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1.Ievads

Sis zinojums ir izstradats projekta ,Atbalsts strukturdlo reformu ievie$anai valsta parvaldé”
(identifikacijas Nr. 1DP/1.5.1.1.1./10/IPIA/CFLA/004/002) 3.1. aktivitates ,Valsts
konkurétspéjas novértéjums” ietvaros veikta iepirkuma ,Valsts konkuréetspéjas novértéjuma un
ilgtspejiga valsts konkurétspéjas uzraudzibas modela izstrade” (iepirkuma identifikacijas Nr:
MK VK 2010/9 ESF ietvaros un ir treSais nodevums, ka minéts Tehniskaja Specifikacija (TS):
Novertéjuma un rekomendaciju zinojums ,Latvijas konkurétspéjas novértéSanas modela
ievieSanas un uzlaboSanas zinojuma sagatavoSanas procesa vértéjums un starptautisks
salidzinoSs kvalitates izvertéjums” ar sagatavotiem priekSlikumiem par identificétajam
problémam, kuras janovers, lai nodroSinatu novéertéSanas procesa ilgtspéju (TS: 3.3.3.1).
Zinojums sastav no divam dalam: pirma dala ietver secindjumu kopsavilkumu, kas izklastiti
divos recenzentu zinojumos par Latvijas Konkurétsp€jas zinojumu anglu valodas versija. Viens
recenzents bija Frank Barry no Biznesa skolas, Trisvienibas koledZzas Dublina (School of
Business, Trinity College Dublin), savukart otru recenziju sagatavoja Maya Jolles-Henriksson no
Eiropas Komisijas, ekonomiskas analizes un novértéSanas nodalas (Economic Analysis and
Evaluation Unit (B4), Enterprise Directorate, European Commission). Parakstiti recenzentu
atzinumi ir atrodami $1 zinojuma pielikuma. Zinojuma otraja dala visparigi aprakstits seminars
ar ekspertiem - Martinu Kazaku (Swedbank), Andreju Jakobsonu (LDDK) un David Moore
(SVF), kas notika 22. marta SSE Riga telpas. TikSanas tika organizéta ar mérki aplikot Latvijas
Konkureétspéjas zinojuma 2011 (LKZ 2011) izmantoto metodologiju un uzklausit ieteikumus, ka
uzlabot zinojumu nakotné. Papildus uzdevums tikSanas darba kartiba bija parrunat pasu
novertéjuma veikSanas procesu, pieméram, tikSanas un konsultacijas ar ieinteresétajam pusém
un to lomu zinojuma sagatavoSanas procesa, ka ari uzklausit ieteikumus, kada veida Sis process
varetu tikt uzlabots.

2. Galvenie recenzentu komentari

Recenzenti uzsvéra zinojuma plaso darbibas vérienu apvienojuma ar ta spéju koncentréties uz
bitiskam jomam, ka aril spéju identificét prioritaras jomas un ar tam saistitus pasakumus.
Tamde] recenzenti uzskata zinojumu par loti bitisku elementu politikas veidosanas procesa.
Tika ipasi uzsverts, ka Latvijas Konkurétsp€jas zinojuma spéks slépjas ta spéja skaidri noteikt
prioritates. Turklat $i prioritaSu noteikSana ir saskana ar Eiropas Savienibas pieeju, kur ir
akcenteéts, ka ir jakoncentréjas uz daZiem, bet ]Joti svarigiem un neatrisinatiem jautajumiem,
nevis javeido gars pasakumu saraksts.

Produktivitates pieeja konkurétspéjas definicija tika labi novértéta un uzskatita par loti
nozimigu.

Turklat, no metodologijas viedokla zinojuma pieeja ir uzskatita par efektivu, jo darba tiek
izmantotas atbilstosas analizes metodes, pamatotas ar atsaucém uz biitiskiem akadémiskajiem
pétljumiem un starptautiskiem zinojumiem. Citiem vardiem sakot, izvéléta metodologija tiek
augstu noveértéta un fakts, ka td apvieno datus no plasSiem avotiem un ietver jaunakos
akademiskos rezultatus, tiek uzskatits par zinojuma ipaSi spécigu aspektu. Tomér, ja Sads
zinojums taps atkartoti, lai nodrosinatu analitiskas pieejas konsekvenci, blutu vélams sikak
paskaidrot izvéléto metodologiju prioritasu noteikSanas procesa.



Abi recenzenti atziméja datu nozimigumu noveértéjuma - vini augsti novertéja to, ka ir izmantoti
dazada veida dati no atSkirigiem avotiem. Tomeér, tika izvirzits jautajums par izmantoto datu
kvalitati un uzticamibu. Kaut ar1 tika atzits, ka ta varetu tikt uzskatita par visparéju, nevis
konkréti par Latvijas Konkurétspéjas zinojuma problému, tika ieteikts veltit ipasu uzmanibu
datu kvalitatei un uzticamibai.

Lai gan ilgtspéjiba ir minéta zinojuma, recenzenti uzskatija, ka $o tému bitu bijis jaapskata
riupigak. llgtspéjibas jautajumi, tostarp vide, ir aptverti vairakas zinojuma dalas, tomeér bitu bijis
velams veikt dzilaku ilgtspéjibas jautajumu izpéti, jo ipasSi tamdeél, ka ilgtsp€jiba ir viens no
pieciem Eiropas 2020 pamatmérkiem.

Kopuma recenzenti bija apmierinati ar izvélétajam prioritatém, lai gan velétos redzet dzilaku
izpéti par daziem aspektiem, pieméram, muZzizglitibu un klasteriem.

Sis pieejas gala rezultats ir zinojums, kas piedava ,izcilu informacijas kopsavilkumu par Latvijas
ekonomiku” un tadejadi ir uzskatams par loti vertigu. Tiks uzsvérts, ka ir loti svarigi, lai
zinojums tiktu izplatits ne tikai Latvija, bet ar1 arzemes.

Recenzenti izteica viedokli, ka pasreizéjam Latvijas Konkurétspéjas zinojumam butu jabut
pirmajam zinojumam, kam talak sekotu turpmakie zinojumi. Viens no recenzentiem pievéersas
jautdjumam par zinojuma cikliskumu un uzskaitija tris dazadas iesp€jas:

- Zinojums iznak reizi gada un katru gadu tiek apskatiti vieni un tie pasi jautajumi;

- Zinojums iznak katru otro gadu un koncentréjas uz nelielu skaitu jautajumu, kas
atspogulo prioritaras jomas;

- Zinojums, kur dala struktiiras paliek nemainiga gadu no gada, savukart otra zinojuma
dala ietver dazus padzilinatus pétijumus.

Neatkarigi no izveleta zinojuma veida tika uzsverts, ka tam buitu jatop arpus valsts iestadém, lai
taja paustais viedoklis tiktu uzskatits par neatkarigu. Turklat, lai atvieglotu salidzinajumu ar
citam valstim, laika gaita bitu jaidentificé viena valstu grupa un jaizmanto ta visos turpmakajos
zinojumos. Recenzenti ieteica arl tematiskas jomas priekS turpmakajiem padzilinatajiem
pétijumiem, pieméram, darba tirgus, énu ekonomika un ilgtspéjiba.

3. Seminars ar ekspertiem: Metodologija - diskusija un ieteikumi

Diskusija aptvéra sekojoSus jautajumus: sakotnéja konkurétspéjas zinojuma kopéjie sasniegumi
un nepilnibas; jomas, kur varétu tikt veikti uzlabojumi turpmakajos zinojumos; zinojuma
gatavo$anas procesa novertéjums.

Sakotneéjais LKZ

Pastavéja vienpratiba, ka kopuma zinojumam ir laba struktiira un izpéte ir veikta kvalitativi.
Ipasi tika diskutéts par sekojo$iem aspektiem:

e Zinojuma izmantota sapratiga pieeja, méginot pieturéties pie neliela skaita prioritasu un
koncentreéjoties tieSi uz tam.



e Par sapratigu tika uzskatita ar1 pieeja mudinat politikas veidotajus veikt paSiem savus
secindjumus, balstoties uz datiem, nevis siki noteikt detalizétas politikas darbibas.
Tomer tika atziméts, ka viena vai divas vietas zinojums neievéro So principu.

e Dalibniekiem patika zinojuma plasa diskusija par konkurétspéju un konkurétspé€jas
jédzieniem.

o Tika diskutéts par uzsvaru zinojuma. Pieméram, izskanéja viedoklis, ka zinojuma
parlieku akcentéta énu ekonomika (lai gan visi dalibnieki vienojas, ka 81 probléma ir
jarisina) un kopuma ir nepietiekami uzsverti tiesiskuma jautajumi (kur énu ekonomiku
var uzskatit par vienu no sastavdalam).

o Notika diskusija par priekSlikumu zinojuma, ka Latvijai vajadzétu lagt “ievérojamu
tehnisko palidzibu” Valsts ienémumu dienesta (VID) darbibai kadai no Skandinavijas
valstim. Dalibnieki So uzskatija par 1pasi jitigu jautdjumu, nemot véra nesenos
priekSlikumus attieciba uz Griekijas publisko fiskalo kontroli. Tika ari noradits, ka
daudzi likuma izpildes aspekti ir arpus VID Kkontroles. Jo 1pasi, ja kads tiek saukts pie
atbildibas, ir nepiecieSama kompetenta tiesu sistéma, neatkarigi no ta, kurs vada VID.

e Pozitivi tika novertets tas, ka zinojuma ieklauts punkts par darba tirgu un darba tirgus
likumdoS$anu. LikumdoSana ir stingra uz papira, bet ne vienmeér tas ta ir prakse. Tade]
rodas jautajums: kas notiks, ja cina ar énu ekonomiku izdosies? Tas norada uz to, ka ir
japarskata Latvijas darba tirgu likumdoSana, lai darba tirgus saglabatos elastigs, ja/kad
likumdos$ana Klis efektivaka.

e Visi dalibnieki piekrita tam, ka zinojums uzlabo izpratni par Latvijas ekonomiku.
Pieméram, dalibnieks no SVF zinojumu vértéja ka loti noderigu gan priek$ SVF, gan
Latvijas iestadém un uzskatija, ka zinojums tiks izmantots vinu eso$aja un turpmakaja
savstarpéja dialoga.

Iespéjamie uzlabojumi turpmakajos zinojumos
Tematiskas jomas, kur varétu veikt uzlabojumus turpmakajos zinojumos ir sekojosas:

o Tiesiskums: tiesiska reguléjuma efektivitates raditaji un ipaSuma tiesibu raditaji esosaja
zinojuma tika uzskatiti par probléemu ne vien tadel, ka tas ir svarigi viet€jiem
uznémumiem, bet arl potencidlajiem arvalstu investoriem. Kaut arl zinojuma tiek
apgalvots, ka pilniga analize par tiesiskumu Latvija ir arpus sakotnéja zinojuma
meérkiem, $1 joma tika atzita par vaji izpétitu un ta varétu tikt dzilak pétita turpmakajos
zinojumos. SI joma nakotné varétu tikt apskatita arl kiddid no padzilinatajiem
pétijjumiem.

e Labi raditaji transporta un logistikas nozareés ir jainterpreté piesardzigi. Pieméram, $aja
zinojuma netiek apskatitas problémas, kas pastav Latvijas ostas, lai gan Sis jautajums ir
politiski jutigs, $1ir joma, kas biitu plasak jaapskata turpmakajos zinojumos, iespéjams,
visparéju valdibas jautdjumu un/vai valsts uznémumu lomas Latvija ietvaros. Tika
atzimets, ka saskana ar péd€jo sapraSanas memorandu ar ES!, Latvijas valdiba ir
apnémusies parskatit valsts parvaldes jautajumus valsts uznémumos.

1 Papildu saprasanas memorands (Piektais papildindjums saprasanas memoranda) starp Eiropas
Savienibu un Latvijas Republiku(21.12.2011)



o Tika minéts, ka paSreizéja zinojuma nav apskatits publiskais iepirkums, un to varétu
apskatit ka tematisku jomu turpmakajos zinojumos.

o Nebija spécigi izteikta viedokla par zinojuma cikliskumu, tomér lielakoties viedoklis bija,
ka zinojuma tapSanas starplaika (tris gadi) bitu javeic datu atjauninaSana un
padzilinati jaapskata konkreti tematiskie jautajumi.

o Tika atziméts, ka zinojumam ir, jaturpina biit neatkarigam, un lai saglabatu ta
uzticamibu, ir svarigi to turpinat veidot arpus valsts struktiiras.

Procesa novertejums

Diskusija par zinojuma tapSanas procesu tika uzsveérts viens galvenais secinajums: visi
dalibnieki bija vienispratis, ka procesa agrinaja stadija notika parak daudzas tiksanas ar
ieinteresétajas pusém. TikSanas var€ja notikt retak un biit labak strukturétas. Tatad tikSanos
skaits ir jasamazina, jo tika atzits, ka dazi pasakumi bija ar nelielu pievienoto veértibu, ka ari to
saturs médza atkartoties.

4. Secinajumi
Galvenie secinajumi no recenzijam un diskusijas ar ekspertiem ir sekojosi:

e Ir vélams, lai pasreizéja projekta ietvaros veiktais konkurétspéjas noveértéjums tiktu
atkartots ari turpmak un kliitu par regularu monitoringa iezimi Latvijas tautsaimnieciba.

o Konkurétspéjas zinojuma biitu jaieklauj padzilinati pétijumi par jomam, kas ir butiskas
Latvijas konkurétspéjas ietvaros.

e Ir butiski, ka gan monitorings, gan novértéjums tiek veikti neatkarigi, tamdél zinojumam
biitu jatop arpus valsts struktiras.

e Biitu jasaglaba tas, ka zinojums ir dokuments, kas informé politikas veidotajus, nevis
detalizéti izstrada politiku. Politikas veidoSana ir nozaru ministriju un ministru
kompetence.

e Zinojums ir svarigs ne tikai prieks Latvijas sabiedribas un politikas veidotajiem, bet ari
plasakai auditorijai arzemes. Tamdél zinojumam ir jaiznak ari anglu valoda.

e Turpmakajiem zinojumiem bltu jatrupina pétit jaunas pieejas un pielietot jaunas
metodes konkurétspéjas noveértésana.

e Pat ja zinojums neiznaks katru gadu, butu javeic regulari pasakumi (vienu vai divas
reizes gada), lai sekotu un apspriestu jautajumus, kas attiecas uz Latvijas konkurétspéju.

e Lai gan tikSanas ar ieinteresétajam pusém bija nozimigas zinojuma tapSanas procesa, to
skaitam nevajadzétu biit parmeérigam.



5. Rekomendacijas par nepiecieSamajiem pasakumiem, lai nodrosinatu
konkurétspéjas novertésanas procesa ilgtspéju.

Recenzentu, seminaru dalibnieku un daudzu citu cilvéku, kas bija iesaistiti LKZ novértésana,
viedokli apstiprina, ka butu vélams attistit pastavigu un ilgtspéjigu konkurétspéjas
noveértéSanas procesu Latvija. Turpinajuma uzskaititi pasakumi, kas nepiecieSami 81 procesa
nodroSinasanai:

1. Irjabut politiskai gribai izveidot pastavigu konkurétspéjas monitoringa un novértésanas
procesu. Svarigi, lai tas tiktu istenots neatkariga institiita arpus valdibas.

2. Tam jasniedz atbalsts, pieskirot finanséjumu no valsts vai privata sektora - vélams no
abiem - lai nodroSinatu procesa darbibu uz vismaz piecu gadu ciklu, ka tas ir ierosinats
zinojuma ‘Novertéjuma un rekomendaciju zinojums par Latvijas konkurétspéjas
uzraudzibas institucionalo modeli’. Adekvats un stabils finanséjums ir nepiecieSams, lai
nodrosSinatu ilgtspéjibu.

3. Konkurétspéjas noveértéSanas procesa biitu jaizveido ieintereséto pusu darba grupa, lai
parraudzitu ilgtspéjiga novertéSanas procesa izveidi. Darba grupa butu jaieklauj
pétnieki, valdibas parstavji, uznémeéjdarbibas parstavji un socialie partneri. Biitu vélams
papildus ieklaut arvalstu parstavjus.

4. Darba grupa sagatavotu ieteikumus, kuru institucionalo modeli pienemt.

5. Ja tiek nolemts izveidot pilnigi jaunu konkurétspé€jas instititu, darba grupai biutu
javienojas par ta statusu, pieméram, SIA vai nodibinajums. Darba grupa ari noteiktu
vadoS$o personalu, kas virzitu jautdjumu par jauna institita izveidi.

6. Ja izvele ir izstradat konkurétspéjas institiitu jau eso$a akadémiska institiicija, darba
grupa ar institiciju apspriestu jautajumus, ka jaunais institits butu ieklaujams
institiicija un ka tas stradas.

7. Neatkarigi no ta, kurs institucionalais modelis tiks pienemts, biis jaizveido laika grafiks
turpmakai konkurétspéjas novértéSanai. Lidz ar grafiku ir janodroSina stabils
finansejums, lai So laika grafiku izpilditu.

8. Bis jaidentifice un janoligst pétnieki, to starp arvalstu eksperti. NepiecieSama
kvalifikacija ir uzskaitita zinojuma ‘Institucionalas kapacitates paaugstinasana’ b. dala -
Kapacitates ilgtspéjas nodrosinasana.

Konkurétspéjas noveértésanas procesa ilgtermina ilgtspéja ir atkariga no spéjas piegadat labu
produktu, kas ir noderigs un interesants gan sabiedribai, gan uznéméjiem un valdibai. Ta
prasibas ir izklastitas zinojuma ‘Institucionalas kapacitates paaugstinasana’ b dala - Kapacitates
ilgtspéjas nodrosinasana. Ipas$i svarigi ir uzturét pétniecibas personala kritisko masu, kuri ir
aktivi iesaistiti lietiSkas ekonomikas pétniecibas kopiena Eiropa un paréja pasaulé.
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OVERVIEW ]I/H’(

1. The purpose of the review is very topical. Its comprehensive rigorous approach and
the prioritization make it very relevant for policy making. It offers not only a
diagnosis, but also concrete suggestions on how to go forward. Its contribution is
considerable as it is the only recent substantial and overreaching work on Latvia’s
competitiveness.

Comments on the Latvian Competitiveness report

2. The framework is very broad and takes into account the recent policy
developments, i.e. the ‘beyond GDP’ debate. It is a pity that the third pillar of the
Stiglitz-Sen-Fitoussi report, i.e. ‘sustainable development and environment’, is set
aside. A framework including sustainable development issues would make the LCR
more complete. Or else, a complete additional report on sustainability/environmental
issues could be developed. The environmental and sustainability issues are dismissed
too swiftly as if they were of lower importance.

3. As a conclusion, it is obvious that the report is very valuable. The exercise should
be reproduced. Which format could be followed in the future? Three suggestions are
offered.

GENERAL COMMENTS

1. Concerning the rigorous approach, the LCR is a balanced mix of new analysis, of
references to recent academic research and to recent international reports. Thanks to
the four different authors, the report benefits from different sources of expertise. A
considerable amount of indicators available in already existing reports have been
processed and interpreted. This synthesis effort brings a lot not only to decision
makers in Latvia but also to external readers (outside Latvia) who are able to grasp in
one report in English an overview of the current competitiveness performance.

Competitiveness is understood in the LCR from a broad perspective and not from a
narrow approach (focusing exclusively on productivity, ULC, REER). The interest of
the Chancellery for this theme is very topical. The term has recently been at the centre
of political discussions. The intergovernmental mechanism ‘Euro-plus-Pact’ was first
called ‘competitiveness pact’. Indeed, in the first German-French proposal of a
competitiveness pact in early 2011, the denomination ‘competitiveness’ covered a
large area of measures ranging from wage indexation to tax harmonization.

The LCR is the strongest in its country-specific perspective. For example, it provides
extensive explanations on the underdevelopment of Latvia’s financial markets.
Another example is the in-depth insight into the legal aspects of innovation in Latvia.

In the prioritization effort, the LCR is in line with the EU approach that favours a
focus on a few outstanding issues rather than on a laundry list of measures. But taking
into account the richness of the report, a possibility could be to identify as well the
‘low hanging fruits’. What immediate measures could have a fast impact? What are
the ‘easy’ measures that could be implemented without delay? These small sets of
more accessible priorities may also be easier to achieve within a political cycle.



The framework is very clear and transparent. This clarity will certainly facilitate the
ownership of the report. Nonetheless, the technique to prioritize could be explained a
bit more, especially if the report is to be reproduced in the future. This would ensure
consistency across time. This would also make the choice even more credible. Some
could debate the selection of informality and education. Informality is very difficult to
estimate and education could be seen from a larger angle, i.e skills.

2. The competitiveness topic is closely linked to the problematic of allocating rare
resources. Therefore, it is questionable why the constraints, or even the opportunities',
relative to sustainability/environment would not deserve more attention. Box 4 refers
to the ‘Stiglitz-Sen-Fitoussi’ report in order to set aside sustainability issues. One of
the five headline targets® of the Europe 2020 indicators gets overlooked. In practice,
the sustainability/environment issues are not completely ignored but skimmed over.
The position of Latvia in the Yale environment Performance index is indicated.
Latvia is ‘perceived as environmentally clean’. Some energy issues have been picked
up. And finally Latvia is being mentioned as one of the most ‘regulated country in the
sample of CEE and Nordic nations’ as far as environmental regulations and regulatory
standards are concerned.

3. It is essential that such report is done externally in order to get an independent point
of view. The comparison with a selection of countries is very relevant. And similarly
a comparison across time would bring evidence of potential progress. Ideally, as
mentioned earlier the sustainability/environmental issues would be researched as well
(separately or in addition.).

But how often should the review be completed? As the issues are structural, a yearly
or biennial format would be more appropriate. Three formats are possible. A yearly
publication that deals with the same questions every year is sometimes available in
other EU countries®. A biennial publication that only focuses on a few issues is
followed in the OECD economic surveys'. The topics change according to the
priorities. They are not called ‘competitiveness reports’ but the content is very much
centred on competitiveness issues. Finally, mixed reviews, with a skeleton structure
that does not change and a few in-depth issues that vary could be the optimal option.
Such a formula would benefit from the comparability across time and from thorough
ad hoc pieces of analysis.

DETAILED COMMENTS

1. Executive summary

" The high share of renewable is typically an opportunity that is neglected.

2 The third headline target ‘Climate change / energy’ has three sub-target by 2020: greenhouse gas
emissions 20% (or even 30%, if the conditions are right) lower than 1990, 20% of energy from
renewable, 20% increase in energy efficiency

> A possible example is the yearly Slovenian Development report:
http://www.umar.gov.si/fileadmin/user_upload/publikacije/pr/2011/A_POR_2011.pdf

* http://www.oecd.org/document/15/0,3746,en_2649_34111_34627763 1 _1_1_1,00.html



While there are numbers of assessment sections, no executive summary is available
yet, is it intentional? There are many interest findings that would deserve to be
highlighted upfront.

2. Productivity based approach of competitiveness (Section 1.2 Definition of
competitiveness)

In the case of Latvia, it would be worth mentioning demography as an additional
reason why productivity matters. Despite the current favourable demographic
structure, the demographic pressure is to increase’. In short, Latvia needs to produce
more with fewer people.

3. Data sources (Section 1.8 Data sources and the choice of comparator countries)

The report relies on hard and synthetic data. Another shortcoming of certain data is
that they are sometimes composite indicators. If the composite indicators are not
analyzed carefully, the policy conclusions may be wrong. The Joint Research Center
of the EU has produced many publications that analyze the limits of composite
indicators®.

For instance, in the case of the summary innovation index, Figure 3.23: Summary
Innovation Index’, it is documented that the robustness of this composited indicator
was analyzed’. In the case of ‘Table 4.1: Rankings in selected indicators of
institutional quality, 2010°, I do not know whether the robustness of the composite
indicators has been tested.

4. Latvia’s growth rate and living standards by 2035 (Section 2.1.1 Income per capita)

Latvia would reach an EU-27 living standard level by 2035. Is there a paper giving
more background on those estimates? Latvia experienced a 3.3% growth rate in 1995
to 2010. Why would Latvia’s growth rate resume to 3.3% on average? Is this the 2011
average EU level that will be reached in 2035? Or is it the EU average in 2035 (when
there should be more than 27 member states...)?

5. Productivity per sector (Section 2.2.1 Productivity)

“If decompose productivity per worker by sector, then in manufacturing, Latvia’s
most important tradable sector, in 2010 this was 45% of the EU average (up from
41% in 2009) and out of EU countries ahead only of Bulgaria.”: What is the source of
this estimate? If it is Eurostat, the Eurostat data on productivity are to be interpreted
with extreme caution. What Eurostat calls ‘apparent labour productivity’ is not a
reliable measure of productivity as the exchange rate used to compare the value added
across countries is not the most adequate. Ideally, a ppp at sectoral level should be
used, but Eurostat does not develop such an exchange rate.

6. Foreign trade (Section 3.1.1 Foreign trade)

5 “The beneficial demographic situation has already started to turn and will increasingly deteriorate,
with the natural change in population structure exacerbated by emigration.” LCR

® http://composite-indicators.jrc.ec.europa.eu/

7 Page 21, http://composite-indicators.jrc.ec.europa.ew/Document/IUS_2010_Methodology_report.pdf



The ‘Figure 3.1: Comparison of the international trade of the Baltic states and CEE
countries’ is difficult to read and could maybe be split in at least two figures.

7. Entrepreneurship and innovation (Section 3.2 Entrepreneurship and innovation)

The introduction of ‘3.2 Entrepreneurship and innovation’ seems to brief. The
reference to the growth theory literature could be developed.

In Box 6, the link between financing, innovation and internationalization of small
firms is analyzed. The literature so far identifies a relationship and not a causal link
between internationalization and innovation. Box 6 confirms the difficulty to identify
causalities. There is not clear evidence that more innovative firms are exporting or
that firms that export are more innovative. An interesting recent EU publication on the
topic is ‘Internationalisation of European SMEs’®.

The countries of comparison have been wisely selected. Nonetheless, country samples
could vary according to the topic. For instance, at EU level, R&D and innovation in
Estonia is not diagnosed as exemplar. The LCR takes it as a reference while it is not
an innovation leader. In the field of R&D and innovation, a recent EU review
benchmarked countries of similar size’ rather than by geographical proximity.

8. Macroeconomic policy (Section 4.2 Macroeconomic policy)

With regards to the Latvian fiscal discipline law that is currently before parliament,
one may refer to the recent EU developments such as:

- the Fiscal compact, an intergovernmental treaty was finalised on 30 January 2012;

- the new Treaty on Stability, Coordination and Governance was signed on 2 March.

9. Financial market underdevelopment (Section 4.3.2 Financial markets)

‘Increasing the development of Latvia’s capital markets to the level of Estonia’s is
expected to add approximately 1.8 percentage points to the annual growth rate of real
GDP per capita.’” The extrapolations seem more like a back-of-the-envelope
calculations. One could mention whether this estimate is rather rough or not.

10. The Role of State-owned companies (Section 4.6.2 Role of government on
domestic markets)

The paragraph 4.6.2 is a bit short. What about the quality of governance of those
companies. The topic seems very interesting, but is hardly developed.

11. Protection of property rights (Section 4.6.3 Administrative efficiency)

‘In the area of the protection of property rights, the government plans to prepare
amendments to the Commerce Law by September 2011.°: Has it happened already?

8 http://ec.europa.eu/enterprise/policies/sme/market-
access/files/internationalisation_of european _smes_final en.pdf
9

http://www.eraprism.eu/documents/Del%203.1%20and%203.2%20Report%200n%20Indicators%20Fi
nal%20Version%20Part%202.pd



12, Population comparisons (Section 4.7 Population: the demographic challenge)

‘Population will continue to shrink in all of Europe with exception of the
Scandinavian countries — Sweden, Finland and Denmark (Figure 4.20).”: population
will not shrink in all Europe. In the sample of countries chosen, only the Scandinavian
ones see their population increase. There are other EU member States, outside the
sample chosen, where population will keep on growing.

13. Clusters (Section 4.8.4 Cluster presence)

The literature on cluster is very rich. Among the most interesting recent academic
research on the impact of clusters, I would recommend the following book that
assesses the impact of government intervention: ‘The Economics of Clusters: Lessons
from the French Experience (Studies of Policy Reform)’ by Gilles Duranton, Philippe
Martin, Thierry Mayer and Florian Mayneris.

14. Education as a priority (Section 6.4.2 Action to improve the quality of the
education system)

Why not add life-long learning to the recommendation on education and re-title the
priority as a ‘skill priority’? The LCR makes good use of the microdata from the LFS
survey, see Figure 4.13 (Participation in Life-Long Learning (as a % of 25-64 year-
olds), selected EU countries, 2004 and 2010). The LCR shows how low the Latvian
life-long learning is in comparison with peer countries. It has even decreased over
time. Life-long learning, if well implemented, can contribute in a short to medium
term to decreasing unemployment.

MICRO-EDITS

I made small modifications in track changes in the report itself. I am not a native
speaker, therefore the changes are minimal. The version I had did not have any
appendix, though they are mentioned in the text. The word State is sometimes
capitalized in 'Baltic State's and sometimes not. I did not correct it.
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| have now read the latest version of the Competitiveness Report. These comments
compare the current draft with the version dated October 2011, on which I commented at
the seminar held in Riga later that month.

My main conclusion on the earlier draft applies here also, with even greater force. The
report represents an excellent compendium of information on the Latvian economy and the
wrapping up of the material into the three issues identified at the end (the size of the
informal sector, the extent of inequality in society, and the small size of the manufacturing
sector) works well. The present report is much more polished and more clearly identifies
the tasks to be tackled.

I will begin with some brief comments (and occasional minor queries) that follow the
order in which the material is presented in the report.

e The labour market analysis leading up to the assessment in Section 2.2.3 is very
useful.

e The picture of export performance and export market diversification is complex and
variegated - low share of total trade to GDP; increased diversification; export
growth over the recovery concentrated in established/traditional industries - so the
overall picture is neither fully positive nor negative. It will be worth keeping an eye
on these developments into the future. One question that might warrant an
explanatory footnote concerns transit shipments from Russia, Belarus, and other CIS
countries; are these counted as Latvian exports?

e The product space analysis in Box 5 is interesting. The conclusion suggests that
“economic policies may have contributed to promoting a positive transformation”.
For future work, a comparative analysis of the three neighbouring Baltic states
might be useful, in order to identify the most appropriate policy interventions.

e Is Figure 3.10 (GFCF per inhabitant) PPP adjusted? A case can be made that it
should be.

e Section 3.1.3 on FDI: the earlier material on export performance suggests that
Latvia might lag behind in terms of “global production sharing”. Hence the type of
FDI - whether export oriented or home-market-oriented - matters. The sectoral
analysis in Table 3.2. suggests that much of it is home-market-oriented, as
recognised in the Assessment (though unfortunately, the segment “real estate and



business activities” is likely to contain a mix of both types). For future reports, a
comparison with Estonia and Lithuania might be helpful in this regard, and, as
suggested in my previous comments, it would be useful if the Latvian authorities
were to attempt to compile their own more detailed information on the activities of
the FDI sector in the country.

* Query re Figure 3.30: the text states that “in the peak recessionary year of 2009 the
ULC-based REER fell by 8.5% but this was insufficient to regain all of the previously
lost competitiveness.” The chart appears to show that all of the previously lost
competitiveness was in fact regained. Similarly for PPP-based REER. Perhaps | am
misreading the charts, in which case further explanation in the text might usefully
be provided.

* Discussion of the shadow economy: If Latvia has a large shadow economy relative
to its neighbours, presumably this implies that its recorded GDP is underestimated
relative to theirs. If this is so, it might usefully be mentioned earlier in the report
when GDP per head is being discussed.

e The discussion of institutional quality (including the discussion of the conduct of
macro policy) is much improved on the previous version.

* Discussion of the wage bargaining system (section 4.3.1) leaves me wondering how
precisely wage and productivity developments became so decoupled over the boom.
The answer is presumably that productivity is low (or productivity growth is slow)
in construction, which grew as a share of the economy.

* The relationship between the minimum wage and the incentive for employers to
pay ‘envelope wages’ complicates matters and might be worthy of further research
in the future.

e The discussion concerning the underdevelopment of Latvia’s financial markets is
interesting in drawing together the earlier material on tax evasion, analysis of
problems with the legal system, with the quality of regulation etc.

* “The target for improvements in administrative efficiency should be tangible
efficiency gains rather than international rankings.” An excellent point!

* On the need for institutional reform: “In short, the institutional framework of policy-
making represents a priority in its own right and should be seen more or less as a
prerequisite for successfully addressing the concrete thematic policy priority areas
that are identified and discussed in the following sections.” I am happy to see this
highlighted here.

I now briefly review the main points made in my previous report.



Narrative: Much greater use has now been made of the other Baltic economies as comparators.

Institutional Capacity: This has now been addressed in numerous places throughout the report.

Longer-Term Implications of Institutional Capacity: This has now been tied in with the

discussion of the shadow economy, as is appropriate.

Analysis of Exports and Export Performance: I pointed out that there are various useful ways of
characterizing export performance: e.g. by degree of demand-dynamism; specialization factor;
technological level; price-quality structure etc. These options might be explored when future
reports are being considered.

Foreign Direct Investment: I made the point that countries are typically interested in the jobs,
linkages, wages, tax payments and exports of foreign subsidiaries, and the Latvian authorities
might consider attempting to record more precisely — as many other countries do — the data
relating to these activities.

Costs of Exporting and Competition Policy: Some progress has been made along both of these
dimensions.

Definitions of competiveness: Discussion in the present draft is much more illuminating.

Overall, the present draft is significantly improved. Some of the very minor points raised
above could be easily addressed. Some of the other points, it is hoped, might provide food
for thought when future Competitiveness Reports come to be considered.
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