public enterprises, bubnly takes into account th€ommunity acquis in the
competitionfield to a limiteddegree. A new competitidaw has been recenthdopted
which represents an important step towaadbievingthe degree of approximation of
legislation required.

The enforcement of competition legislation is controlledh®/State Anti-Monopoly
Committeewhich is supervised bihe Ministry of Economics. This Committee will be
replaced by the Competition Council in the new law.

The State Aid Surveillance Commissiamder the Ministry of Finance is responsible for
the monitoring ofstate aid, which isabout toestablish a first aid inventory. It is
thereforenot yet possible to confirnthat practically nostateaid isgranted in Latvia (as
the Latvian authorities have stated).

Current and Prospective Assessment

The newly adoptedlaw complies to a largextent with theacquis But it will
nevertheless need to be amended concerning some asp#uwsrafes on restrictive
agreements, merger contrblysinessecrets, procedural rules, a&sll asthe rights and
obligations ofthe CompetitionCouncil. The necessary amendmeants currentlybeing
worked out.

In various sectors of the igdtry exclusive rights, state monopolies systems for the
granting of licencesexist which need to be carefully analysedider to see hether
they need to be adjusted or abolishearider tocomply withthe Communityacquis
This applies, in particular, texclusive rights or systenier the granting oficenses in
the telecommunicatiorsector, the energy sector, in respect of expod import and
trade in spirits and alcoholic drinks, the transport sector and the postal sector.

The substantial efforts made to establiststate aidinventory in accordancevith
Community requirements anithe considerableprogressmade in drafting a Law on
Public Aid and a Law for the functioning of the Monitoring Authority on stategiithg

it the powers necessary to implement state aid control, are welcomed.

Certain aid measures seem to be contingent egport performance which islearly
not compatible withthe EuropeAgreement. Moreover, an importgpart of state aid
seems to bgranted througlmndirect forms ofstate aidsuch as taxelief, debt write-off
and tax arrears. Thesad measuresonstitute operatingid whichare only allowed
undervery strict conditions. Due to thack of transparency it is as yet unclear whether
the conditions for granting operating aid are complied with.



In addition to the adoption deégislation sufficientlyapproximate tathat of the EU,
credible enforcemenbf competition law requirethe establishment of well functioning
anti-trust andstateaid monitoring authorities. It requir@soreover that thgudicial
system,the public administration anthe relevant economigperators have sufficient
understanding of competition law and policy.

Conclusion

Approximation of law inthe field of anti-trust and state aidis progressing. The new
competition law and, ifadopted, thetwo draft laws on state aid will represent a
significant step towards satisfying the requirements in this respect.

In the field ofstate aidthe required transparency in the grantingtafe aidhasnot been
achieved so far. A considerable effoitl Wwe necessary tdulfil the requirements in the
field of stateaid over themediumterm. Close cooperation with tl@mmunity will be
necessary.

It appears, moreover, that @ertainsectors exclusive or special righexist which are
not compatible withthe Communityacquis These problems should be addressed in the
near future.

The skills of the staff of the monitoring authority ostateaid seemappropriate but both
competition authorities need furth@upport tocarry out their activities and to ensure a
wide information of the concerned operators in the market place.

3.2 Innovation

Information Society

Present Situation

The economic and social effects made possiblethieycombination of information
technology and telecommunicatioase great. Ir_atvia the potential fotnformation

and Communication Technologi€kCTs) was neglected before 1990 althouggsic
education generally was not. Now the awareness of their importance of their importance
is high, andone result has bedhe recent creatiowithin the Ministry of Transport of a
Department for Informatics. Trad#ata forpersonal computers and tlhformation
technologysector as avhole arelacking but theexistence ofhost computers on the
Internet (about 1.6 per 1000habitants athe end of 1996), as r@lative measure of
developmentowards thelnformation Society, suggesthat Latvia is in Ine with the
average for the region. Public support for computerisation should reach $3.5m in 1997.



Conclusion

The Government is aware of the importance of the Information Society autivis
within its own departments. The positive approach toodernising the
telecommunication infrastructuught to boost the rate athich the potentialities of
Information and Communication Technologi@€T) are taken up but it will starting
from a fairly low base.

Education, Training and Youth

Articles 126 and 127 of the EC Treaty provitteat theCommunity shall ontribute to

the development of quality education and implement a vocational training policy aimed at
promoting the Europeadimension ineducation and agnhancing industrighdaptation

and the responsiveness of the labour market through vocational training policies.

The EuropeAgreement provides for co-operationraising the level of education and
professional qualifications. The White Paper includes no measures in this field.

Descriptive Summary

The education budget was at sof2% of GDP in 1995and the share of education in
the overall budget amounted 25% in 1996 (up from 14% in 1993).

There are 1.100 schools, 460.00fpits and 43.500 students in Latvia. Lathas 17
state higher education institutions, 6 @fhich are universities and 13 privatkigher
education institutions.

Latvia is currently undertaking reforms all levels ofthe systems of education and
training inorder to further adapt the country to teeds of a democratic society based
on a market economyhis is necessaryjot only to achieveprogress in regard to key
economic factors (such as productivity anddbaelity of production, competitiveness on
the international markets, development tife private sector, labour mobility, and
unemployment), but also to ensure the democratic functions of society.

The 1991 education law givabe Ministry of Education authority forll levels of
education and training.

Latvia is proceeding at a measured pace with privatisdtiertransfer ofesponsibilities
for education tdocal municipalities, andhe development ofatvian educational and
training priorities.

Some Latvian youth organisations have been participatifiguiopean youtlactivities
since 1995 as a first step towards participation in the Youth for Europe programme.



The Tempus programme has contributedttie achievement othe goals ofhigher
education reform and created thasisfor cooperation with the EWigher education
institutions.

Current and Prospective Assessment

In order toachieve a comprehensive upgradingtted education anttraining systems,
considerable investments in curriculum-reform, teacher traitéxy,books,equipment
and buildings will beneeded. Due to th&nancial constraints, thigprocess idikely to
take a number of years to achieve.

The patrticipation of Latvia in th€ommunity programmesillvhave positive effects on
the people concerned and represent a good preparation for integration.

Conclusion
In the perspective of accession, no major problems should be expected in these fields.

Research and Technological Development

Research and Technological Development activities at Community leyehaded for
by the Treaty and in the Framework Programaie, at improvingthe competitiveness
of European industry, thguality of life, as well asupporting sustainable development,
environmental protection, and other common policies.

The EuropeAgreement will provide for co-operation in these areagably through
participation in the Framework Programme. TwWhite Paperincludes no direct
measures in this field.

Descriptive Summary

Science and technology policies are formulated upon recommendations friginigte/

of Education and Science, tManistry of Economy, andhe Latvian Council of Science,
which, since its establishment in 1990, has paid an important role as a semi-governmental
decision-making institution. Itontrols about 80 % of thsciencebudget, 55 % of

which isallocated by the grarstystem to particulaprojects. TheAcademy of Science

has become an autonomolegal entity, functioning as a high-level honorary and
advisory body.

RTD expenditure currently amounts to 0.45 % of GDP (cf. 1.6% in 1990).

Latvia currently has 25 research institutions supervisethéMinistry of Educational
Science, and 18tatehigher education institutionsExcept for afew small research
centres of private industry theage no private research institutions. To&l number of
personnel decreased from 30,000 in 1990 to 5.200 in 1994.



The Latvian national science and technolgmficy is oriented towardd¢wo general
targets: to integrate thenational research potential with higher education by
implementing generand sectoral integratigolans and agreements; andréorient the
Latvian research potentiabwards national priorities and to stimulate more active
involvement ofresearchers isolving the actual economic, cultural and sogebdblems.
Among the subjects to be prioritised argormation technologies, biotechnology and
environmental protection.

Regular cooperation with the Europea@ommunity started in 1992with the 3rd
Research and Technology Development Framework Programme. So far, cooperation
has been concentratathinly onCOPERNICUS (Specific Programm&r Cooperation

with CECs andNIS) and remainslow for participation in the 4th Framework
Programme.

The statistics in this sector are not yet compatible with OECD standards.
Current and Prospective Assessment

The research system has undergone major chabgésat thesame time, Latvian
research has been seriously constrathezltolack ofresources, related to tleeonomic
problems in generalHowever, Latvia has aumber of strong researctbranches.
Through their participation in the Europednion research activities, Latvian scientists
have demonstrated theibility to contribute internationally. béia hasstatedits interest

in full association with the 5th Framework Programme.

Latvian science has alreathkensignificantsteps towards the integrationitsf research
system withthe Western Europeasystem, andhe reform process continues. The
reform initiativesaiming tomodernise and rationaliske researclystem must bgiven
continued support by the Latvian authorities.

Conclusion

In the perspective of accession, major problemsre expected ithis field. Accession
would be of mutual benefit.

Telecommunications

The objectives of EC telecommunicatigadicy are theelimination ofobstacles to the
effectiveoperation of theSingle Market intelecommunications equipment, services and
networks, theopening of foreign markets to EU companies #mel achievement of
universally availablemodern services for EU residents and businesses. These are
achieved througharmonisation othe standards and conditions garvice offerings the
liberalisation ofthe markets foterminals, services angetworks and the adoption of
necessary regulatory instruments. The Directives and policies needed to achibseehis
now beenrestablished,but theliberalisation of public voice telephony aongeration of
related infrastructurevill be deferred for a year aiwo after 1998 in certairmember
states.



The EuropeAgreement provides for co-operati@med at enhancingtandards and
practices towards Ef@vels in telecommunicatioand postal policies, standardisation,
regulatory approaches and the modernisation of infrastructureWihhe Paper focuses
on the approximation of regulation, networks and servicdewed by further steps
ensuring gradual sector liberalisation.

Descriptive Summary

Before regaining independence, Latvia's telecommunicatiehsork wasnanaged as a
part of the Soviet networkyhich meanthat, forinstanceall international connections
were routedvia Russia. The Latviannetwork wasentirely automatic, but consisted
largely of electro-mechanical equipment.

Since1991, Latvia has movedwiftly to attractforeign investorghrough privatisation
with strategic partners. The need fovestments in infrastructure and installation$
however remain very considerable in the foreseeable future.

Current and Prospective Assessment

Degree of Liberalisation

The government has partly privatisatie state owned operatingompany, but
liberalisation inthe market for theprovision of basic telephone servicemmains
insufficient as long athe agreement oexclusive rightor Lattelekom continues. Other
services such asiobile communications (éperators) paging (4operators)and data
transmission have been liberalisedledst partiallybut theirimpact is limited by the
difficulty of obtaining commercially viablenterconnection agreements with Lattelekom.
Value added serviceare alsoliberalisedbut operators arebliged by law to use the
Lattelekom infrastructure. Nevertheless, there are some 30 Insemvéte providers on
the market. Private operators can offer CATV.

Approximation to EC law

Latvia hasopted for agradual restructuring of its telecommunicatisector. The
currentlaw (1993 Law onTelecommunications) allowsor the liberalisation of some
added value services and also for the privatisation of Lattelekbith became &mited
company since 1994 which B1% State ownednd 49% underforeign ownership
(TILTS consortiumwith the participation of Western Europe@perators). Italso
gave exclusive rightior voice telephoncy andata trasmission services to Lattelekom
for operation of the public network until 2013.



The TILTS consortiumhad to sign an agreement withe Governmentwhich
committed tofull digitisation within eight years, universal service and a stipulat&tl
system. It now seems that these conditions will not be met and the agreerne®inity
beingrenegotiated. At theame timehe agreement oexclusive rightdor Lattelekom is
also beingrenegotiated. The new Government has indicated its intentionfulty
liberalise telecommunications by 2003.

» The responsibilityfor settingtariffs for Lattelekom is with thél'elecommunications
Tariff Councilunder thesupervision othe Ministry of Transport. Services partially
liberalisedare mobile communications, pagingnd data transmission bysatellite
However, theirimpact is limited bythe difficulty of obtaining commerciallyiable
interconnection agreements with Lattelekom. Based on progredatéothere is
serious doubt thakLatvia hasthe administrative capacity to achieve iarget of
liberalisng telecommunications by 2003.

InfrastructureBefore  regaining independence, Latvia’'s telecommunicatinasvork,
consisting largely obbsolete equipment, wasanaged as part of the network of the
USSR. Latelekom had expanded the telephone penetraat® to 29.7 per 100
inhabitants bythe end of 1996 but the averagewth over the past $ears has been
very slow. An ambitious modernisation programme has resultegPinoflines digitised
in 1995 and the commitment made Y. TS of contributing to 100%aligitisation of the
networkwithin 8 yearsmay nolonger be feasible, &be revenue of Lattelekom is too
low to finance investments. Adurrent PPP per capiteevenue per telephoniaé (about
128 ecu in 1995) cannot be increased enougimémce additional investment. Tariff
reform has been delayed biye stateconsumer protection body in the interests of
maintaining affordability of local service.

Two GSM networks are in operation and a third G8prator will be soon granted a
licence. The penetration fanobile telephones is 0.7/10thhabitants which is third
among the applicant countries. ISDN services are not yet offered to business customers.

The main Statetelecommunications equipment compdW{£F) faces difficulties because
of the obsolescence of its technologies and production techniques.

Competitiveness of the Sector

There is a largaumber of unsatisfiedequests for telephorservice --new subscribers
have to wait on average 6y®ars for theirlines- and attoday'srate of network
expansion, itwill be twenty years more before evémasic telephone service will be
universally available at the present EC levels.

The productivity of thepublic network operator agudged by thenumber of
employees/1000ines (9.3) is low compared to the average in the EU (4.9)hyh
relative tootherapplicant countrie§12.1). Significant investmenta/ould be necessary
to bring about the modernisation required by the economic integration.



Conclusion

Latvia will have some difficulty in meeting the acquis communautaitieamediumterm
because legislative reform pogressingslowly and existing commitments concerning
exclusive rightsfor the public operator are abarrier to liberalisation. Greater
competitiveness fothe public operatormust be achieved tattract theinvestment
needed to modernise and face up to competition.

Audio-visual

The audio-visuahcquisaims, in the context of the Internal Market, for ginevision and

free movement of audio-visual services withlre EU aswell asthe promotion of the
European programme industry. Thelevision Without Frontiers Directivewhich is
applicable to allbroadcasters regardless of the modes of transmission (terrestrial,
satellite, cable) or their private public nature, containghis acquis setting dowrbasic

rules concerning transfrontier broadcasting. The main points are: to ensureethe
movement of television broadcasts throughout member states; to promote the production
and distribution of European audio-visuwabrks (by layingdown aminimum proportion

of broadcasting timéor European works and those imgependent producers); to set
basic standards in thdield of televisionadvertising; to provide fothe protection of
minors and to allow for the right of reply.

The Europe Agreement provides for co-operation in the promotion and modernisation of
the audio-visual industry, and thrmonisation of regulatory aspects afdio-visual

policy.

The Television Without Frontiers Directives is a Stage | measure in the White Paper.
Descriptive Summary

Only limited information is available concerning the situation in this field in Latvia.

The legal framework for the audio-visuaector isdetermined by the 1995 Radio and
TelevisionLaw, the Law on the Press and Other Media, and the Acts diatienal
Board of Radio and Television.

Current and Prospective Assessment

The audio-visual sector Imatvia is attempting to re-establigkelf after majorupheavals
in recent years, and is characterised by rgpawth and constant changelts ability
properly to adhere to thacquis presupposes an upgrading of tba&pacity of the
programme-making industry to meaée importantchallenges of aadapted regulatory
framework.



Although full information on Latvian audio-visual legislation is lackitige analysis to
date reveals a number of deficiencies, includiggestions of freedom of reception,
jurisdiction, promotion of European works, and advertising rules.

A revision of the curreniegislation in thissector is due tdegin in1997. The Latvian
Government has stated that this will address all the current deficiencies.

Conclusion

Provided that th@ecessary legislative amendmeate pursued witlsufficient urgency
and that they are accompanied byhe necessary structural adaptationté indistry,
Latvia should be able to meet EU requirementhénaudiovisual sector in thenedium
term.

3.3 Economic and Fiscal Affairs

Economic and Monetary Union

By thetime of Latvia’s accessiorthe third stage of EMU will have commencedhis
will mark important changes faall Member states, including those that do not
participate in theeuro areaAll Memberstates,ncludingthe new ones, will participate
fully in the economic and monetary union. Their econgmoiccies will be a matter of
common concern and they will bevolved in the coordination of economigolicies
(national convergence programmes, broad econgmizlines, multilateral surveillance,
excessive deficiprocedure). They will be required taespect thestability andgrowth
pact, to renouncany direct central banKinancing of the public sector deficit and
privileged access gfublic authorities tdinancialinstitutions, and to have completed the
liberalisation of capital movements.

Accession means closer monetary and exchaatge co-operatiorwith the European
Union. Thiswill require strengthening structural reforms in the area of monetary and
exchangeatepolicies. Membestates noparticipating in thesuro area will bable to
conduct an autonomous monetaglicy and participate in the EuropeaBystem of
Central Banks (ESCB) on a restrictegisis. Their central banks have to be independent
and have price stability as their primary objectionetarypolicy has to be&onducted

with market-based instruments and has to be "efficient” in transmitting its impulses to the
real economy. Therefore, reforms need to be pursued to tackle féeibnender the
efficiency of monetary policy, such abkelack of competition irthe bankingsector, the

lack of development dinancial markets and thproblem of “bad loans” ithe banking
sector. Finally all Member statesshall treat their exchangeate policy as a matter of
common interest and be in a positiorstabilise their exchangates in anechanism yet

to be decided.



As membership othe Europearnion implies acceptance of the goal of EMU, the
convergence criteriawill have to fulfilled by Latvia, althoughnot necessarily on
accessionWhile the fulfilment of the convergence criteria it aprecondition for EU
membership, they remain key points of referefurestability oriented macroeconomic
policies, and must in time be fulfilled by new member states on a permanent basis. Hence
the successful conclusion of systematic transformation and market oriented structural
reforms is essential. Latvia’'s economic situation progjresshas already been analysed

in preceding chapters of this Opinion.

Current and Prospective Assessment

The independence dfie Bank of Latvia from the governmentlasgely guaranteed by
the Law on the Central Bank. Pris&bility isthe statecbbjective ofthe central bank.
The provisions othe Law concerningtate budgefinancing are not in ihe with the
Treaty requirementsThis is becauseéhe provisions ofthe Law on the CentraBank
concerning thdimits of the Central Bank budgeteficit financingare amended every
year by an agreement betwetye Central Bank and thdinistry of Finance. In 1995,
due to a sharp budget crisis, the yearly amendments to the Law were not respected.

Monetarypolicy in Latvia has been effective in reducing inflatlaut it is still hindered
by therelative youth and lack adepth offinancial markets. A growing Treasursil
market (with rategalling and maturities lengthening) provides additioabport for the
higher local currency rating and underpithee ongoing development dfill narrow
capital markets. The Latvidmankingsector isgradually recovering frorthe 1995crisis,
and it is characterised byhegh degree of privatisation. Imay 1996, 75% of the total
share capital was in private handswiich 40% is accounted for Hypreign ownership.
The bankruptcy lavior banks was approved in 1986t it isstill difficult to enforce. A
standard range of indirect instrumeats used by the Central Bank Ity are not yet
fully effective mainly because the money market is still very thin.

Since February1994, thelLatvian exchangeate regime is apeg to the IMFSpecial
Drawing Rights(SDR). Ithas been used #&se linchpin of the monetanpolicy strategy

in thefight against inflation. Duringhe 199%banking crisisthe Central Bank succeeded
in keepingthe exchangerate stable by tightening monetary policy. Since then a sound
fiscal stance and stricter central baskpervision orthe financial sector havéelped to
keep the exchange rate stable.

Conclusion

It is premature to judge whether Latvia will be in a position, bytithe of its accession,
to participate in theeuro area; that will depend on thsuccess of its structural
transformation permitting to attain and to adhere permanentlthéoconvergence
criteria, which are not however a condition of accession.



Latvia’'s participation inthe third stage of EMU as a non-participant in ¢hgo area

poses problems in the medium term. The provisions and the practice of the central bank’s
budget deficifinancingare notyetfully compatible with EC rulesWhile the record of
exchange rate stability and inflation reduction is encouraging, sustained efforts need to be
continued to strengthen the banking sector which is still vulnerable.

Taxation

The acquisin the area of direct taxatiamainly concerns some aspects of corporation
taxes and capital duty. The four freedomstled EC Treatyhave a wider impact on
national tax systems.

The indirect taxatioracquis consistsprimarily of harmonised legislation ite field of
Value Added Tax and excise dutie$his includeshe application of a non-cumulative
generaltax on consumption (VAT)which is levied on alkstages of production and
distribution of goodsand services. Thisnplies anequal tax treatment of domestic and
non-domestic (import) transactions. The VAdcquis also contains transitional
arrangements for the taxation of transactions within the European Union between taxable
persons. In théeld of exciseduties theacquiscontains harmoniset&x structures and
minimum rates of duty togethewith common rules orthe holding and movement of
harmonised excisablgoods(includingthe use ofiscal warehouses). As a result of the
introduction of the Single Market, all fiscal controls at the Community’s internal frontiers
were abolished in January 1993.

The mutual assistance between menstate tax authorities is an important feature of
administrativecooperation in the Internal Market; the respecieective covers both
direct and indirect taxation.

The Europe Agreement contains provisions on approximation of legislatioa area of
indirect taxation.

The White Paper contains aStage | measures thosevhich make upthe main
requirements of thendirect taxationacquis (essentiallythose measureapplied in the
Community up to 1993), and &age limeasures thosghich are in additiomecessary
to implement the full indirect taxaticacquis

Descriptive Summary

Direct Taxation

The two company taxation Directives artle Arbitration Convention provide for a
mechanism which applies on the basis of reciprocity. Respective provisions can therefore
by definition not be expected to exist before accession.



Indirect Ttaxation

The overall contribution of VAT and excise duty revenue to the Latvian state budget was
about 39%and 14% respectively in1995. This is expected to continue on an upward
trend.

Value Added Tax

The currentLatvian VAT system was introduced May 1995 replacinghe previous
Turnover Tax. Latvia applies a single VAT rate of 18% which is applicalz texable
transactions, including imports.

Certain activitiesare exempt from VAT without the right tdaim the input credit on

such supplies. These exemptions relate mainly to activities in the public interest, financial
and insurance servicegtoperty and lotteries arglmilar games. Taxable persons are
entitled to deduct VAT incurred on their purchasesbiasinespurposes of goods and
services. However, theatvian VAT Act does notontainany provisions enabling tax

to be refunded to taxable persons not established within the country.

Excise

The currensystem of excise duty in Latvia was introducethatsame time athe VAT
system. Excise dutiemelevied on a widagange of productscluding products other
than those subject mommon excise dutiesithin the Community (mineral oils, alcohol
and alcoholic beverages and manufactumdzhcco). For each product category, the
duty isspecific innature; nevertheless forfew productsincluding certain categories of
tobacco, the duty is adalorem. Tax stamps and spedmtbelsare used for tobacco
products and alcoholic beverages.

Mutual Assistance

The taxadministration hasot yet had to develop its capacity for mutual assistavite
the tax authorities oMember States since mutual assistance idemturewhich would
only become applicable on accession.

Current and Prospective Assessment

Value Added Tax

The current VATsystem in Latvia has been basedtlb@ mainprinciples ofthe VAT
legislation ofthe Community. However, it is characterised Ilieing very general and
inconsistent in its application.

The Latvian approach regarding exempt transactions deviates to a large extehafrom
of the Community legislationboth in terms of scope and substantegislative
amendments are planned. Since Latvia cdmg¢operatenyarrangements for thefund

of VAT to non-registered foreign taxable persons, VAT represents an increastetb
such traders.



Latvia’s membership ofthe EuropeariJnion would require substantial adjustment to
bringthe VAT legislation into line witithe requirements of theommunityacquis,both

in respect to the general provisions of the Community VAT legislation areasls the
system of taxation necessary in a Community with no internal frontier controls.

The Latvian national strategyan for implementingthe recommendations of ttghite
Paper regarding VAT provides for some changes to the VAT Act.

Excise

There are significant discrepanciedetween thelLatvian excise regime and EU
requirements.

Firstly, there exists no excise suspensgystem wheregoods can move between
authorised tax warehouses withquayment ofduty. In addition, the registration of
traders for excise purposes needs to be reviewed.

Secondly, taxation of certatobacco products on an adlorem basis isot compatible
with Community law. Similarly the specific duty on cigarettes awell as the tax
treatment of beer areot in conformity with the requirements o€ommunity excise
legislation.

In the event of accession, excise duties ppoducts notbelonging tothe above-
mentioned categories could continueagaply provided, however, thahey would not
give rise toborder-crossingormalities intrade between member statsd that they
complied with theprinciples of non-discrimination between nationaioducts and
products originating in other member states.

In order toensure aorrectapplication of Community excise legislation it is essential
that Latvia sets up a warehousing system baseth@@ommunity model asoon as
possible, strengthertontrol procedures and adapts #trictureandlevel of its excise
rates in such a way that they comply with Community requirements.

The Latvian national strategyan for implementingthe provisions ofthe White Paper
envisages adjustment of Latvian excise legislation in line with WPétper Stage |
measures by 1 Januahp98. The main objectives are the gradual approximation of
excise rates on motduels towards the EUminimum rates, and thelesign of a new
excise taxsystem applicable to fivgroups of goods, three @fhich are oil products,
alcoholic beverages aridbacco products. As short tembjectives, it is intended to
create a singlécensingauthority for excise traders and to strengthen control procedures
for using tax stamps. However no full harmonisation of legislation is planned.



Mutual Assistance

There would also be a need, on accessiommpiementthe appropriate arrangements
for administrativecooperation andnutual assistance between Meml&tates. These
requirements are essential for the functioning of the Internal Market.

Conclusion
Theacquisin respect of direct taxation should present no significant difficulties.

As regards indirect taxation, although some progressimg made, a considerable effort
will be required if Latvia is taomply withthe acquisconcerning VAT and excise duties
in the medium term.

It should be possible tstartparticipating in mutual assistancetags taxadministration
develops its expertise in this respect.

Statistics

The main principles of the Community acquis relate to theimpartiality, reliability,
transparency, confidentialitgof individual information)and dissemination obfficial
statistics. In addition there exists an important bodypwhciples and practices
concerning the use of European anternational classifications, systems of national
accounts, business registers, and various categories of statistics.

The EuropeAgreement provides for co-operation to devekffective andreliable
statistics, in harmony with international standards and classifications.

The White Paper includes no provisions in this field.
Descriptive Summary

The Central Statistical Bureau (CSB) is the central body charged with producing and
disseminating official statistics in Latvia.

The legal basis for Latvian official statistics consists of the 1993 Act on State Statistics.
Current and Prospective Assessment

Amendments which have beariroduced into the 1993 Act represent progress towards
compatibility with EU standards. Important progress is still required.

There aredeficiencies in Latviarstatistics in sectorsuch as thebusinessregister,
business statistics, national and agricultuatcounts, and theapplication of
classifications and nomenclature.



Conclusion

Latviawill require a sustained effort if it is tmmply with EU requirementfr official
statistics in the medium term.

3.4 Sectoral Policies

Industry

EC industrial policyseeks to enhance competitiveness, tacisieving risingliving
standards anhbighrates ofemployment. It aims apeeding up adjustment to structural
change, encouraging an environment favourable to initiativeheéodevelopment of
undertakingghroughout theCommunity, and to industrialo-operation, andostering
better exploitation of thendustrial potential of policies of innovation, research and
technological development. EU industrial policy is horizontalniayure. Sectoral
communicationsaim at transposing horizontal concepts ingpecific sectors. EU
industrial policy results from an articulation of instruments from a numb@oimunity
policies; it includesboth instruments related to the operation of marKpteduct
specification and market accessde policy, stateaids and competition policy) and
measures related to industry’s capacity amapt tochange (stable macro-economic
environment, technology, training etc.).

In order to copewith competitive pressure and market foreeithin the Union, the
industry of applicant countries needs to have achieved a clentalrof competitiveness

by thetime of accession. The applicant countries need to be seen as ppdidgies
aimed at open and competitive markets alondities setout inArticle 130 (“Industry”)

of the Treaty. Co-operation between the EC andppdicant countries ithefields of
industrialco-operationjnvestment, industrial standardisation and conformity assessment
as provided for in the Europgreement is also an important indicator of development
in the right direction.

Descriptive Summary

Latvia's industrialoutput stood aaround ECU 1.Dillion in 1995, equivalent to hout
one third of thendustrialproduction of Luxembourg. Industry production accounts for
20% of totalemployment. Theotal number of enterprises in industry is estimated at
around 44,000, 90% of which are small firms.

At the beginning oftransition industry was the biggestployer inthe economy. The
transition process entailed a markéecline in industrialproduction. The share of
industry in GDP stood at 33% in 1995, down from 46% in 1990 (the share sdrthee
sectorhas instead increased fra30% to 50%). The decrease reached -G@ween

1991 and 1993, slowed down between 1993 and 1995 and worsened in 1995 due to the
banking crisis of May 1995. As of today this negative trend has not yet fully reversed.



Latvia is characterised bysmall-sized and diversified industryits industrial tradition
dates back to the 19th centuwhenthe region was th&ussian empire’s ain centre

for mechanical engineeringyood craft and flax industries. During the period of
independencg1918-1940), industrgiversified andfocused on thenanufacturing of
consumer goods for the local market (tableware, cameras, radipdes,cars). During

the Soviet ereemphasiswas put on thedevelopment of heavy industridmsed on
imported raw materials (steel and transport equipment), while the outimittohdustry
was maintained (telephonesadios,washing machines). After independence and the
consequent loss of Latvia’s mautlets in Eastern European countries, ithustrial
crisis mostly affected those traditional sectors in need of restructuring.

As a result, thendustrial structure ischanging to becommore similar to that of its

Baltic neighbours. Industriajrowth now tends to concentrate on lealue added,
labour intensivesectors, i.e., food processinigdustry, construction, forestry, and
clothing, which have been successful in progressive integration into the EU market, while
developing competitive advantagestiadewith the Russian Federation amdher CIS
countries.



Latvian industry: main production sectors in Jan-Sept. 1996

Secto

%-shareindustrial
production

(value added)

Food processing

Textiles / Clothing

Wood processing

Chemicals

Transport vehicles

Machinery & equipment
Non-metallic mineral products
Printing & publishing

Metal products

Electrical machinery & apparatus
Furniture

Electronic engineering

Total of the above

Other sectors

Total Industry

Industrial production as % GDP

44

11

93

100

17

Food processingis the leading sector inLatvia in terms of bothvalue added and
employment. Production has reoriented to meké requirements of thecal market,
which is reflected by @onsequent decrease in imports. Growtimasnly directed to
dairy and fish products. Almost 90% of exports in this sector go to the CIS.



Wood processingis the spearhead dfatvian industry. It isthe only sectorwhich
records aise in employment. Wood isne of the country’snajor national assets (it
covers 40% of the territory). Wood products account for one fouttlatefan exports
(of which 85% go to western marketsd mainly to the EU). The share of processed
products (sawnmaterials asopposed to round wood) in exports iiscreasing.
Manufacturers arérying to develop thigrend, byimplementing marketing principles
(identification of nichemarkets, collaboration with western designerbdost exports of
furniture, etc.).

Textiles/clothing is anotherdynamicsector,which has successfullsestructured. New
companies have beeareated in the clothing sector. The sector records the fastest
increase in exports (50% of the exports are directed to the EU and 30% to the CIS).

Construction materials industry is growing fasthich ismainly achievedhrough the
repairs of the road network and exports of cement to western countries.

Chemicals industry maintains itproductionlevels tlanks to outlets imeighbouring
Baltic and CIS countries.

The production ofmachinery and electrical devicesis slightly narrowing, though
exports to EU and Latvia are growing.

Steelandengineering industry (such as thenanufacturing omini buses, passengsil
cars, radios and telephone equipmenklerited fromthe SovietUnion have failed to
restructure and continue their decline.

Acceleration of the process was i&sfed in 199@hrough a centralisation to the Latvian
Privatisation Agency(LPA), to which 90% of assets were transferred_.PA has
privatised66% ofthem so far. Small-scale privatisation is almmmsnpleted, oftenvith
significant foreignparticipation. Inorder to encourage mofereign participation in the
privatisation process, the restrictions on purchadamaf by foreignersvere liberalised
in Januaryl997. The Governmerdbjective is tofinalise privatisation/liquidation of
state assets byid-1998. In 1996 the share of the non-stsetor inindustrial output
accounted for 42%.

Current and Prospective Assessment

Latvia experiences the most dramatic change in industrial structure among applicant
countries. It is also the only applicant country in which industry is up to now still in decline.
It cannot be excluded that the economic transition will lead to a certain de-industrialisation of
the country, coupled with a relatively strong service sector, which reflects Latvia's
geographic position as a transit country, as well as a specialisation in financial services.



FDI has been relatively large considering the size of the economy: about 20 % of total
investment has been financed that way - even more in 1996 -, but it appears that only 1/5 of
FDI goes to industry. Strong financial policies have underpinned stabilisation for some time,
so that the domestic banking system is now, after a shake-out in 1995, starting to provide
medium to long term financing for industry.

Given this favourable environment, it is surprising that investment is still not picking up.
Once it does, as we expect, the growth prospects appear to be good. But growth is likely to
be uneven. One could expect that Latvian industry will grow mainly in domestically
orientated sectors (including agri-food) and a few highly focused medium-sized firms that use
local resources (including wood from Belarus and flax from Lithuania) and sell their niche
products on the world market.

Conclusion on industrial competitiveness

Latvia has managed testructure itsnherited industrial base to a considerable extent
The most urgent need for the future is the strengthening of measures to foster domestic
capital formation and FDI. Neverthelesst all industrial sectors are assured thieir
competitiveness. Providetthiat currentpositive trends continue regarding privatisation,
enterprise restructuring, and tladility to attract further FDI, theLatvian economy
should be able to cope with European integration in the mid-term.

An evaluation ofthe acquisspecific tothe freecirculation of industrialgoods is to be
found in the separate section on the internal market.

Agriculture

The Common AgriculturaPolicy aims to maintaimnd develop a modern agricultural
system ensuring a fair standardiahg for the agriculturacommunity andhe supply of
food at areasonable price for consumers, and ensuitiregfreemovement ofgoods
within the EC. Specialattention isgiven to the environment and rural development.
Common market organisations exist to adminigterCAP. These ammplemented by
regulations on veterinary health, plant health ananal nutrition and by regulations
concerningfood hygiene. Legislation also exists the area of structurapolicy,
originally developedprimarily to modernise and enlarge agricultubeit morerecently
with an increasing emphasis tme environment, andhe regional differentiation of the
policy. Since reforms id992,increasing contributions to farsupport haveomefrom
direct aid payments compensating cuts in supports prices.



The EuropeAgreement provides theasisfor agriculturaltrade betweehatvia and the
Community andaims topromote cooperation on thmodernisation, restructuring and
privatisation of Latvia's agricultursector aswell as the agro-industriakector and
phyto-sanitary standards. Thehite Paper covers thields of veterinary, plant health
and animal nutrition controls, aswell as marketing requirements fomdividual
commodities. The purpose of suelgislation is toprotectconsumers,public health and
the health of animals and plants.

Descriptive Summary

Agricultural Situation

The value othe agricultural production in 1995 wapproximately0.11% of that of the
Union.

In the years after independengeoduction contracted and the share of agriculture of
GDP fell. In 1995agriculture and forestry contribut€d9% of the GDRand over 18%

of the employment. Total agricultural area in Latvia i2.54 million ha of which 1.7
million ha are arable land39%). 413,400 ha is used for fodder crops, 408,000 ha for
cereals and 7500 ha for potatoes. 44% bétvia is covered by fores{2.9million ha)

and timberproduction isrising steadily. Timbeoccupies 26% oLatvia'stotal export
volume.

Since independence Latvia hasrsued a privatisation strategy. At present |dagely
farms occupyd7% of theagricultural land (agrage size: 20 hayhile 32% is occupied
by very small farms or byhousehold plots (average siz24 ha)and 17% by 656
“statutory companies”. As a result of thend reformthe stateland reserve holds
542,000 ha otinclaimed land. On 1 June 19965 titles were registered at ttend
registry, representing 678 100 ha.

In 1995 Latviaproduced 690 000tereals(58% self sufficiency), 864 000t potatoes
(167%), 250 000t sugar (43%), 330 O@egetables and fruits, 9¥DOt milk (100%),
62 000t beef meat (66%) and 56 000t pig-meat (66%).

The share of agriculturatade (including fish)was 9.7% forimports and 15.9% for
exports. Latvia is a net importer of agriculturptoducts. The tradbalance with the
EU hasdeteriorated, in particular becausdrafreasing imports frorthe EU. However,
the tradebalance withthe New Independent Statesmains positive. Maiexports are
fish (10%), beverageg10%) and dairyproducts (9.7%). Dominant importsare sugar
(12.5%), beverages (12.3%) and cereals (11%).

The processing industry, except grain, has been privabsédenerallyoperates at 15-
30% of its capacity.



Agricultural Policy

The PSE (ProducefSubsidy Equivalent) calculated hbige OECD was 8% in 1995,
compared to 49% for the EU.

Latvia aims tosupportfamily farming and to establish new agriculturalarkets. Price
supportpolicies are infirst line limited to border protection afteartificially set prices
paid by the state owned downstream industry had to be abolished due to privatisation.

Subsidies have beersedsince 1994 andrelinked tothe sectorapolicies. Thesupport
policies includeexportsubsidieSECU 2.2million in 1994),interest ratesubsidies and
credit suppor{farm credits amounted #8CU 26million in 1994). Inaddition a Sugar
Promotion Fund and Regional Adjustment Funtbr cerealshelp to subsidise credit
rates and fund projects in their respective sectors.

Direct payments exist ithe form ofdiesel fuel subsidieand promotion ohigh quality
breeds and seeds. Altogether tlaegount for asmall proportion ofsubsidies. 1995
State procurement through the St&eain Bureau was 1% dbtal domestic grain
consumption; the declara@drgetwas to establish a grain reserve of uB@% of total
domestic consumption. In a new draft lamhich will be passedwithin shorttime, this
targethas been reduced tpproximately 3 % ototal domestic consumption (three
months human consumption of wheat and rye).

Agricultural pricesaresignificantlylower than EC price@n 1995 e.gwheat andarley
80.5% and 46.5%espectively otthe average EC pricebeef: 49%, milk: 47%), with
the exception of pig-me§24.5% above EC prices). Howevmiilk and meat producer
prices arerising in realterms. Consequently livestock production ingreasingly
profitable. Marketsupportpricessimilar to CAP intervention prices anmot applied in
Latvia. In 1995 Latvia sper.9% of the total budget on agricultunghich is an
increase from previous years.

Rural development policiesrereceiving increasingttention. The.atvian Government
is in the process oimplementing arural diversification programmaevhich includes
financial assistance to investments in the rural areas.

Border protection is the predominaupportinstrument in Latvia. The tarifftructure
reflects the policy of protecting domestic production.

The Free Trade Agreement betweeaivia and the Europead@ommunityentered into
force on 1 Januar¥995. Reciprocadgricultural concessions aircluded. Community
concessions were improved in 19%@lowing the implementation ofthe EU and
requested improvements.



In March 1997 Latvia cancellethe quantitative sugar import restrictions anstead
automatidicencesare granted by thilinistry of Agriculture. Alsofor grain and cereals
new laws eliminating quantitative import restrictions have been submitted to the
Parliament and envisaged to be adopted during 1997.

During 1996 theBaltic FTA was extended to agricultunatoducts. This agreement
establishes complete fréade ofall productsmeetingthe Baltic rules of origin. The
Agreement entered into force by 1 January 1997 and is intended toflvsttstep in the
formation of a customs union. Latvia is now negotiating membership of the WTO.

Latvia is beginning to introduce the legislation identified in the White Paper.
Current and Prospective Assessment

Land reform and privatisation is almost complete, whereas the registration of
entittlements is lagging behind. gxoperland market hasiot yet been developeghich
hampers the necessary structural adjustment. Privatisation is almost complete in the food
marketing and processing industry. However, restructuringelaively slow and
industry is very vulnerable to external competition; quaigndards andfficiency levels

are low by EC standards. As yet neither slaughterhausedairy plants meet EU
hygienestandards. The best plants are expected to reach EC standardyéars:-2
However, as a transitional measure, export of dairy products to the EU is possible.

At present Latvia isnot applying any market managemenpolicies similar to the
Common Agricultural Policy.

This includes key instruments such as dajonotas,key features othe arable crop
scheme (base area, set-aside, compensa@yynents, and premia ithe livestock
sector), awvell asrural and structural development programmes. Accessitimet&U
would imply substantial changes from the current agricultural policies.

Management and control of these measures would regelagively sophisticated
administrative systems, including an appropriate land register and cattle identification and
registration systems. As a general observation, it is tleatheadministrative capacity
would need to be further developed in these areas if these measures weappieten

Latvia.

It is difficult to foresee at thistage what will be the development of agricults@bport
prices in Latvia in the period befoeecession; this W depend on a number &ctors
including the domestic economy, the situation export marketsand thedevelopment
of price support levels in the Union.



Latvia is introducing the legislation identified in the White Paper.

Latvia intends toset up a co-ordinatiowlivision for the harmonisation of national
veterinary legislation with EC requirementSurthermore, iaims atcreating a unit to
provide veterinary certification in compliance with EC requirements. The government
has recognised that further legislation is required andédtaleadlinedor approximating
legislation ranging from 1 January 1997 to the end of 1999.

Further work isneeded on thestablishment of dully resourcedofficial veterinary
service, includinghe imposition of effectivecontrols at bordeinspection points, and on
goodstransiting the countryCertification procedures need to be further developed, and
an effective animal identificatiosystem has to bmtroduced. Legislation oanimal
welfare will need to beimplemented. There wil be a need toaupgrade certain food
processing establishment®oth for tradeand for thenational market. Latviastill
vaccinates against classical swine fever prajress to a nowaccination is necessary
but may be difficult to implement.

As regards plant health @metable for approximation to ECegislation has been
presented. The Latvian authorities have indicated thayebeimplementation problems
concerning specific measur@sg. Registration of producerdantpassporsystem) and
infrastructure (e.qg. staff training, equipping of laboratories).

Legislation on seeds amiopagation material, arglality standards of agricultural seed
appears to benly partiallyconsistent with EC legislation and further approximatidh
be necessary.Latvia does not currently enjoy Community equivalence for any species.

As regardsanimal nutritionthe currentegislation isnot compatible with EC legislation.
Approximation of Latvian legislation to EC law is in amtial stage. It appears that
inspection and control infrastructures will need to be reorganised and upgraded to ensure
adequatamplementation ofthe acquis A similar situation exists as regards organic
farming, pesticide residues and plant protection products.

Conclusion

Substantial sustained efforts alignment tothe acquis arestill necessary, although
progress has been made in adopting the measures mentioned in the White Paper.



Particular efforts are needed in relation to :

- implementation and enforcement of veterinary and phyto-sanitary requirements, and
upgrading of establishments to meet EC standards; this is particularly impattant
regard to theinspection and control arrangements for protectimg EU external
border;

- strengthening of thedministrativestructures to ensure theecessary capacity to
implement and enforce the policy instruments of the CAP;

- further restructuring of the agro-food sector to improve its competitive capacity.

Since only a limited number dhe mechanisms othe common agriculturalpolicy
presently exist, fundamental reform thfe agriculturalpolicy will be needed, and a
substantial effort will be necessary to prepare for accession in the medium term.

Fisheries

The Commortisheries Policy includes commamarket organisations, structuradlicy,
agreements with third countries, management and conservation oégisurces, and
scientific research in support of these activities.

The Europe Agreement includes measures concerning trédleanesproductswith the
Community and providefor co-operation. Thé&Vhite Paperincludes no measures in
this field.

Descriptive Summary

In 1995, 12 000 people wemmployed inthe fisheriessectorwhich equates to 1% of
total employment - a third less than i990. The 1995 catch totalled 150 000t and
landingswerevalued at 27million ECU. Fisheries i©ne of the most importabranches

of the food industry.

The high-seas fleet consisted of 17 vessels on 1 January(d®®6 from 90 in 1991)
and in 1995 caught BO0t ofmostly sardines andorse mackerel frorthe CentraEast
Atlantic (Mauritania). Before independendke annualcatch was 500 000t afhich a
large part went to the market in the Soviet Union.

The 171-boat Baltic fleet is privately owned and fishes, ugdeta, for codherring and

sprat. The quotas of the lattevo speciesare only half-usedand so the catch is not
sufficientfor the processingranch's need270 boats fish the coastal waters. The total
catch of theBaltic amounted in 1995 to 3100t. Theaverage age of easkessel in the

fleet is twenty years. The number of fishing vessels was reduced by 30 % in recent years.

The distant watefleet depends foB0% ofits catch on an agreement with Mauritania
and exports most of its catcWwhile the Baltic and coastal fleets provide more
employment and supply the processing industry.



All 34 enterprises in the processing industryffsihery products are privatdzive major
plants (more than 508mployees) anthe othersmallerones produce a wide range of
products. The totaémployment inthe processing indiry is 6336 - outstripping the
number in fishing.(5 500)

As aquaculture is concerned, there are eight state-ofaned engaged irestocking,
employing200 people. Private fislarmersare few, but theinumber is growing. Carp is
the traditional species, buainbow trout is also becomingpopular. The totainland
water catch was 1 100 tons in 1995.

As a trading partner of th€ommunity, Latviarepresents 0.06% of EC totahports
(independently of origin) of fisheriggroductsand 2,4% fromcandidate countries. As
regards EC exports, Latvia recei®$6% of the total exports @isheriesproducts and
1,9 % to the candidate countries (in terms of value).

Management of the resources in Batic is currently accomplished between EU and
Latvia in the framework of a&ommon body -the InternationalBaltic Sea Fishery
Commission. Latvia has concludésheriesagreements with Faraoe Islands, Russia and
the USA.

Current and Prospective Assessment

Latvia'sproduction and foreigtrade,when compared tthe corresponding Efyures,
are low and thereforenlikely to have any significaninpact uponthe Community as a
whole. According to thelataavailable agegardsfisheriesagreements concluded and
Latvia’s membership to international or regional fisheraganisations, no major
problems should be expected.

The majorports havetheir own coldstores, but sanitargnd hygienic conditions need
improving as well as extensive repairs, modernisation and purchase of equipment.

The reduction of thdleet capacity,the modernisation of the wholgectorand the
determination of thenecessary structuraid will becomethe main issues. It will be
necessary for Latvia toestablish a fisheries administration which is capable of
implementingthe Common Fisheries Policy - particular, themanagement afesources,
the keeping of dishing fleet registerthe application of structuragbolicy for the sector,
the management of the market scheme and the collection of all statiatewalasvell as

the EU’s policies on health, hygiene and environmental matters.

Conclusion

The process of modernisation aachuisimplementatiorwill requiresignificantefforts.
In the medium term the fishery sector does not appear to pose any major problem.



Energy

Main EU energy policy objectives, as reflectedtlre Commission WhitePaper “An
energy policyfor the EU” include enhancement of competitiveness, security of energy
supplies and protection of the environmeley elements ofthe energyacquiscomprise

of Treaty provisions and seconddegislation particularly concerning competition and
stateaids, internal energy mark@ncluding directives on electricity, price transparency,
gas and electricity transit, hydrocarbdicensing, emergenagsponseancluding security
stock obligations, etg, nuclear energy, asell as energy efficiencand environmental
rules. Development of Trans-European Ene¥gyworks andsupport for energy R&D

are other importantelements of energy policy. Ongoing developments include
liberalisation of the gas sector, energy efficieacguisand the Auto-oil programme.

In the field of nuclear energythe acquishas evolved substantially frothe original
EAEC Treaty to a framework dégal and political instruments)cluding international
agreements. At present, it addresses issues of health and sedeting radiation
protection,safety of nuclear installations, management of radioaetagte,investment
including EURATOM financial instruments, promotion of research, nucleammon
market, supplies, safeguards, and international relations.

The EuropeAgreement provides for co-operation to develop the progressive integration
of the eergy markets ifcuropeand includes provisions on assistance withia related
policy areas. TheWhite Paper preparing CEECs for theternal energy market
underlinesthe need forfull application of key internal market directivesdgombination

with  EC competition law. As to theuclearsector, thé/NVhite Paper refers to nuclear
supply safeguards and shipment of radioactive waste.

Descriptive Summary

Latvia depends for more than three-quarters on energy impwisly from Russia for
oil and gas, but also partly for coal. Some electricity is imported from Estdthigania
and Russia. These import requirements account for an imppegnof thecountry’s
foreign trade deficit (1994: 38%). Domestic resources atgeing used, mainly wood
chips, hydropower angeat which together represenapproximately 18% of the
country’s energy balance.

Energyefficiencyis, due to the heritage of low prices, inadequaikicies andobsolete
technologies, more than two times lower than average EU levels.

With its pipelinesand ice-fregorts Latvia is a transit country for gas aoil originating
in Russia.. However, toperate to theatisfaction ofinal recipients, Latvia will need to
invest inappropriate metering systems. Latvia could prowideful underground gas
storage capacity of strategic benefit to the EU.



Better connection of Latvian energgetworks to the EU are soughtAlthough a
possiblefuture Baltic electricity ring could contribute to such a connection it is expected
that in the short/medium term Latvia will ram linked tothe Russianpower system.

The regional role, fothe Baltic regionincluding Kaliningrad, othe Riga load dispatch
centre for electricity should be noted.

Latvia only operates onenuclear researcheactor inSalaspils andhe government
accepted to shuhis reactor down in 1996. Thdecommissioningconcept for the
reactor has been developed.

Current and Prospective Assessment

The declared 1996 energwlicy of the Latvian Governmentwhich is in line with EU
principles, concerns the restructuring of the energy sector according to prarkgies,
the security oenergy supply, a focus on eneggfficiencyand environmental protection,
as well as regional co-operation and co-operation with the EU. Particularlyendhgy
sector such Baltic co-operation isbeneficial due to complementarities among the
countries concerned.

The competition framework in the energgctor does noget fulfil the directives of the
internal energy market in combination witre application of EC competition law. The
1991 Competition law and a Law on regulation of entrepreneurial activities @mergy
sector (establishing a regulator but needing secondary legislat®ajirst step towards
EU compliance. Adoption of an energy lawiich will definethe role ofmajoractors in
the sector as well as other energy legislation should however be stepped up.

The large companies ithe energy sector areyith the exception of theecently
privatised Latvijas Gazestatedominated monopolies, but preparations hsteeted for
privatisation of theother main energycompanies. Oil, gas and coal import prices are
market related, buygarticularlyheat, gas andlectricity pricedor households areot yet

at real costevels. Unpaid energyills haveled to indebtedness of energy companies but
the Government has started to address these difficulties.

Emergency preparednessthire energy sectoiincluding the obligation to holdninety
days of oil stocks, does notomply with the acquis, although preparations for
legislation on the matter have startedVith a view to the neededvestments it is
anticipatedthat only thirty days can be reachedtime nextfew years. Existingtorage
capacity, which should be refurbishechuld in principle be sufficient to hold the
necessary oil stocks.

Latvia will have to make efforts tacomply with the acquison energy efficiencye.g.
minimum efficiencynorms, labelling household appliances) and environm@ng. fuel
guality standards), although work on these matters has started.



Latvia is a transit country for uranium exports from Russia aniNi8do EU users, and
for the import and re-export afaniumsent by EU users to Russia for processiRgel

for the researcheactorcame from Russia. If, aftéhe shut down andecommissioning
of the researcheactor, dast plannedgspentfuel shipment to Russia st possible, the
fuel will be stored in dry casks on a temporary basis until a definitive solution is found.

Although Latvia has no nuclegrower programme, iill need to comply with the
Euratom Treaty and relatgablicies in suchfields asradiation protectionsupply of

nuclear materials, safeguards and accession to international agreements concluded by
Euratom. As there is no nuclear programme Latvianag yet party to several
international organisations and regimes in the nuclear field.

However, national legislation implementing these regimes is understood to be in place or
under preparation. Latvia also has a full-scope safeguards agreemeheuREA, so

in the areas osupply and nuclear commanarket, no majodifficulties in applying
Community legislation are expected.

Conclusion

Provided that current efforts are intereifi no major problemsre foreseen to
approximate progressively the acquisin themediumterm. Ofspecific importance in
the pre-accession periodilwbe the adjustment omonopolies includingmport and
exportissues, access twetworks, energpricing, emergency preparedness including the
building up of mandatory oil stocks, energy efficiency and environmental norms.

No major difficultiesare foreseen focompliance withEuratom provisions, butatvia
should become rapidly party to certain international nuclear regimes.

Transport

Community transportpolicy consists of policies and initiatives three fundamental
areas:

* Improving quality by developinghtegrated and competitiieansportsystems based
on advanced technologies which also contribute to environmental and safety
objectives.

* Improvingthefunctioning ofthe single market in order to proma#iciency, choice
and user-friendly provision of transport services while safeguarding social standards;

* Broadening the externaimension by improvingransportlinks with third countries
and fostering the access of Elpgerators to other transport markets( TTammon
Transport Policy Action programme, 1995-2000)



The EuropeAgreement provides for approximation lefislation with Community law

and co-operatioraiming to restructure andnodernisetransport, themprovement of
access to the transport market, the facilitation of transit and the achievement of operating
standards comparable to those in the Community. The \Waper focuses ameasures

for the accomplishment of Interndllarket conditions in théransport sectorincluding

such aspects as competition, legislative harmonisation and standards.

Descriptive Summary

Latvia's virtually ice-free Baltic ports meant that it was a significant transit route for trade
between the former Soviet Union and the West. As a result, its ports developed capacities for
particular trades which are no longer fully exploited. The country's role as a transit corridor
between Western Europe and Russia, Belarus and the Central Asian States is however
dependent on the state of relations with Russia, which have not always facilitated this traffic.
The establishment of new frontiers with Russia and Estonia and Lithuania has also affected
the competitiveness of Latvia as a transit route.

Latvia needs therefore to invest in improvements to its East-West rail network and to
improve border crossing infrastructures at all the new borders, as well as in its ports. The
Latvian territory is crossed by one Pan-European Corridor, as identified at the Pan-European
Transport Conference in Crete.

The changes in the Latvian economical patterns have led to a sharp decrease in the transport
demand since the opening of the country, although transport is taking an increasing share of
GDP. At the same time there is an increasing change in the modal split, with road transport
of passengers increasing its share, and railways declining, losing from 1990 to 1995 three-
quarters of its traffic level. Use of private cars has grown very rapidly and it is now dominant

in passenger transport, resulting in an increase in congestion in the cities and around them, as
well as at certain border crossings.

Current and Prospective Assessment

From the point of view of taking over tlaequisrelating tothe single market, Latvia has
made great efforts,especially inthe air transport feld. The Latvian international
transport sectoalready applies rules whiclre largely similar tothose of theUnion,
especially inthe field of air transport although progressll has to be made asgards
road transport gbassengers and goods. The situation in the goods-byseadoineeds
to be brought into line with theommunity rules fronthe point ofview of access to the
profession, driving licencesnaximumweights and sizes antbad tax. As regards the
railways, the effective application othe acquisfrom the point of view opublic service
and the standardisation of accounting procedures will have kegdieundereview for
the next few years.



The Latvian Government hasetits sights on the development of a competitive and
integrated transport system and has drawn up an ambitious programme to this effect. The
two main hurdles to be overcome in thedd are the attainment of an acceptdbieel of
transportsafety, an area iwhich Latvia has already made encouraginggress, and of

an optimum level ouse of the transporystem, something whictihe programme is
intended to achieve.

As for improved connections witthe Member States of theUnion and with its
neighbours, Latvia intends to investound ECU 0.3illion of its own budget between
1995 and 1999 itransport infrastructure used loyternational traffic, principally the
pan-European “Baltic Highway”. This amount corresponds roughly to between 1.5% and
1.7% of GNP, which seems a creditable figure.

Conclusion

Latvia is making nteworthy progress issimilatingthe acquisin the transportield,
particular that of air transport. Provided efforts (also as regards #fective
implementation ofthe acquig are made inthe goods-by-road, (access to profession,
weights and sizes, road tashipping (safety) andhil (public serviceand standardisation
of accounting procedures) sectors, the transport industmlilely to poseany major
difficulties as regards the assimilation of #ezuisrelating to the single market.

By contrastLatvia would be advised to improve its administraeicturesjncluding
inspection bodies such as those responsible for safety, as soon as possible.

Small and Medium Enterprises

EU enterprisgolicy aims atencouraging a favourable environméott the development

of SMEs throughout the EU, @hproving their competitiveness and encouraging their
Europeanisation and internationalisation. It is characterised bygla degree of
subsidiarity. The complementary role thie Community is defined andnplemented
through aMultiannual Programméor SMEs in the EU.This programme provides the
legal andbudgetarybasisfor the Community’s specifiSME policy actions. Theacquis
has so far beetimited to recommendations on specifareas, althoughegislation in
other sectors also affects SMEs (e.g. competition, environment, company law).

The EuropeAgreement provides for co-operation to develop and strengthen SMEs, in
particular in the privatsector,inter alia througtprovision of information and assistance
on legal, administrative anthx conditions. TheéNhite Paper contains naepecific
measures.



Descriptive Summary

As a result of the reformolicy towards creating a marketonomy andupported by
the privatisation process, timeimber of private companies hgown rapidly since the
late 1980s. Thus in 1995mall enterprises (0-2%mpl.) had 25@00 employees,
medium enterprises (25-49@mpl.) had 64®00 employees, whildarge enterprises
(more than 500 empl.) had 76 900 employees.

The Ministry of Economy haglrafted a National Programme f&mall and Medium
Enterprises Developmenthich covers the support foentrepreneurship, training and
networking, financing, and business incubators. ®etwork of Business Advisory
Centres has been establishdturther, a regional developmeamtlicy for the support of
entrepreneurship has been elaborated. The La@awnpany Income Taincludes a
20% tax reduction for small enterprises fulfilling specific conditions.

Current and Prospective Assessment

The basicstructures for SMEs are in place, but there is a need for fugfieement of
policy, the simplification of legislation to make ihore SMEfriendly, the strengthening
of support infrastructures, amprovement othe taxenvironment andhe development
of SMES’ access to financing.

To a certain degree, the SMEs aleeady exposed to considerable pressin@s
international competition, even ¢ime domestic market. These competitive pressures on
the SMEswill becomestronger by participation in thiaternal market. The on-going
efforts to strengthen the SMEs during the pre-accession period will therefore need to be
continued.

Conclusion

No specific problemareas are expected regardinngtvia's integration into the
Community’s SME Programmes.

35 Economic and Social Cohesion

Employment and Social Affairs

Community social policy has beeleveloped through wariety of instruments such as
legal provisions,the EuropeanSocial Fund and actions focused specific issues,
including public healthpoverty and thealisabled. Thdegal acquis covers health and
safety atwork, labour lawand working conditions, equal opportunities foen and
women, social security co-ordination for migrardrkers andobacco productsSocial
legislation inthe Union has been characterised l&ying down minimum standards. In
addition, the social dialogue at Europdewel is enshrined ithe TreatyArticle (118B),
and theProtocol on scial policy refers to consultation of the social partners and
measures to facilitate the social dialogue.



The EuropeAgreement provides for approximation lefislation with Community law
and co-operation ommproving standards of health and safetyvadrk, labour market
policies andthe modernisation of theocial security system. It also provides for
Communityworkerslegally employed irLatvia to betreated withoudiscrimination on
grounds ofnationality asregards their working conditions. Th&hite Paper provides
for measures for approximation in all the areas oatuglis

Descriptive Summary

The social dialogue has developed witie participation of both the government, the
employer and employee organisations. nérmally takes place between onenajor
representative tradenion which hasegular contactsvith the Europeafrade Union
Confederation (ETUC)xNndtwo employers’ organisations whi@re notmembers of the
Union of Industrial and Employers’ Confederationkafrope (UNICE). The tripartite
social dialogue appears to work well while bipartite negotiations need to be improved.

According to ILO methodology, theinemploymentate is 18.3%.Regional disparities
are considerable.

On employment policy, Latvidnas developed a regionalised employment service to
conduct labour markedolicies. Latvia should be encouraged to strengthen its efforts to
adjust its labour markeitiatives inorder todevelop employment systerappropriate

for participation in the single European economy.

The new law on_social security from 1996 determiti@s main social rights and
obligations of Latvian citizens. Although social assistan@ound 11% of GDPR
generallycoversall residents, thefficial povertylevel islow. The 1996aw provides

that social taxesvhich are now almosexclusivelypaid bythe employers will gradually

be paid equally between employers and employees. Laws on compulsory social insurance
againstwork injuries, unemployment as well as materngigyd sickness benefits are
expected to come into force in 1997. In 19B&tvia plans tantroduce a compulsory
pension scheme which will be financeddmntributions to a fund. Continued efforts are
required to ensure that measures of social protection are developed.

The health system in Latvia needs to be significantly improved.
Current and Prospective Assessment

In 1993, Latvia established a legdlamework, taking account of the EU framework
directive, to serve as a bast adoptingspecific health and safety legislation. These
specific legislative initiativesire therefore needed before Latvia can ensanepliance
with theacquis The system of labour inspection appearsamply withILO standards
which require independent structures.




On labour law, Latvia is in the processreforming its LabouCode tobring it intoline
with EC legislation. This is, in particular, needed in stields as collective
redundancies and protection wbrkers interests in the event of asolvency of the
employer, in the case of a transfer of an undertaking, information of emphlyaeisthe
working conditionsapplicable tahe work contractand working time. The information
and consultation of workers otompany level agsequested by aumber of EC
Directives need to be strengthened.

On equal opportunity, theasic provisions of EC non discrimination law between
women andnenare covered byatvian legislation.But thenon-discrimination principle

is notalwaysrespected in areas such as eqaglfor equalwork and in gender-based
advertising. The difference in pay between women and men is considerable.

Concerningthe right to the freenovement ofworkers, there would appear to be no
obstacles to prevent Latvia fropeing able to implemenhe provisions ofthe acquis in

this area. The introduction of the right to free movement will however require changes in
the national law, particularly asegards access employment and &reatment freérom
discrimination on grounds of nationality.

In thefield of socialsecurity of migrantvorkers, accessiodoes not, in principle, pose
any major problems, although some techniadaptations W be necessary. More
important is theadministrative capacity to appthe detailed co-ordination rules in co-
operation withother countries. Latvia needs to develop treministrativestructures
required to integrate into the co-ordinatisystem. Agreatdeal of furtherplanning,
preparation and training will be necessarpiider to preparéheir administration for the
tasks of co-ordination.

Latvia hasnot transposed the tobac&orectives onthe warning labelling of cigarette
packages and the maximum tar content|dmislation covering certaiaspects of the tar
content, tobaccadvertising and smoking restrictions wagreed in December 1996.
Latvia is likely to fully comply with EC Directives by 200&rough a progressive
harmonisation.

Conclusion

Social reforms should be pursued, dhepublic health system need to bignificantly
improved. In addition, the social dialogue needs to be further developed. Latvia will need
to make substantive efforts to ensule realignment of its legislation with  EC
requirements in areas such as health and safety, labour law and equal opportunities and
to continue to develop the structures needed to ersfigetive implementation of
legislation. Provided Latvia pursues its efforts, it should be possibteks on the
obligations of EU membership in the medium term.



Regional Policy and Cohesion

In accordance with TitlXIV of the Treaty, theCommunitysupports thestrengthening
of cohesionmainly through the Structural Funds. Latvia will haveingplementthese
instruments effectively whilstespecting th@rinciples, objectives anproceduresvhich

will be in place at the time of its accession.

The EuropeAgreement provides for co-operation gegional development and spatial
planning, notablythrough theexchange of information between local, regional and
national authorities anthe exchange otivil servants and experts. TiWehite Paper
contains no specific provisions.

Descriptive Summary

Latvia was at som&8% of EU average GDP in 199%s unenployment seems to have
stabilisedaround 6-7%. Although Latvia is a relativelysmall country, considerable
regional disparities exist; generallhe south-eastern regions dess developed than
central districts. Latvia has a rather concentrated urban structure Riga, which is the most
populated city in the Baltic States (40% of total population).

Latvia has 26 district authorities ab®8 local self governing units (7 cities, T6wns
and 491 rural municipalities). Latvia’s districts are characterised by a considerable degree
of self-government.

The main problems are :
low quality of infrastructure, except in the main transit corridors
pockets of industrial decline or urban crisis
conversion of former defence activities, in particular in coastal areas
lack of economic development in the rural areas

Regional policy is implementednder the“Regional Policy development guidelines”
ratified by the Council of Ministers in1995. A newlaw on regional development is
currently under preparatiorgentification criteriafor the support areas &isaged and

the regionsidentified to start assistance from 1998 for disadvantaged areas. The
Regional Developmerict clearly stipulatesthat “regional development policghall be

an integralpart of the national development policy”. Furthermorguidelines for
national land use should be established on the scale of the whole country.

Latvia’'s regional development initiativese implementedthrough sectoral ministries.
While the Ministry of Environment and Regional Development dgadsnarily with
spatial planning,the Ministry of Economy handles regional policy. A Regional
Development Council, includingrepresentatives fromall concerned ministries,
participates in the drafting, co-ordination antplementation of regional development
initiatives.



Latvia’s regional policy expenditure is limitetlowever, the share dfatvia's total

development related expenditushich could constitute potential counterpdunds to
the EU structurapolicy cannot yet be determined. Therefore, Latvaisfinancement
capacity cannot be evaluated with sufficient reliability.

Current and Prospective Assessment

Latvia has chosen to maintain regional development wittenframework ofnational
development. Nevertheless, a process aimed at providing a legal basis for pgional
has been initiated and substanpabgresshas already beebooked. Thuswithin the
framework of national development, Latvian authorities seem keegraiat regional
perspective a higher priority. However, certain procedures need to be clarified.

The institutionalstructureand decision-makingrocess wouldyain from simplification.
The division of competencies between tiesolved institutions should be clarified, the
duplication ofpowers avoided by concentrating certain tasitsin one single body and
inter-ministerialco-ordination improvedrinally, areform of Latvia’'s administrative sub-
divisions should be envisaged.

Conclusion

Latvia manifests a clear political awarenesstlté need to addresssing regional
disparities. Given itsmall size, thedecision to maintain regional policy within the
framework of thenational development strategy seems justified. Clearly, Latvia’s needs
to improve the administrative structuresintended to manage integrated regional
development programme% et, its administrative capacity should be able to meet these
challengesThus, subject to theecessary reforms, Latvia should,tire medium-term,
beready to apply Community rules and chareféctively funds fronthe EC structural
policies.

3.6 Quality of Life and Environment
Environment

The Community’s environmental policy, derived frote Treaty, aims towards
sustainability based othe integration ofenvironmental protection into EU sectoral
policies, preventive actiotihe polluterpays principle, fighting environmental damage at
the source, and shared responsibility. @abguiscomprises approximately 200 legats
covering a wide range ahatters,including water and air pollution, management of
waste andchemicals, biotechnology, radiatioprotection, and nature protection.
Memberstates are required to ensure thaeavironmental impact assessment is carried
out before development consent is granted for certain public and private projects.



The EuropeAgreement stipulatethat Latvian development policieshall beguided by
the principle of sustainable development and shdully incorporateenvironmental
considerations. It alsmlentifies environment as area forbilateral co-operation, as
well as for approximation of legislation to that of the Community.

The WhitePaper coversnly a smallpart of theenvironmentabcquis namelyproduct-
related legislation, which is directly related to the free circulation of goods.

Descriptive Summary

The scale of environmental problems in Latvia is less severe than elsewthereagion,
because most are concentrated in so-cdlled spotsand only a limited number of
problems is manifested country-wide. Neverthelesgniains a real challenge boing
Latvian environmental standards up to those of the EU.

Quality of surface waters, especially as a result of urban wasstiff, aproblem,but the
situation has improved considerably since 1990 with waste watefacilities in Riga
andothercities. Apart fromtraffic related pollution irthe Rigaarea, the situatiowith
regard toair pollution is generallygood. Waste management facdse challenges of
cleaning upold hazardous waste dumps andahdling increasingmounts of muipal
waste.Latvia possesses areasgoéat naturalzalue, whichwould represent an asset to
the environment of an enlarged Union

Since 1990, substantialprogresshas been achieved in environmental policy: a new
framework law(the EnvironmentaProtection Act in 1991) asell as national long-term
plans(the National Environmental Policy Plathe Environmental Health ActiofPlan
and the very detailed Environmental Action Plan, in 1995-96) have been adopted.

Otherlegislation has been proceedingre slowly. Supporting regulations haveeen
adopted (e.g. in waste) or are in the procesbeifig drafted. A national resources
utilisation tax law has been in place since 1996 and functions well, thighyield
earmarked forenvironmental improvement3here areplans to develop furthgoublic
participation and economic instruments. Howewauch ofthe subsidiary legislation is
stil old, and greater progress is neededimplementation and enforcement of
environmental policy measuresspecially bystrengthening monitoring and supervision
structures. Public spending in environment is relatively low, compared to EU levels.

Latvia has ratified both the 1974 and the 18fsinki Conventions on the protection of
the Baltic sea, and has shown commitment to cleaning up Baltic Sea “hot spots”.

Current and Prospective Assessment

All new environmental legislation is intended to comply whdCommunityacquis A
special workinggroup onenvironment has beeset up under the “European Integration
Bureau” to ensureompatibility with EC legislation. Al White Paperlegislation is
scheduled to be transposedhe nexttwo to three years.For theremaining legislation
an accession strategy is to be developed by early 1998.



Latvia'starget isfull compliance tahe acquisby theyear2005. In order t@chieve
this, drafting of harmonised legislation and its enforcenagatneeded imir pollution,
chemicalsand nature protection. In radiation protection thergeiserally a lack of
safety culture. Latvia isow preparingegislation onwaterquality objectives. Particular
attention should bgiven tothe quick transposition of framewodkrectives dealing with
air, waste, wateand the Integrated Pollution Prevention and Cor{tRIPC) directive,
as well asthe establishment of financingtrategies fotegislation inthe water,air and
waste sectors requiring major investments.

On thebasis ofcurrentplans and performance, majprogress in thedield of legal
compliance is likely to be made in the next few years.

Concerning effective compliance tbe ECenvironmentabcquis the main long-term
problemsare the need fanvestment in infrastructur@specially inthe waterand waste

water sectors outside the big cities, and the enforcement of legislation. A key concern is
the severdack of human andinancialresources to conduct the approximation process.
An important bottleneckvhich needs to baddressed is thiack of human reources

with expertise to conduct the approximation process. The courgnygonmental
accession strategy shouidclude implementation timetablefor meeting the EC
environmentalacquis starting amongst othersith implementation ofthe framework

and IPPC directives mentioned above.

Conclusion

With the current pattern and speed reforms in Latvia,full transposition of the
environmentalacquis should be achieved ithe medium term. However,effective
compliance with a number of pieces of legislat{erg. urban wastevater treatment,
drinking water, aspects of wastmanagement and air pollution legislation) could be
achieved only irthe long term and will require significant increase in environmental
investment, as well as a major effort to reinforce the administrative capacity.

Consumer Protection

The Communityacquiscovers protection of economic interests of consurfieckiding
control of misleadingadvertising, indication of prices, consunoeedit, unfair contract
terms, distancselling, package travel, sales away frdmsiness premises and timeshare
property) aswell asthe general safety ofjoodsand thespecific sectors ofcosmetics,
textile names and toys.



The EuropeAgreement provides for approximation lefislation with Community law
and co-operation with &iew to achievingfull compatibility between thesystems of
consumer protection in Latvia and the CommunBfage Imeasures of thé/hite Paper
focus on improvingproductsafety, includingcosmetics, textiles and toys, and on the
protection of the economic interests of consumacgably measures omisleading
advertising, consumer crediinfair contract termsand indication of prices.Stage Il
measures relate to package travel, sales away lugimess premises and time-share
property. New Edegislation which has beeadoptedrecently (distanceelling) orwill

be adopted soon (comparatigdvertising, price indication) will also need to be taken
into account.

Descriptive Summary

The law onthe Protection of Consumers was agreed in 1992 anausetise rights of
consumers and thebligations of manufacturers, sellers and service providers in
ensuring quality, correct advertising, and safety of goods. The Act further establishes the
responsibilityfor violation of consumer rights, amtgfinesthe role of non-governmental
organisations working in thdield of consumer protection. The role auch
organisations is limited by the lack of resources.

In order toimprovethe quality and safety gbroductsand services asell as to develop
and carryout the protection of consumer rights, the governnssldpted &Consumer
Rights Protection Programme” in June 1995.

The overallresponsibility for consumeraffairs lies with the Ministry of Economy,
although its role is not defined in the Consumer Protection Act. Other bodies involved in
consumer protection are the Tra@epervision Committee anthe Anti-Monopoly
Committee.

Current and Prospective Assessment

Despite considerablgrogress, thexisting legislatiorfor consumepolicy in Latviaonly

to a limited extentcomplies withthe acquis Concerningthe protection ofeconomic
interests of consumers, there appear to b&aws regulating sales away from business
premises, distance selling, timeshamperty and consumer creddmendments are
required in the area ahisleading advertisingnd unfaircontract termsvhile new draft
legislation is under preparation for package travel and indication of prices.

A new law was agreed in late 1996 on ¢femeral safety gbroductsand services and on
productand servicediability. Although this law largely implement#e Directive on
general product safety, some additional amendmeratge required to ensuréull
compatibility with ECstandardsmainly because thé&aw fails to giveadequate powers
to the public authorities. Concerninghe specific sectors, a frameworkaw on the
labelling of consumerproducts is under preparationOnce agreed, &aw on textile
labelling will be put forward. There appears to be drafgislation underway on
cosmetics and theafety oftoys which would amend existing laws and bring them into
line with EC requirements.



The development of strong andndependent consumer movement, sustainegubyic
authorities, will need to accompany the introduction ofattepuis

Conclusion

Latviawill need tocontinue reform in théeld of consumer protection sintke existing
legislation needs to be substantially adjusted, or new laws brought forward, before Latvia
satisfies EC requirements on consumifigere is also a need for moedficient
institutional structures to ensure thapplication of legislation. But, taking on the
consumer protectioacquisin the medium-term isot expected tecause major problems

for Latvia.

3.7 Justice and Home Affairs
The Present Provisions

The Justice and Hom&ffairs (JHA) acquisprincipally derives fronthe framework for
co-operation sebput in Title VI (Article K) of the Treaty on Europeadnion (TEU),

"the third pillar”, although certain "firspillar" (EC Treaty)provisions andegislative
measures are also closely linked.

The EU JHA frameworkprimarily covers: asylum; control of external borders and
immigration; customs co-operation angolice co-operation against seriousime,
including drug trafficking; and judicial co-operation on criminal and civil matters.

The TEU stipulates key principles upon which suabroperation is basedpotably the
European Convention dduman Rights anthe 1951 Geneva Convention on S&atus

of Refugees. It is also basedhplicitty on a range of international conventions
concerning itsfields of interest, notabljthose of theCouncil of Europe, theUnited
Nations and the Hague Conference. Téggslative content of thirdpillar acquisis
different fromthefirst pillar; it consists of conventions, joint actions, joint positions and
resolutions, (including the agreed elements of draft instruments which are in negotiation).
A number of EU conventions (includirtge 1990Dublin Convention, and conventions
relating to extradition, fraud and EUROPOL) have been agreddelsyouncil and are
now in the process afatification by national Parliaments; seveadher conventions,
including one on external frontiers are in various stages of negotiation iGdhecil.
The JHAacquisinvolves a highdegree of practical co-operation,wasll as legislation
and its effective implementation.

The New Treaty

For many ofthe above matters, the entry into force of the Treasylting from the
Amsterdam Inter-Governmental Conference will mark the end of the current cooperation
framework.



Reiterating thebjective of developinghe Union into an “area of freedom, security and
justice”, the new Treatpringsthese matterdancluding the freemovement of persons,
asylum and immigration, into the Community’s sphere of competence.

On the freemovement of persons in particulahe new Treaty provides for the
incorporation of the Schengequisinto the framework of the Europed&mion and
binds any candidate for EU membership to acceptitguisin full.

With regard to mattersemaining withinthe cooperation framework, i.e. ljping and
criminal justice, the new Treaty provides for theinforcement ofthe cooperation
system.

The Europe Agreement and the White Paper

The EuropeAgreement includes provisiofor co-operation in thdight againstdrug
abuse and money laundering.

The White Paper does not deal directly with third pillar subjects, but referemeelésto

first pillar matters such asmoney laundering and freedom of movemenp@isonsvhich

are closely related to Justice and Home Affairs considerations. Reference is also made to
the Brussels and Rome conventions.

Descriptive Summary
General Preconditions for JHA Co-operation

Latvia joined the Council of Europe in 1995 and has rattfiedEuropeatduman Rights
Convention. The Constitution provides for an indepenglaticiary according to the
rule of law. Latvia hasot yet ratifiedthe 1990 data protection convention. (Sés®
separate section ddingle Market). Progresbas been made in institutional reform of
JHA institutions, but in general terms Latvian JHA institutisti$ suffer from significant
deficiencies in personnel, finance and management systems

The Government has recenfigt up arhird Pillarintegration coordinatiogroup under
the Prime Minister to address these issues.

Asylum

Latvia ratified the 1951 Geneva Convention in June 1997 hadadopted a law
concerningasylumseekers. A new reception centre &3ylumseekers and refugees, in
Mucenieki, is under development, designed and supported by UNDP and UNHCR.



Immigration/Border Control

Latvia has visa-free agreements wiltle UK, Ireland, Denmark and Iceland, aswth
arrangements are about to come into force with Norway, Sweddfirdadd. Visa-free
arrangements also exist with a number of celEuabpean countries, and witlthuania

and Estonia, withwhich it operates &isa-free travekone. Latvia hasdopted the EU

third country list forwhich visasare required Latvia's admission policy &trict. A new
population registration systemnsw in place, also for thissuing of newpassports for
Latvian citizens and resident non citizens. Latvia has readmission agreements with
Estonia, Lithuania, Denmark, Swedérinland and Iceland, and is preparing such
agreements with Italy, Norway, France, Portugal and others.

There is ndormal bilateral agreement with Russia on readmission.d&onanagement
systems orthe Eastern frontier armeffective and need substantial upgrading of the
humanresource andechnicalresources. The Government transfemesponsibility for
the border guard from th@efence tathe InteriorMinistry in Januaryl997,resulting in
significant improvements.

Police Cooperation

Organised crime exists in Latvia the fields of drug trafficking, trafficking in women,
prostitution, andsmuggling; violence aneéxtortion are used. Theolice Bureau,
working closely withthe security policehas beerset up to tackle organisedme more
effectively. New laws arebeing planned t@rotectwitnesses, tacklénancial crime and
money laundering. A major trainireffort is underway for th@olice forces. Latvia is
preparing thenecessary domestic legislatifor accession to the 19908oney laundering
convention, important parts afhich have already been implementiéolough other
legislation. (See also separate section $ingle Market). There is no thredtom
terrorism.

Drugs

Latvia is a minotransit country for drugrafficking. Drug seizures wersignificant in
1996, but the resources devoted to the task wamelimited. Domestiaise is growing
and there is now a domestic productiorsgfithetic drugs Latvia has ratifiedhe main
international conventions on drugs (excefainey laundering see above) and hasit in
place domestic legislation onarcotic drugs and precursors. Lathas set up a
Narcotics Control Committesyhich is developing a policy iline with the programmes
of the UN and the WHO. Thgolice haveset up aspecial programméor combating
drugs.



JudicialCcooperation

The Latvianjudiciary has significant problems relating to inexperienoel resource
constraints. Nevertheless the Governntead begun to prepatée judiciary for EU
membership. Latvia has recently ratifidgte maincriminal conventions (Extradition,
Mutual Assistance, Transfer of Sentenced Persons) anchtifeest a number of Hague
Conventions. Latvia has also begun a reformthe# courtsystem, aimed at its
development and technical provision, and improvementkdrtraining and position of
thejudiciary. Latvia's participation in internationab-operation is focused on Interpol
and the neighbouring states conventions.

Current and Prospective Assessment

Important gapstill have to be filled in Latvia's legislatiaand implementation systems;
progresshas been significariiut uneven. Measures abeingtaken to improveborder
management, asylum policy and measures against organised and financial crime.

The main institutional problemke in the field of resource constraints ardck of
experienced personnel, a®ll as management aknesses leading toefficiencies and
some corruption. The borderanagement systenase a matter of particular concern.
More Latvian officials need to havexperience of practicalo-operation with EU JHA
counterparts. The Government is working to prepare the institutions for participation in
the JHA process.

Conclusion

Latvia is starting from a low base in telA field and faces considerable institutional
problems in preparing itsefor effective co-operation with EUJHA institutions. A
major, sustained effort will be required if Latvia is to havepbssibility of meeting the
justice and home affaiecquis(present and future) in the medium term.

3.8 External Policies

Trade and International Economic Relations

The acquis in this field is made up principally othe Community's multilateral and
bilateral commercial policy commitments, and @stonomouscommercial defence
instruments.

The EuropeAgreement includes provisions in sevesatas requiring parties t@act in
accordance with WTO/ GATT principles, or other relevant international obligations.

The White Paper includes no provisions in this field.



Descriptive Summary

Latvia has developed apen, tradingeconomy and is expected to beconmaember of
the World Trade Organisation (WTO) by the end of 19R&tvia has observestatus in
the Government Procurement Agreement and, upon accession augdto comply
with the obligations ofthe plurilateral WTO agreements tehich the Community is a

party.

At present Latviadoes notmaintainquantitative restrictions oany textile or clothing
products. Oraccession th€ommunity textiles policyvould be extended to Latvia; any
Community restrictions still maintained at the date of accession would require adjustment
by an appropriate amount to take account of Latvian accession.

Current and Prospective Assessment

On accession Latvia would have to apply @@mmunity's CommogRustoms Tariff, and
the externakrade provisions ofthe Common Agricultural Policy. Theost Uuguay
Round weighted averadevel of most favoured nation duties fimdustrialproductswill
be 3.6% for the Community. The level for Latvia is expected tddsely aligned to the
Community Common Customs Tarriff.

In its relations with international organisations Latvia should ertbatgts actions and
commitmentsrespect the EuropAgreement and ensure a harmonious adoption of its
future obligations as a member of the Community.

On accession Latvia would become party to tl@mmunity's various preferential
agreements. Preferential agreements between Latvia and third countries would, in
general, have to be terminated on accession.

In the area of trade iservices and establishment, Latvia lamight to keep its
multilateral commitmentsinder GATS as consistent withose of theCommunity as

possible during its negotiations to jdime WTO. It should b@ossible to resolve any
remaining, significant inconsistencies.

On accession Latvia would have to repeal national legislatitreifield of commercial
defence instruments, and EC legislation would become applicable there.

Experience from previous accessions has shbanthe automatiextension of existing
anti-dumping measures to new memskates prompts third countries ri@ise problems

in terms of thecompatibility of thisapproach with relevant WTO provisions. It lzéso
shown that accession creates a potential tacumventing measuresdopted by the
Communityunder thecommercial defence instruments. This happens wheor, to
accession, substantial quantitiestod productsubject to measures are exported to the
territory of the future member state and,amcession, arautomatically releasedr free
circulation inthe enlarged customs territory. The®se problems would have to be
addressed during Latvia's pre-accession phase.



Latvia is not a member of any non-proliferation regime, although it has expressed interest
in membership. The Latviancontrol list of dual-use items is direct translation of the
Community control list. Arms export is also controlled. There appears to be no obstacle
in principle to Latvia applying Community legislation in this field.

Conclusion

Latvia iswell placed to be able to@et Community requirements in thield within the
next few years.

Development

The acquisin the developmergector ismade up principally ofhe Lomé Convention,
which runs until early 2000.

Neither the Europe Agreement or the White Paper include provisions in this field.
Descriptive Summary

Latvia has a number dfade agreementwsith Least Developed Countries, based on
Most FavouredNation treatment. No GSg&chemes apply in Latvia, and daoty free
access is granted.

Latvia has no budget for development aid.
Current and Prospective Assessment

On accession, Latvia should apply its prefererttade regime tothe ACP States and
participate, togethemwith the other merber states, infinancing the European
Development Fund (EDF), which provides financial aid under the Lomé Convention.

Applying the Lométrade regime shouldnot generally be asource ofdifficulties for
Latvia.

Normally, new member states accede to the Lomé Convention by meapsotdcol on
the date of their accession to the EU.

Conclusion

Latvia should be able to meet EU requirements in this field in the next few years.



Customs

The acquis in this sector is theCommunity Customs Code and itsnplementing
provisions;the EC’sCombined Nomenclaturéhe Common Custom3ariff including
trade preferences, tariffjluotas and tariff suspensions; andther customs-related
legislation outside the scope of the customs code.

The Europe Agreement covers the establishment of a free trade area with the Community
and the progressive removal of customs duties on a wide range of products, according to
clear timetables starting from the date of entry into force of the agreement.

The WhitePaperincludes inStage |,measures to consolidate and streamtimefree
tradeestablished undehe EuropeAgreementjncluding legislation compatible with the
Customs Codezombined Nomenclature, et&tage 1l concerns the adoption of tak
Community legislation, with a view to joining the customs union upon accession.

Descriptive Summary

On accession théatvian customs authorities would be required to assalhé¢he
responsibilities necessafyr the protection and control of thegart of theEU's external
border. Besidesthe provisions on indirect taxation, they would be respondimehe
implementation and enforcement thie external border of th€Eommunity's common
commercial policy, the common agricultural policy, the common fisheries policy etc.

Latvia's capacityfully to apply the acquis presupposes thpossibility to adopt and
implement the Community legislation; andhe existence of an adequatevel of
infrastructure and equipment, in particular in terms of computerisation and investigation
means and the establishment of an efficient customs organisation with a sufficient number
of qualified and motivated staff showing a high degree of integrity.

The legislation in force asell asthe customs-relatddgislationoutside the scope of the
customs coddasnot been ECompatible. But with the support oftechnical assistance
provided by customs programmes, Latvia has prepared a customisacoumised with
the Community's customs code and its implementing provisions.

Latvia has almost aligned its natioigglodsnomenclature to th€Eommunity's Combined
Nomenclature. However, dtis stage theLatvian administrationdoes not Ave an

integrated tariff,which will makethe comparison of theatvian tariff rateswith the

Common Custom3ariff ratesdifficult. In addition, Latvia will have to b&miliarised

with the methodology of the Binding Tariff information system used in the EC.

Latvia adopted on 1April 1997 the newsystem of cumulation of origin between
European countries.



Latvia has applied to become a contracting partgheo EC/EFTACommon Transit
Convention and th&ingle AdministrativeDocument Convention. Aommunity Task
Force isassisting Latvia in this fieldput development is hindered by difficulties in the
area of guarantees. Accessionthe Transit Convention will require a period of
considerable further preparation.

Current and Prospective Assessment

Latvia would need toadapt itsnational procedures to theCommunity legislation
regarding suspensive arrangements and cusppatedures with economic impact. At

the moment of accession, some technical transitional arrangements would be needed,
notably for operationseginningbefore the date adiccessiorbut which are concluded

after that date.

Presently, Latvialoes not operate system of tariff suspensions. This raises serious
concern in relation to its capacity to cope witie complexity of the Community
mechanism in these domains.

It will be important that thé.atvian customs authorities can participate appropriately in
the various computerisedystems necessarfor the management, irthe customs
union/internal market, othe customs andndirect tax provisions, aswell as the
computerised systenier mutualadministrative assistance austoms, agricultural and
indirecttax matters. Computerisation is avery preliminarystage of development in
Latvia.

Latvia would need on accessiondismantlecustoms controls at the borders with EU
member states andwith other acceding countries. The resources needed for the
reinforcement othe border postalong its frontiers with non-EU emberstatesshould

be taken into account in its strategic planning.

Conclusion

Latvia will need to continue major efforts atign its legislation, organisation and staff to
the duties that have to be carried out by a modern customs administration. If it does so it
may be able to meet EC requirements in the medium term.

Common Foreign and Security Policy

Since regaining its independencel®91, Latvia has orientated its foreign and security
policy towards the ElAnd NATO. Successive government declarations banérmed
membership of Euro arffluro-Atlantic structures as tipeincipal aim ofLatvian foreign
policy. Latvia has been an active participanthia dialogue arrangements provided for
under theUnion’'s Common Foreign and Security Policy and whenever invited has
supported EU actions within that framework.



Latvia is a member ahe UN, OSCECouncil of Europeand many otherinternational
organisations. It is an associate partner of WEU, participates in the NACC, the PfP and
has made clear its desire to become a membéheof/VEU and NATO as soon as
possible. It has seftroops toparticipate in IFOR/SFOR. Latvia strives to contribute to
regional stabilitythrough active co-operation in tBaltic Sea region, in particular in the
work of theCouncil ofthe Baltic Sea Stateand in organisations for Baltic-Nordic co-
operation. It is considering applying for membership of CEFTA.

There are no territorial disputes between Latvia angl memberstate of theUnion.
Neither does it have any major disputes with neighbouring associated countries, although
an agreement concerning the maritime border with Lithuania remains outstanding.

The maintenance and development of good relations with Rusei@ei®f themain
foreign policy priorities of Latvia. Anmportant achievement wake withdrawal of
Russiartroopsfrom Latvia, withthe exception of thémited force which will guard the
Skrunda radar statiammtil 1998, under OSCE monitors.. An importa@maining issue
between Latvia and Russia is thigsence of &order agreement, but progress wasle

in negotiations followinghe Latvian decisiomot toinsist on Russian recognition of the
validity of the 1920 Peace TreatySince March 199%here is draft agreement on a
frontier line which follows the existing control line. TheLatvian government has
expressed its readiness to sign the agreement as soon as Russia is ready to do so.

The border agreement between Latvia and Belaass been signefut the physical
demarcation of the frontier remains to be completed.

Latvia has a new amgmalldiplomatic service withimited experiencand resources. In
due course, it should nevertheless be able to play a full role as a mentfigetaion. It
maintains 26 representations abroad and employs 226 diplomatic staff.

Latvia supportsnon-proliferation of nuclear, biological and chemiesdapons and is a
signatory, or candidate member abrelevant international arms control agreements. It
does notmanufacture oexport weapons. Thsmall Latvian armed forcesyhich are
being brought under democratic control, akeing reorganised to meet NATO
requirements. Latvia participates in tBaltic peacekeeping battalion (BALTBAT) and
playedhost to amajor PfP exercise (Baltic Challenge)1@96. Lavia has no defence
industrial base.

In the statementccompanying its applicatiofor membership ofthe Union, Latvia
confirmedthat it wasready and able tparticipatefully and actively inthe Common
Foreign and Security Policy.

The assessment of Latvian foreign and secymiticy to dateleads tothe expectation
that as a member it could fulfil its obligations in this field.



3.9 Financial Questions

Financial Control

The implementation o€ommunity policies, especiallpr agriculture and the Structural
Funds, requiregfficient managemerdnd controlsystemsfor public expenditure, with
provisions to fight fraud. Approximation of legislationn®reover needed to allow the
system of “own resources” to be introduced, with satisfactory provision for accounting.

The EuropeAgreement provides for cooperation in audit &ndncial control,including
technical assistance frothe Community asappropriate. Thé&Vhite Paperincludes no
measures in this field.

Descriptive Summary

As provided for by the State Audit Act of 1993, the State Audit Office is an independent,
collegiate institution controllinghe collection and expenditure of tis¢ate and local
government budgets asell as specialbudget resources. Th®ffice presents its
observations and recommendations to the Parliament.

The StateAudit Office is a member ahe International Organisation of Supreme Audit
Institutions as well as the European Organisation of Supreme Audit Organisations.

The Management Audit Council supervisée internal audit systems iall public
institutions. Several Ministries (such d@sansport and Agriculture) have their own
internal audit systems.

Budgetary control is provided by th#linistry of Finance andState Treasury
Department.

The State Revenue Service, under tivinistry of Finance,secures the collection of
taxes, duties and other fees.

Current and Prospective Assessment

Giventhat the EUagricultural expenditures, Structural Funds and “own resources” are
quite different fromcurrent systems in Latviathe establishment ofthe necessary
management and control mechanisms will require considerable preparation.

With respect to “own resources”, particular attention will need tgiven to suctiields
as levieduties,time limitsfor the incurrence of custondebt,notification ofthe debtor,
and the accounting procedure.

Conclusion

Substantial preparations will be needed establishthe necessary management and
control mechanisms to cope with Eldquirements. However, if theecessary initiatives
can be taken in thiespectthis field does not appear to represennajor obstacle, in
the medium term, for Latvia’s accession.



Budgetary Implications

The communication entitled “Agenda2000” seist the overall financial framework
which shouldaccommodate the budgetpact of anyfuture enlargements ime medium
term. This is to ensur¢hat any enlargement is compatiblgth proposedCommunity
policy guidelines within reasonable budget limits.

As thingsstand, it would belifficult, not to say premature, to attempt precise country-
by-country evaluations dhe budgetarymplications of each afhe applicants joining the
Union. Exactly whathe impact would bemay vary considerably depending on a whole
series of factors:

- the date on which the applicant country joins;

- developments in Community policidsetween now and then, in particular the
decisions to beéaken on further reform of theommon agricultural policy and
new guidelines for structural measures;

- the progressnade bythe applicant countries in terms gfowth, increasing their
competitiveness and productivity and their ability to absorlatoeis

- the transitional measures that will come out of the negotiations.

Only a feworders ofmagnitude for certain budget categories andarall estimate can
be given, purely as a guide.

Expenditure

If the common agricultural policyvere to be reformed along thiees suggested by the
Commissiononce the reforms werfelly up and running and in termsnly of market
intervention measures, Latvia’s accession wagilee rise to only marginal additional
expenditure in relation to likely expenditure on the present fifteen Member States.

After a phasing-in period, allocations for structural measures in Latvia would account for
no more than around 4% of its GNP.

Application of the other internal Community policies in the new bexeountries would

be likely to involveadditional expenditure probably in excess of their relginagortion

of Union GNP, sincefor certainpoliciesthe additional implementingostsalso depend

on the targepopulation, the geographical area covered ontlmeber of MembeGtates
involved in the coordination and harmonisation measures. The GNP of Latvia is currently
less than 0.1% of total Union GNP.

By contrast,Latvia’'s accession shoulibt involve significant additionaéxpenditure as
far as Union external action is concerned.



It shouldnot be forgotten thawvhen an applicant country joingie Communitybudget
will no longer have to bear the costs of grants the countryeligible for under the
various pre-accession programmes, such as PHARE.

In thelight of the above, the estimatedsts in the three areasentioned arising from
Latvia's accession shouldall within the range of,annually, ECU 0.4billion to
ECU 0.5 billion in 2005-06 (at constant 1997 prices).

Revenue

Assuming fullapplication ofthe own resourcesystemthe newmembers’ contributions
to the Community budget should, in terms of total GNdhd VAT resources (taking
account of thecapping rules applying t&AT), be close to the proportion of the
Union’s GNP they account fowhich in Latvia'scase is less than 0.1%atvia’s portion
of traditional own resourcesill depend on the structure itd tradeflows atthetime of
accession.

To ensure that the own resources established, monitored and maaailable inline
with Community regulations, Latvia will have to overhaulciisrent customsystem. In
addition, for the purposes of accuratelglculatingthe GNP resourceonsiderable
improvementswill have to bemade tothe national accounts to ensutieat they are
reliable,homogeneous and complete. Improvihg statisticswill also be essential for
drawing up the VAT own resources basehich will mean bringing Latvia's VAT
system fully into line with the Community directives.

4  Administrative Capacity to Apply the Acquis

The EuropearCouncil in Madrid in December 1995 concludétat the harmonious
integration into the EU of the central and eastern Europpplicantstates would, in
particular, require the adjustment of the@dministrative structures. This chapter
examinesthe current state of thpublic administration in Latviaincluding relevant
aspects of thgudicial system, and assesdbg current and prospectiability to aarry
outthefunctions required of it in a modern, democratate with a particular focus on
the need to administer matters related toattwgis

4.1 Administrative Structures

A description of Latvian constitutionatructures, their powers angsponsibilities,
including those of regional and local government, is given in Chapter 1.

At the centralevel there are 12ninistries, the Prime Minister'sstatechancellery and a
number of bodies of equivalent importance suchhasEuropean Integration Gacil
which coordinates matters related to EU accession.



A Civil Service Law was enacted i994. It determinesthe status,rights and
responsibilities of civil servants.

The principle of political independence ahe civil service is recognised in Latvia,
although senior positions are not always free of party political influence.

There areapproximately13,600 civil servants employed in Latviéncluding 4,200
customs staff). Salariesvailable inthe privatesector arefar higher than irthe public
sector. Many civil servants supplement their incomes from other employment.

Administrative reform gained momentuafter thenational election in993. A Civil
Service Administration Unit, and Latvian School ®&ublic Administration were
established in December 1993arder toimplementthe Civil Service Law asvell as an
Ethics Councifor solving ethical issues and conflictsinferests affectingtateofficials.

In July 1995 the central government reform function was transferri tStateReform
Department of theState Chancellery. The issue of reform of local and regional
administration was referred tbe Ministry of Regional Development and Environmental
Protection.

Latvia has established a special institutional framewfwk handling European
integration issues, comprisirtje European IntegratioGouncil on a ministerial level.

(See also the section of the Introduction concerning relations between the European
Union and Latvia).

4.2 Administrative and Judicial Capacity

Latvia waspart of the SovietUnion until 1991 and administereshder centraplanning
until then. Thecommunist system rejectélde primacy ofthe rule oflaw and subjugated
the law and the administration tothe implementation ofParty policy. Against this
background, both thedministration andhe rule oflaw itself increasingly came to be
seen by the public as instruments of political control.

The public administratiorrequires further structural reform. A systematic programme
has been in place sind®993. At central governmemével the structure is broadly
modelled on Nordic/ western European systems.

The planned Public Administration Bureau should have a useful role to play.

The efficiency and cohesion of ministries varies widely, from good top@oy. Lack of
able and experienced staff presents a major problem for all ministries.

The legal basidor the civil service isadequate. But ivill be important forLatvia's
longer term developmetihat agenuine tradition and practice of political independence
in the civil service develops.



Both under- and over-staffing exist in the public administratiBat theproblemdlie not
so much inthat aspect as ilack of experience. There is a problent'lafain drain” to
the privatesector, butthis is not as great asnight have beerexpectedgiven the
difference in salary levels.

Public confidence ithe civil service isnot assuredgespecially athe local government
and town council level. Part of this is due to public concern at thencidence of
corruption. The Government is conscious o$ignificantand widespread problem of
corruption in thepublic administration. Aranti-corruption programme wasstablished

in 1993. A Law on Prevention of Corruptibas been in force for a year. Several cases
have been brought.

The wide-ranging trainingnitiatives put in place bythe Government will need to be
considerably reinforced to mettie needs of Latvia in theontext of its progres®ward
EU accession, and mogenerallythe continuedsuccessful development tife Latvian
state. Training needs exidtoth at the central anldcal levels, notably in management
and humamesources. Various bodies have bsenup throughwvhich these goals could
be pursued.

The European Integratio@ouncil hascreated afunctioning structure fordecision-
making on EUmatters. The EIB isvell organised and has reinforced its staff in 1997.
There is aggoodcase for the coordinatinfignction ofthe EIB to be strengthened gove

it greater authority over sectoralinistries. The scarcity of experts is a problem; for
example, in some castdee same lawyersvho have draftethws for individual ministries
are then responsible for scrutinising the drafts in the working groups.

Key Areas for Implementation of the Acquis

Theuniform application of EC law:The effective application dhe acquispresupposes
that thejudicial authorities ofmemberstates areable to applythe provisions of the
Treaty dealing with ensuringhe unity and application othe acquis and areable to
ensure the propdunctioning ofthe Single Market andCommunity policies in general.

A high quality and well trained and resourced judiciary is necessatlgdapplication by

the courts of ECaw, including cases of direct effect, and cases of referral to the
European Court of Justice under the terms of Article 177 EC.

The judicial system in ktvia suffers has important weaknesses, particularly concerning
resources, and relevant experti€ven this situationthe Commission has significant
doubts about the ability of the system to ensure the effective applicationaaicjiie

Single market: Theability of Latvia to ensure theorrectapplication of Community
requirements in th&ingle Market, particularly concerninghe freemovement ofgoods
and services presupposte existence othighly developed and effective regulatory,
standardisation, certification and supervisory authoriibe toact fully in accordance
with EC rules. Ananalysis ofthese points is made in Chap®&d (under "The Four
Freedoms").



Concerningthe administrative capacity imespect of freemovement ofgoods the
situation in Latvia isnot yet satisfactory. Despitgood efforts made irthe fields of
standardisation and conformity assessmidmt,regulatoryagencies suffer from serious
understaffing problems. The Centre for Standardisation and Metrology baly 152
staff, andotheragencies considerably less. Concerrtimg freemovement of services
the situation is much improved following the strengthening of the superaapacity of
the Latvian Central BanK700 staff). An Insurance Supervisory Committ2@ staff) is
in the Ministry of Finance. A SecuritieBlarket Commission(12 staff) has alsdeen
created.

In order to meet EQequirements in this areall regulatory bodies need improved
staffing and training.

Competition: As explained irfChapter 3.1 (undefCompetition™) enforcement of
competition law requireghe establishment ofanti-trust andstate aid monitoring
authorities, andhat thejudicial system,the public administration andhe relevant
economic operators have a sufficient understanding of competition law and policy.

In Latvia the central authority is tf&tateAnti-Monopoly Committee which has 88 staff;
this is adequate. Thdevel of expertise is appropriate. Nonetheless, #dity
effectively to implement E@equirements in thifeld will require theull independence
of the competition authority, and some further investment in human resources.

Telecommunications: Irorder to formulate andimplementthe many liberalisation
regulations contained in treequisin thisfield it is necessary to have a regulatory and
policy making body that is effectively separated from any operating company.

In Latvia two independent regulatory bodies exist; the Departme@ooimunications

of the Ministry of Transport (telecommunications and postal services) and the
Telecommunications Tariff Council (5 staff). 1n 1966 a megulatory department, the
Department of Informatics, was establishedhat Ministry of Transport todeal with
information societymatters. Botlbodies are independent organisations, sepafiated

the public telecommunicationsperatorand arefinanced bythe state budget. However,

it is to be doubted whether sufficient administrative capacity exists.

Indirect taxation: The effective administration tiie indirect taxation acquis
presupposes structuresmpable of implementinghe EC legislation concerning the
harmonisation of Valued Added Tax and excise duties in an environme&hicim fiscal
controls atinternal EU frontiers have been abolished; #Hrelexcisesystem is based on
the tax warehouses, dubging payable ahe local rate in the member state at timae
the goods areconsumed. This requires faghly developed andwell trained and
resourced service, with a high degree of integrity.




In Latvia the relevant authority is tiMinistry of Finance.The totalnumber of staff in
the StateRevenue (Income) Service isl80. Due to darge turnover of staffresulting
partly from trained staff being recruited by the private sectordiffisult to estimate the
capacity of existing staff. Inrder toensure theffective administration afhe acquisin
this area itwill be necessary to consolidate and imprave overall professional
standards of the staff, including training measures and improvements in pay.

Agriculture: The administrative requirementstire agricultural are@rimarily concern
veterinary and phyto-sanitargontrol, to protectpublic health andensure thefree
movement of agriculturagoods; and theability to administerthe mechanisms and
requirements of the CAHRncluding high standards offinancial control and official
statistics. These points are dealt with in Cha@tdr (under"Agriculture"); general
standards in the statistical field are examined in Chapter 3.3 (under "Statistics").

Concerningthe administrative capacity imespect ofveterinary and phyto-sanitary
controls, furtherwork is required in Latvia on thestablishment of dully resourced
official veterinary service, includinghe imposition of effectivecontrols at border
inspection points, and agoodstransiting the country. There are 26 distueterinary
offices, each with between 3 and 8 inspectors. Theeeabout 80ull-time food
inspectors. Concernintpe administration of general CAP requirements, a substantial
adaptation of the current administrative structure will be necessary.

In order to meet EQequirements in this area considerable improvements will be
required.

Transport: Thepplication ofthe EC Internal Market and competition requirements to
the transport sector, théevelopment of relevant infrastructupgoducts,and other
aspects of the transpastquis will presentadministrative challenges to newember
states.

The responsible government authority in LatvighisMinistry of Transportwith atotal

of 95 staff.Within the overall institutional reorganisation tfe transport sectopyiority

is being given tdhe introduction of modermanagement angludget practices. There is,
however, a shortage qgualified staff. This raisegarticular concerns with regard to the
enforcement of safety controls.

Employment and socigolicy: A central administrative requirement riespect of the
acquisin this area isadequate inspection capaciparticularly concerning health and
safety at work.

In Latvia the labour inspectorateas about 60 staff, and requires considerable
reinforcement of staff resources and expertise.



Regional policy and cohesionThe main administrative requirements in thisa are the
existence of appropriate amdfective administrative bodies , and in particulanigh
degree of competence and integrity in the administration of Community funds.

In Latvia regional development is handledtbg Ministry of the Economy. Th@umber
of staff employed isnot currently available tothe Commission.(The Ministry of
Environment and Regional Developmé€iiD staff) deals with spatial planning). These
arrangements can be considegederallyappropriate. The situation concernifigancial
control is notyet satisfactory (see the section, below, "&mancial control”). The
effective administration othe acquis in this area will require somadministrative
reforms.

Environment: Because EC environmengallicy involves the integration of

environmentalprotection into EC sectorglolicies, the administrative requirement is
potentially very wide, affectinghanybodiesnot normallyassociated witkenvironmental

protection. However, the mairesponsibility lieswith environment ministries and
various subsidiary bodies.

In Latvia theEnvironment Ministry employ420 staff. Monitoring is carriedut by the
Environmental Consulting and Monitorir@entre, enforcement by thdinistry and 9
regional committees. These arrangememes adequate. Theffective administration of
the acquisin this area vl require greatefinancialand humarresourcesgspecially as
legislation is progressively approximated.

Consumer protection: In thegea, theeffective administration aheacquisrequires the
allocation of overall responsibility to a specifistate body through which the
formulation, implementation and enforcement of consumer policy and consumer
protection legislation can be undertaken.

In Latvia the governmental Department @juality Management andstructural
Development has been givemll authority to develop andmplement consumer
protectionpolicy. Asregards non-governmental consumer bodies thesaindar too
weak. There remains confusiabout the exact scoad objectives of consumer policy.
This inpartexplains difficulties irthe effective enforcement of consumer laws; however,
other factorswhich need to baddressednclude a lack ofexpert staff, organisational
deficits, and a lack of sensitivity to consumer questions among the judiciary.

Justice and homaeffairs: Oversight of justice and home affamgsiestionsfalls to the

justice and interior ministries.The administrativestructures need to bable to deal

effectively withasylumand migration questionbprdermanagement, policeooperation

andjudicial cooperation. There is averriding need fosufficient and properly trained
staff with a high degree of integrity.




In Latvia thejustice and interior ministriesre adequately staffed. Thapacity to handle
asylumand migration isnot yet assured. Border managemspstems orthe eastern
frontiers areneffective and need substantial human &nancial resources. Srialised
police units have beetreated, and aajor training effort is underway. Reform of the
courtsystem has begujudicial cooperation is currently focused oaighbouringstates.
The effective administration dhe acquisin this areawill require further investment in
technical and humaresources, improved management, steps to cocapatption, and
greater experience of practical JHA cooperation with EU counterparts.

Customs: Applying th@cquisin this area requires adequatdevel of infrastructure
and equipment,including computerisation and investigationesources, and the
establishment of an efficiesustoms organisation with sufficient number of qualified
and motivated staff showing a high degree of integrity.

In Latvia the customservice employs 675 staff. Due to ahigh turnover of staff, it is
difficult to estimate theiefficiency, and therefore the adequacy siéffing levels. The
effective administration of thecquisin this area will require the retention of experienced
and qualified staff, computerisation of the cust@dsninistration, and refinements to the
organisational structure.

Financialcontrol: The protection of th€ommunity’s financialinterests requires the
development of anti-fraud services, training of specialised staff (investigators,
magistrates) and thereinforcement of systems of specificooperation. The
implementation of Community policies, especialty agriculture and the Structural
Funds, requiregfficient managemerdnd controlsystemsfor public expenditure, with
provisions to fight fraud. Administtively it is essential to have a clear separation
between external and internantrol. Police andjudicial authorities need to bable
effectively to handle complettansnationafinancial crime (includingraud, corruption

and money laundering) which could affect the Community’s financial interests.

In Latvia themain external control body is th8tateAudit Office employing160 staff.
This figuremay beadequate, however thedfective administration othe acquisin this
areawill require substantial preparations astablishthe necessary management and
control mechanisms.

4.3 General Evaluation

Latvia's administrativetructures will require a major, reinforced effort of reform if there
is to be an adequate capacity in the medium term effectively to adminiséeqthie

Concerning the judicial capacity effectively to apply Communitlaw, a definite
evaluation at this stage is difficult.



C. SUMMARY AND CONCLUSIONS

Latvia submitted its application fenembership othe EuropearJnion on 270ctober
1995. Its request is part of hastoric process oéndingthe division of Europe and
consolidating the establishment of democracy across the continent.

In accordance with therovisions of Article O othe Treaty, th&€ommissiorhas, at the
request of the Council, prepared an Opinion on Latvia’'s request for membership.

Latvia’s preparation fomembership is goingprward notably onthe basis ofthe Free

Trade Agreementwhich entered into force on 1 Januak995. The Europeadnion

and Latvia signed d&urope Agreementon 12 June 1995. Once thatification
procedures are complete and it enters into force, it will supersede the Free Trade
Agreement. Implementation dfie White Paper of May 1995 orthe Internal Market,
anotheressential element oie pre-accession strategy, is going ahead obdhkis of a
National Programmadopted by thgovernment in Decembdr996. The government

has put in place the necessary mechanisms toordinate itspolicies for European
integration.

In preparing its Opinionthe Commission has appliette criteria established at the
Copenhagen European Councibf June 1993. Th€onclusions of this Councdtated
that those candidate countries of Central and Ea&erope whowish to do saoshall
become members of the Union if they meet the following conditions:

- stability of institutions guaranteeing democrdhg, rule of lawhuman rights and
respect for and protection of minorities;

- theexistence of a functioning market economywadl asthe ability to cope with
competitive pressures and market forces within the Union;

- the ability to take on the obligationsmémbership, includingdherence to thams
of political, economic and monetary union.

A judgment on thesthree groups of criteriapolitical, economic, anthe ability to take
on theacquis - depends also on thepacity of a country’s administrative atedjal
systems tqout into effect the principles of democracy aritie marketeconomy and to
apply and enforce the acquis in practice.

The method followed in preparing thes®pinions has been to analyge situation in
each candidate country, looking forward to thediumterm prospects, and taking into
account progress accomplished and reforms already underR@ayhepolitical criteria,
the Commission has analysi current situation, goinfgeyond a formadccount of the
institutions to examine how democracy and the rule of law operate in practice.



1. Political Criteria

Latvia’s political institutions function properly and in conditions of stabilitfhey
respect the limits on their competences and cooperate with each other. Elections in 1992
and 1995 were free arfdir, and in each case permittettie establishment of coalition
governments. The Oppositigrlays a normapart in the operation of thstitutions.

Efforts to improvethe operation of th@udicial systemand tointensify the fight against
corruption need to be sustained.

There are nanajor problemsver respect fofundamental rights.But Latvia needs to

take measures to accelerate naturalisation procedurenablethe Russian speaking
non-citizens to become better integrated into Latvian society. It should also pursue its
efforts to ensure equality of treatment for non-citizens rambrities, in particular for
access to professions and participation in the democratic process.

Latvia demonstrates the characteristics of a democracy, with siatieutions
guaranteeing the rule of law and human rights.

2. Economic Criteria

In thefirst three years aftandependence Latvia'sutputdeclined by50%. First signs

of recovery in 1994 werendermined by a banking abddgetcrisis the following year;

but growth turnedositive again in 19962.8%). Since 199%he current government

has conducted a tigfiiscal policy, though revenue collection #ill a problem. The
foreign debtratio remainslow, but Latvia has a higlradedeficit. Inflation rateshave
declined over recent years, but still stood at 17.6% in 1996. GDP per head is about 18%
of the EU average, for a population of 2llion. The agriculturakectoremploys 18%

of the labour force, and accounts @19% of GrossvValue Added.45% of Latvia's
exports gre directed to the EU, and 50% of its imports originate in the EU.

On thebasis of itsanalysisthe Commission’s judgment as tatvia’s ability to meet
the economic criteriaestablished at Copenhagéenas follows:

Latvia has made consideralpieogress in creatingrmarket economy Trade angrices
have largely been liberalised. Much headway has been matibilisingthe economy.
While there has beesignificant progress inestablishingthe legislative framework,
effective implementation is lagging behind. Alsot all the necessary regulatory bodies
are inplace or working properly. Privatisation n®t complete; theemainingstate-
owned companiesare generally inpoor financial condition and there is a shortage of
investors.

Latvia would face serioudifficulties to cope withcompetitive pressureand market
forceswithin the Union in the medium term. The Latvian economy is relatively open and
labour costs are low. However, exports consiginly of low value-addedjoods.
Industrial restructuring, asell asenterprise restructuring, sill needed. Théanking
sector is underdeveloped and weak in parts. Agriculture needs to be modernised.



3. Capacity to take on the obligations of membership

Latvia’s ability to take on thacquishas been evaluated according to several indicators:

- theobligationsset out in the EuropeAgreement (even thougthis hasnot yet
entered into force for Latvia), particularly those relating to the right of establishment,
national treatment, free circulation of goodsntellectual property and public
procurement;

- implementation othe measureset out in the White Paper asessential for
establishing the single market;

- progressive transposition of the other parts oatugiis

Even before thé&uropeAgreement has entered into force, Latvia has nsagtaficant
efforts to comply with some of the obligations which will come into effect with it. Latvia
iS meeting its obligations undehe Free Trade Agreement, and according to the
timetablefor implementationsetout init. No seriousbilateral problems have arisen.
Latvia has also made some effadsvardscompliance withithe essentiakingle market
legislation. It has madprogress in the areas banking, industrialproperty rights,
conformity assessment and standardscmdmercial law.But furtherwork needs to be
done on intellectual property rights, public markets, personadata, competition
(especially the transparency of state aids), taxation and other areas.

A problem for further progress may be the weakness of thd.atvian public
administration, which affectsot only the pace of approximation &dgislationbut also
the quality of its implementation and enforcement.

As for the other parts of theacquis Latvia shouldnot havesignificant difficulty in
applying it inthe mediumterm in thefollowing fields: education, training and youth;
research and technological development; telecommunications; audio-visharies;
small and medium enterprises; trade and international economic relations; and
development.

By contrast, substantial efforts will be needed in the fields of statistics and customs.

Provided that_atvia maintainscurrent positive trend®wardsindustrial restructuring,
its industry should be able to cope with integration itlie single market in theedium
term.

For the environment, very substantial efforts will be needethcluding massive
investment and strengthening of administrative capacity to enforce legislafokh.
compliance withthe acquiscouldonly beexpected in the long term and would require
increased levels of public expenditure.



Latvia has made regbrogress in thefield of transport, especially airtransport.
Provided efforts arenade inroad transportrail and sedransport, nanajor problems
are to be expected applyingthe acquisrelating tothe single market. Buhvestment
will be needed to extend the European transport network so as to #redutteesingle
market functions well.

It should be possibltor Latvia toachievethe employment and sociakffairs acquisin
the medium term, provided that Latvia makes substantial efforts to adapt its legislation to
EU requirements in fields such as health and safety and labour law.

Latvia hasopted to pursueéts regional policy within the framework of itsnational
development strategyGiventhe necessary administrative reforms, and establishment in
parallel of effective systems of financiabntrol, Latvia should becomable touse the
Union’s regional and structural funds for its development effectively.

The agriculture sector needs restructuring, andonly a limited number of the
mechanisms othe common agricultural policy currently exist. A substantial and
sustained effort will be required to prepare for accession in the medium term.

In the energy field, Latvia has no nuclegsower programmeand nodifficulties are
foreseen for Latviatompliance withEuratom provisions.But work will be needed to
prepare to meet thacquisin thefields of energy pricingaccess to networkgnergy
efficiency and environmental norms.

On thebasis ofthe analysis ofLatvia’s capacity to appltheacquis it is notyet possible
to be sure when it could becorable totake andimplementthe measuresecessary to
remove the controls &brders between Latvia and member states of the Union.

Latvia's participation inthe third stage ofconomic and monetary union which
implies coordination of economicpolicy and complete liberalisation of capital
movementsstill posesproblems inthe mediumterm. It is premature to judge whether
Latvia will be in aposition, by thegime of its accession, to participatetire Euroarea.
That will depend on how far the success of its structural transformatiables it to
achieve and sustain permaneritig convergence criteria. These are, howewet,a
condition for membership.

In thefield of justice and home affairs Latvia is starting from a low base afates
considerable difficulties in preparing itself. A major and sustained effort will be needed if
Latvia is to be ready to meet thequisin the medium term.

Latvia should be able ttulfil its obligations inrespect of thecommon foreign and
security policy.

In addition, Latvia has no major territorial disputes vatty MembeiState or andidate
country. Latvia hasetdevelopment of godrelations with Russia as a major priority of
its foreign policy, and has achieved important progress.



4. Administrative and legal capacity

For Latvia to have in thenediumterm theadministrativestructuresnecessary for the
essentiawork of applyingand enforcinghe acquiseffectively, there will need to be a
major, reinforced effort of reform.

The same applies to Latvia’s judicial system, which has an equally important role to play.

CONCLUSION
In the light of these considerations, the Commission concludes that:

- Latvia presents the characteristics of a democracy, with stable institutions,
guaranteeing the rule of lalwuman rights andespect for and protection afinorities.
But measures need to be taken to acceleraterdtes of naturalisation of Russian-
speaking non-citizens to enable them to become better integrated into Latvian society;

- Latvia has made considerapl®gress in the creation of a market economy, but it
would face serioudglifficulties to cope with competitivgpressure and market forces
within the Union in the medium term;

- Latvia has made sorpeogress in transposing aimdplementingthe acquisrelating
particularly tothe single market. Witbonsiderable further effort it should becoaise
to participatdully in the single market in theediumterm. Particular effortspcluding
investmentwill be needed to applyhe acquisfully in sectorssuch as environment and
agriculture. Strengthening of tlaeiministrativestructure igndispensable if Latvia is to
have the structures to apply and enforceattopiiseffectively.

In the light of these considerations, tH@ommission considerthat negotiations for
accession to the Europe&imion should be opened with Latvia sgon as ithas made
sufficient progress imsatisfyingthe conditions oimembership defined bhe European
Council in Copenhagen.

The reinforced pre-accession strategy éllp Latvia topreparetself better to meet the
obligations of membership, and take action tamprovethe shortcoming&entified in
this Opinion. TheCommission willpresent a report nater than the end of 1998 on the
progress Latvia has achieved.



ANNEX

COMPOSITION OF PARLIAMENT

RESULTS OF LAST GENERAL ELECTIONS (1995)

Political parties Seats
Democratic Party Saimnieks 20
Latvian Way 17
Peoples’ Movement for Latvia 10
Fatherland and Freedom 14
Conservative Party 8
Farmers’ Union 8
Harmony Party 4
Unity Party 8
Socialist Party 5

Nation and Justice Party 6



SINGLE MARKET: WHITE PAPER MEASURES

This table is based on information provided by the Latvian authaaitidsonfirmed by them as correct as at the enduoe 1997. It does not
indicate the Commission’s agreement with their analyEietable includes directivesnd regulationsited in the White Paper which total 899.
These have been listed in accordance with the categorization used in the White Paper and in relagiolicioatteascovered. Theable shows
the number of measuréx which the Latvian authorities have notified the existence of adopted legislation having some degree of compa
with the corresponding White Paper measures.

White Paper chapters Directives Regulations Total
Stage | Stage I/l Stage | Stage I/l
1.Free Movement of Capital Latvia 2 1 0 0 3
Number of White Paper measures | 3 1 0 0 4
2.FM and Safety of Industrial Products Latvia 36 8 1 0 45
Number of White Paper measures 56 104 4 1 165
3.Competition Latvia 3 0 1 0 4
Number of White Paper measures 3 0 1 0 4
4.Social policy and action Latvia 3 12 0 0 15
Number of White Paper measures 12 15 0 2 29
5.Agriculture Latvia 26 13 7 0 46
Number of White Paper measures 93 46 62 2 203
6.Transport Latvia 12 6 2 4 24
Number of White Paper measures 19 15 8 13 55
7.Audiovisual Latvia 1 0 0 0 1
Number of White Paper measures 1 0 0 0 1
8.Environment Latvia 4 0 2 0 6
Number of White Paper measures 31 7 7 0 45
9.Telecommunication Latvia 5 1 0 0 6
Number of White Paper measures 9 7 0 0 16
10.Direct Taxation Latvia 0 0 0 0 0
Number of White Paper measures 2 2 0 0 4
11.Free movement of goods Latvia 0 0 0 0 0
Number of White Paper measures 0 0 0 0 0
12.Public Procurement Latvia 5 2 0 0 7
Number of White Paper measures 5 1 0 0 6
13.Financial services Latvia 9 5 0 0 14
Number of White Paper measures 13 8 0 0 21
14.Protection of personal data Latvia 0 0 0 0 0
Number of White Paper measures 0 2 0 0 2
15.Company Law Latvia 2 3 0 0 5
Number of White Paper measures 2 3 0 1 6
16.Accountancy Latvia 2 1 0 0 3
Number of White Paper measures 3 2 0 0 5
17.Civil law Latvia 1 0 0 0 1
Number of White Paper measures 1 1 0 0 2
18.Mutual rec. of prof. Qual. Latvia 2 12 0 0 14
Number of White Paper measures 2 16 0 0 18
19.Intellectual property Latvia 4 1 0 1 6
Number of White Paper measures 5 3 0 3 11
20.Energy Latvia 4 0 0 0 4
Number of White Paper measures 10 2 3 0 15
21.Customs law Latvia 0 0 13 3 16
Number of White Paper measures 2 1 14 184 201
22.Indirect Taxation Latvia 12 15 0 0 27
Number of White Paper measures 15 54 0 6 75
23.Consumer Protection Latvia 6 0 0 0 6
Number of White Paper measures 8 3 0 0 11
Total Latvia 139 80 26 8 253
Number of White Paper measures 295 293 99 212 899




STATISTICAL DATA

If not explicitly stated otherwise, data contained in this annexallected from ,Central Statistical

Bureau of Latvia (LATVIJAS REPUBLIKAS VALSTS STATISTIKAS KOMITEJA)" with whom
Eurostat andlember States’ statisticaffices are co-operating sincgeveral years ithe framework

of the Phare programme. Regular datdlection and dissemination are part of this-operation
process withthe aim toenable the application of Eldws andpractices in statistics. Data correspond

to the information available as bfay 1997. The data presentbdlow have been compiled dar as
possibleusing EU definitionsand standardahich insome cases differ fromational practices. This

may occasionally givese to differencebetweerthe data presented heaadthose shown elsewhere

in the opinion, which are generalbased orthe individual applicant countries’ updated replies to the
guestionnaire sent to them in April 1996. The exact compatibility with EU standards on statistics and
thus the comparability with EU figuresan still not be guaranteed, particulatiypse statisticshat

have noteen suppliethrough Eurostabut have been delivered directly the countries concerned.
Wherever available, methodological notes are given describing content and particularities of statistical
data presented in this annex. Data correspond to the information available as of May 1997.

BASIC DATA
1990 | 1993 | 1994 | 1995 | 1996
1000 hectares
Total Area | 6458.9 | 6458.9 | 6458.9 | 6458.9
Population ( end of the period) in 1000
- Total 2565.8 2529.5 2501.7 2479.9
- Females 1375.1 1357.5 1343.2 1332.2
- Males 1190.7 1172.0 1158.5 1147.7
per 1 km2
Population density 41.3 | | | 38.7 | 38.4
in % of total population
Urban Population 69.2 | | | 69.0 | 68.9
per1000 of population
Deaths rate 15.2 16.4 155 13.8
Births rate 10.3 9.5 8.6 7.9
Income and GDP per capita European Currency Unit
-Average monthly wage and salary per employee 130
-GDP per capita 1366
Structure of production: share of branch GVA in % of Total Gross Value Added
-agriculture 21.9 9.9
-industry 36.4 25.3
-construction 9.7 7.7
-services 32.0 57.1
share of branch GVA in 1990 share of branch GVA in 199&
mo0.0 m0.0
mo.9
m32.0 m21.9 _ :
@ -agriculture @ -agriculture
O -industry 025.3 O -industry
O -construction O -construction
O -services os7.1 O -services
| - Others | - Others
0o9.7 ov.7

b36.4



NATIONAL ACCOUNTS

1990 |1991 |1992 | 1993 | 1994 | 1995
in Millions of National Currency
Gross Domestic Product (Current Prices) 62.44 |143.3 |1004.6 | 1467.0 | 2042.6 | 2360.7
in Billions of ECU
Gross Domestic Product (Current Prices) |1.1 | 1.9 | 3.1 | 3.4
in Purchasing Power Standard per capita
Gross Domestic Product | | |2867.3 | 3044.5 | 3159.4
% change over the previous year
Gross Domestic Product -10.4 -34.9 -14.9 0.6 -1.6
Final consumption expenditure -23.1 -35.0 -4.9 2.0 3.7
-of households and NPISH -26.0 -43.3 -7.4 3.2 3.9
-of general government -4.9 5.6 1.6 -0.9 3.1
Gross fixed capital formation -63.9 -28.7 -15.8 0.8 12.6
Exports of goods and services -32.2 14.9 -22.4 -8.4 -3.4
Imports of goods and services -43.9 8.0 -39.8 -0.7 -2.8
in % of Gross Domestic Product
Final consumption expenditure 61.2 56.5 51.9 74.6 78.8 80.1
-of households and NPISH 52.7 46.2 39.4 52.5 58.7 59.4
-of general government 8.6 10.3 12.5 22.1 20.1 20.7
Gross fixed capital formation 23.0 6.2 11.2 13.8 14.9 16.6
Exports of goods and services 47.7 35.2 79.9 73.2 46.5 47.1
Imports of goods and services 49.0 25.5 73.1 57.0 44.4 49.1
GDP (% Change over the previous year)
5.0
0.0 - 1 1 1
_5_01 1993 1994 1995
-10.0 +
-15.0 +
-20.0 +
-25.0 +
-30.0 +
-35.0




MAIN ECONOMIC INDICATORS

1990 | 1991 | 1992|1993 | 1994 | 1995 | 1996
percentage change over the previous year
Inflation rate 10.5 | 172.2 | 951.2 |109.2 |35.9 | 25 | 17.6
previous year = 100
Industrial production volume indices 67.9 90.1 96.3 101.4
Gross agricultural production volume indices 78 80 94 90
Unemployment rate (ILO methodology) in % labour force
- Total 18.9 18.3
- less then 25 years 30.1 29
- 25 years and more 17 16.6
in Billions of USD
Gross Foreign debt 0.057 0.224 0.386 0.4034 0.4088
Balance of payments in millions of USD
-Exports of goods 800 1054 1022 1368 1502
-Imports of goods -840 -1051 -1322 -1947 -2429
-Trade balance -40 3 -300 -579 -927
-Services, net 134 329 361 474 344
-Income, net 1 7 9 19 1
-Current account balance 191 417 201 -19 -495
-Capital and fin. acc.(excl. reserves) -75 140 410 692 325
-Reserve assets -73 -371 -103 35 -186

Inflation rate: Percentage change of yearly average over the previousaledems index(data arebased on national CPighich
are not strictly comparable)

Unemployment rate (by ILO methodology): - Percentage of the unemployed in lafmce. This rate is derived fronFSS (Labor
Force Survey) observing the following ILO definitions and recommendations:
Labor force employed and unemployed persons in the sense of the ILO definitions stated below.

The employed all persons aged 15+, who during the reference period worked at least one hour for wage or salary or other
remuneration as employees, entrepreneurs, members of cooperatives or contributing family workers. Members of armed forces and

women on child-care leave are included.

The unemployed all persons aged 15+, who concurrently meet all three conditions of the ILO definition for being classified as the

unemployed: (i) have no work, (i) are actively seeking a job and (jii) are ready to take up a job within a fortnight. 8@fediod 1
1996 refer to November 1995 and November 1996.
Data from November 1995ASS monitors the population aged 15-69. Data from May and NovéS@@rlFSS monitors the

population aged 15 years and over. LFSS excludes persons on compulsory military service and persons living in nonprivate

households. Employees on maternity leave and child care until 3 months are included.

Gross foreign debt: Debt is extracted form the OECD’s External Debt Statistics.

Balance of payments: Data isderived from IMFdatabase, their comparability with respective EU statistics can not be guaranteed,

but balance of payments éempiled mainly in accordance to IMF standarti896 figures are preliminary. Balance in

trade of goods in accordance with balance of payments principles. Exports and imports are both in f.0.b. values. Net income

includes direct, portfolio and other investment income, compensation of emplogeegent account balance by definition

of IMF 5th Manual, capitalransfers are excluded. Reserve assatsedns changes in reserve assets during the year; (+)

signifies an increase, (-) a decrease in reserve assets.




FOREIGN TRADE

1993 1994 1995 1996

Imports and exports (current prices) in millions of USD

- Imports 947 1240.4 1817.4 2320

- Exports 1000.9 988.2 1303.8 1443.2

- Balance of trade 53.9 -252.1 -513.6 -876.6
External trade volume indices previous year = 100

- Imports

- Exports 67.8 113.7 108
Structure of Import by SITC (current prices) in % of total Import

- (0+1) food and live animals, beverage and tobacco 5.8 9.9 9.7 11.9

- 2 crude materials, inedible 15 1.6 2.4 2.6

- 3 mineral fuels and lubricants 45.3 29 21.2 21.6

- 4 animal and vegetable oils etc. 0.3 0.3 0.6 0.8

- 5 chemicals and related products 7.9 11.2 12.7 12.3

- 6 manufactured goods classified chiefly by material 10.1 12.8 17.1 17.6

- 7 machinery and transport equipment 19.3 22.8 25.4 22.6

- 8 miscellaneous manufactured articles 5.7 9.7 11.1 10.5
Structure of export by SITC (current prices) in % of total Export

- (0+1) food and live animals, beverage and tobacco 13.9 12.3 15.9 16.7

- 2 crude materials, inedible 8.7 17.8 23.8 20.1

- 3 mineral fuels and lubricants 14 1.8 1.8 2

- 4 animal and vegetable oils etc. 0.3 0.1 0.1 0.1

- 5 chemicals and related products 7.2 7.9 6.9 6.7

- 6 manufactured goods classified chiefly by material 20.4 23.9 22.9 24.4

- 7 machinery and transport equipment 20.8 20.4 16.3 14

- 8 miscellaneous manufactured articles 12 13.2 12.2 15.9
External trade price indices previous year = 100

- Imports

- Exports 115.2 116.1 106.2

Imports and exports (current prices), External trade volume indicesand Structure of external trade by SITC (current

prices): Trade data exclude direct re-exports, trade in services and trade with customs free zones as well as licenses, know-how and

patents. The data are based upon the special trade system and are regularly Uftatedstoms statistics is utilized for
monitoring of foreign tradeata. Eurostat hasonverted\ational Currencies tthe US dollar by applying the International

Monetary Fund annual average exchange rates.




FOREIGN TRADE

1993 1994 1995 1996
Structure of imports by main countries (current prices) in % of total imports
1st partner RU 28,5 |RU 23.6 RU 21.7 |RU 20.2
2nd partner DE 10 DE 13,5 |DE 15.4 |DE 13.8
3rd partner LT 9.6 FI 8.5 FI 10.4 |FI 9.2
4th partner SE 5.3 SE 6.4 SE 8 SE 7.9
5th partner FI 4.2 LT 5.9 LT 5.5 LT 6.3
others 42.4 42.1 39 42.6
Structure of exports by main countries (current prices) in % of total exports
1st partner RU 29.6 |RU 28.1 RU 253 |RU 22.8
2nd partner NL 8.2 DE 10.5 |DE 13.6 |DE 13.8
3rd partner DE 6.6 GB 9.7 SE 9.3 GB 11.1
4th partner SE 6.5 SE 6.9 GB 9.1 LT 7.4
5th partner UA 5.9 UA 5.9 LT 5.5 SE 6.6
others 43.2 38.9 37.2 38.3

Structure of export by main partners
in 1996

RU
22.8%

38.3%
DE
13.8%
SE GB
6.6% 11.1%
7.4%

DE Germany NL

FI Finland RU

GB United Kingdom SE

LT Lithuania UA

Structure of import by main partners

in 1996

20.2%

42.6%
DE
13.8%
FI

LT SE 9.2%

6.3% 7.9%

Netherlands
Russian Federation
Sweden

Ukraine




SOCIAL INDICATORS

1991 | 1992 | 1993 | 1994 | 1995
Population on 1 January thousand
2667.87 | 2656.96 | 2606.18 | 2565.8 | 2529.5
Proportion of population by age (1 January 1995) in % of total population
y0_14 20.7
y15_24 135
y25_44 28.4
y45_64 24.1
y65_max 13.4
total number
Live births 34633 31569 26759 24256
Deaths 34749 35420 39197 41757
Infant deaths
- Less than 1 year 545 557 434 381
- Still birth 315 340 276 244
Marriages 22337 18906 14595 11572
Divorces 11070 14553 10278 8416
per 1000 of population
Crude marriage rate 8.39 7.18 5.64 4.5 4.4
Crude divorce rate 4.16 5.53 3.97 3.3 3.1
Natural growth rate -0.04 -1.46 -4.81 -6.8
Net migration rate -4.05 -17.6 -10.7 -7.38
Total population growth rate -4.1 -19.1 -15.5 -14.25
Total fertility rate 1.86 1.73 1.51 1.39
Infant mortality rate 15.74 17.64 15.9 15.5 18.5
Late foetal mortality rate 9.01 10.66 10.21 9.96
Life expectancy at birth
- Males 60.8
- Females 73.1
Life expectancy at 65 years
- Males 11.7
- Females 15.8




LABOUR MARKET

1993 |1994 |1995 | 1996
Economic Activity Rate (ILO methodology) in % of population age +15
| |67.6 | 59.8
Average employment in thousand
792.1 |694.9 |687.3 | 693.1
Unemployment rate (ILO methodology) in % of labour force
- Total 18.9 18.3
- less then 25 years 30.1 29
- 25 years and more 17 16.6
Registered unemployment (end of period) in % of economically active population
5.8 6.5 |6.6 |7.2
1993 |1994 |1995 | 1996
Average paid employment indices by NACE classes previous year = 100
- Agriculture, hunting, forestry and fishing 62.7 53.7 81.8 82.4
- Mining and quarrying 74 100.9 90.7 101.1
- Manufacturing 71.5 84.3 93.8 99.1
- Production and distribution of electricity, gas and water 115 111.7 102.1 105.5
- Construction 63 88.6 95.9 92.9
- Transport, storage and communication 86.2 92.7 96.1 100.4
Monthly wages and salaries indices
- real 105 112 99.6 93.8
- nominal 219.7 152.2 124.5 110.3

Economic activity rate (ILO Methodology) - percentage of labor force in the total population aged 15+. This rate is derivated of LFSS
(Labor Force Survey) observing the following ILO definitions and recommendations:
Labor force employed and unemployed persons in the sense of the ILO definitions stated below.
The employed all persons aged 15+, who during the reference period worked at least one hour for wage or salary or other
remuneration as employees, entrepreneurs, members of cooperatives or contributing family workers. Members of armed forces and
women on child-care leave are included.
The unemployed all persons aged 15+, who concurrently meet all three conditions of the ILO definition for being classified as the
unemployed: (i) have no work, (i) are actively seeking a job and (jii) are ready to take up a job within a fortnight.
Data for 1995 and 1996 refer to November 1995 and November 1996.

Unemployment rate (by ILO methodology): - Percentage of the unemployed in lafmce. This rate is derived fronFSS (Labor
Force Survey) observing the ILO definitions and recommendations (see ILO definitions above).
Data from November 1995ASS monitors the population aged 15-69. Data from May and Novéa#@iFSS monitors the
population aged 15 years and over. LFSS excludes persons on compulsory military service and persons living in nonprivate
households. Employees on maternity leave and child care until 3 months are included.

Average employmentand Average paid employment indices by NACEclasses: The data for entrepreneurial sphere cover in
enterprises and other organisations under all kinds of ownership. The data cover all budgetary organisations. Persons in compulsory
military service and employees on childcare leaves are excluded.

Registered unemployment (end of period): Registered unemployment in per cent - percentage of unemployed registered in civil
economically active population, based on Labour force sample survey (LFSS). Registered unemployment data are based on the
monthly data from State Employment Board.

Monthly wagesand salaries indices: The data for entrepreneurial sphere cover in enterprises and other organisations under all kinds of
ownership. The data cover all budgetary organisations. Persons in compulsory military service and employees on childcare leaves are
excluded. Index numbers of monthdyal wages and salaries is derived from index numbegsasfsnominal wages and salaries
divided by consumer price index numbers.



PUBLIC FINANCE

1990 1991 1992 1993 1994 1995

Government budget in millions of national currency

-Consolidated central government revenue 523.62 686.5

-Grants 2.66

-Consolidated central government expenditure 564.17 756.39

-Consolidated general government expenditure 742.33 975.51

-Consolidated central government deficit/surplus -37.89 -69.89

-General government deficit/surplus -92.83 -121.37
Government budget in % of Gross Domestic Product

-Consolidated central government expenditure 27.6 32.0

-Consolidated general government expenditure 36.3 41.3

-Consolidated central government deficit/surplus -1.9 -3.0

-General government deficit/surplus -4.5 -5.1

Government budget: These data relate to central and gengmlernment as published in the IMF&overnment Finance
Statistics Yearbook (1996) (GFScluded also is the country’s presentation inGiiSY.
Because th&FSYdoes not present statistics fggneral government, bédr individual levels of government separately,

the consolidated series presented here were obtained from central and local gowdstemand adjusted in consolidation

for the identified intergovernmental transfers.

Even though the statistics cover the central and local government publisk&fS¥ the coverage may not be

exhaustive isomecentral or local government units are not included in that coverage. A meatheeeghaustiveness of
the coverage can be obtained by comparing iG8Ythe note on the coverage of data for individual countries with the list
of central and local government units provided.

It should be noted that the deficit/surplus used heggusl to revenue and grants minus expendituredaas notake
lending minus repayments into account (see further below).

The netting of inter-government transfers carried-out in the attached tables is limited to the curcepitainlansfers
consisting of the identified grants and current amgdital subsidiebetween the levels of government. Other types of
transactions occurring between government levels, such as the payments of taxes and employers’ social security
contributions, and the reciprocal purchases of goods and seaxécest normally classified as inter-governmental transfers
have not been eliminated in the consolidation procEswlly, whether the absenceddtafor current anctapital transfers
should be attributed tihve absence of transfer orlaxk of data is unclear; in atlses absence of information on transfers
have been deemed to represent zero-transfers.

a. Government expenditureonsists of general government cash expendituresiwant and capitajoods
and services, interest payments and current and capital transfers but excludes non-cash transactions.

b. Deficit/surplus equals cash revenue and cash grants minus cash expenditure. This measure of the
deficit/surplus differs fronthat used in GF®hich equals cash revenue and cash grants, minus cash expenditure, minus net
lending. This exclusion of net lending(consisting, in @ES methodology, of operations in financial assets and liabilities
carried out for specific policy purposes, rather than for liquidity purposes) brings the measure of the deficit/surplus presented
here closer to the national accouctmcept of net borrowing/net lending. Also, as a result of this exclusion, reoaipts
privatisation (classified as repayments in GES methodology) do not enter in the determination of the deficit/surplus
presented in the attached tables (and therefore do not reduce the deficit).




FINANCIAL SECTOR

1990 1991 1992 1993 1994 1995 1996
Monetary aggregates Billions (10"9) of US Dollars
- Monetary aggregate M1 0.35 0.62 0.62 0.73
- Quasi money 0.43 0.63 0.35 0.40
Total reserves ( gold excluded, end of period) Millions (10"6) of US Dollars
431.55 545.18 505.7 654.06
Average short term interest rates % per annum
- lending rate 86.36 55.86 34.56 25.78
- deposit rate 34.78 31.68 14.79 11.71
Official discount rate (end of period) 27 25 24 9.5
USD exchange rates 1UsSD=..LVL
Average of period 0.736 0.675 0.56 0.528 0.551
End of period 0.835 0.595 0.548 0.537 0.556
ECU exchange rates 1ECU=..LVL
Average of period 0.955 0.790 0.666 0.691 0.706
End of period 1.011 0.664 0.674 0.706 0.697

Monetary aggregates (end of period): MoneyM1)

International Monetary Fund annual end of period exchange rates.

Includes demand deposits and currency outside bar@sasi money
Include time, savings and foreign currency deposits. Eurostat has converted National Currencies to the US dollar by applying the

Average short term interest rates: Data are extracted from the IMF's monthly International Financial Statistics (IFS). Average short-term
lending and deposit rates relate to period averagesling ratesgenerally consist of the average interest rate charged on loans

granted by reporting bank3eposit rateselate to average demand and time deposit rates or average time deposit rates. These rates

may not be strictly comparable across countries to the extent the representative value of the reporting banks and the weighting schemes

vary.

Total reserves (goldexcluded, end of period): The statistics on official foreign reserves are extracted from the IMF's monthly

International Financial Statistics (IFS). Total reserves (gold excluded) are defined as the sum of central bank holdings of foreign
currencies and other (gross) claims on non-residents; this definition excludes claims on residents denominated in foreign currency.
According to the definition; official foreign reserves are calculated at market exchange rates and prices in force at the end of the period
under consideration. Total reserves (gold excluded) published in IFS may differ from the figures published by the national authorities.
Some factors contributing to possible differences are the valuation of the reserve position in the Fund, and a different treatment of

claims in non-convertible currencies.

USD exchange rates: International Monetary Fund exchange rates as present in the publication: “Statistiques Financieres

Internationales”.



INFLATION (12 months changes)

Percentage change of the CPlIs with the current month compared with the corresponding month of the previous year (t/t-12)

Jan |Feb | Mar |Apr |May Pun Pul |Aug |Sep | Oct | Nov | Dec
112.0 79.1 63.4 35.5 31.7 34.8

1993
1994 34.3 35.0 34.2 37.2 38.1 37.7 38.1 43.1 41.7 38.2 29.5 26.2

1995 26.0 25.6 26.6 25.7 27.2 26.5 25.3 22.8 23.6 24.1 23.9 23.2
1996 23.2 21.4 20.2 18.6 17.4 17.6 17.7 17.4 16.1 15.7 14.4 13.2

Inflation (% change of CPI)

120.0
100.0
80.0 4
60.0 -
40.0 4
20.0 +

0.0

Jul
Sep
Nov +
Jan-94 +
Mar
May -
Jul +
Sep-
Nov +
Jan-95+
Mar -
May -
Jul +
Sep-
Nov +
Jan-96 +
Mar |
May
Jul
Sep
Nov -

Inflation (12 months changes): Inflation rates(12 months changesgjre percentage changestieé CPIs with the curremhonth
compared with the corresponding month of the previous year. Inflationaratdsased on national CRidich are not
strictly comparable between candidate countries or with those based on EU HICPs (different methods, concepts, practices in
the calculation of CPIs).



INDUSTRY

1993 1994 1995 1996

Structure of GDP by economic activities (NACE, current prices) in % of Gross Domestic Product

- Mining and quarrying 0.2 0.2 0.2 0.2

- Manufacturing 23.1 19.9 22.4 22

- Production and distribution of electricity, gas and water 7.5 5.2 5.5 5.6
Industrial production volume indices by NACE classes previous year = 100

- Total 67.9 90.1 96.3 101.4

- Mining and quarrying 67.1 122.5 83.2 153.6

- Manufacturing 65.1 88 95.5 100.8

- Production and distribution of electricity, gas and water 80.2 98 99.8 102.2

Industrial production volume indices by NACE classes: Industrial production covers mining and quarrying,

electricity, gas and water supply (according to the NACE Classification Sections C,D,E).

INFRASTRUCTURE
1985 | 1990 | 1995 | 1996
in Km per 1000 Km2

Railway network 36.9 | 37.1 | 37.4 | 37.4
Kilometre

Length of motorways | | |
inhabitants

Number of inhabitants per passenger car |12 | 9 | 8 | 7

manufacturing and




AGRICULTURE

1992 1993 1994 1995 1996
Land area by land-use categories in 1000 Hectares
- total 6458.9 |6458.9 | 6458.9 | 6458.9
- agricultural land 2567.8 |2541.6 |2537.8 | 2540.3 | 2541.2
- forest 2829.7 |2839.2 |2869.7 | 2881.2
- arable land 1689.1 |1691.9 |1710.5 |1710.1 | 1712.6
- permanent meadows and pastures 843.4 |825.1 |(803.4 800.5 798.1
Agricultural land by legal status in % of agricultural land
- state enterprise 2.6 2 1.9 1.3
- Cooperatives 64.6 30.8 16.9 11.4
- others 32.8 67.2 81.2 87.3
1992  [1993 [1994 |1995 | 1996
Share of GDP in % of Gross Domestic Product
- Agriculture, hunting, forestry and fishing (Nace A+B) |11.8 |9.5 | 9.9
Previous year = 100
Gross agricultural production volume indices |78 |80 | 94 90
Main crops by area in 1000 Hectares
- Cereals 696.7 |693.6 |486.3 408.4 446.2
- of which: wheat 128.6 169.1 94.6 109.6 149.2
- Potatoes 97 88 80 75 79
- Sugar beet 25 12 12 10 10
- Fodder beet 37 30 26 20 17
Main crops by yield in 100 kg/Hectares
- Cereals 16.4 17.7 18.4 16.9 21.5
- of which: wheat 25.9 20.0 21.1 22.2 24.0
- Potatoes 120.5 145.0 130.0 114.7 137.5
- Sugar beet 186.5 246.3 190.2 263.2 257.8
- Fodder beet 247.0 290.2 262.2 218.5 230.7
1992 1993 1994 1995 1996
Sales or procurement of animal for slaughter in 1000 tons of live weight
- pigs
- cattle
- poultry
Livestock breeding intensity (end of period) heads per 1000 Ha of agricultural land
- cattle 267 217 211 200
- of which: cows 138 123 115 109
- sheep 45 34 28 22
heads per 1000 Ha of arable land
- pigs 285.4 |292.3 323.8 268.6
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