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Latvia's long-term economic strategy (approved by Cabinet in
2001) has put forward as the main State economic and
political goal, an increase in the level of prosperity of the
population already in the near future and achievement of the
average productivity indicators of the states of the EU. Taking
into account limited natural resources, small economic
capacity and small market volume, as well as unfavourable
demographic conditions, the most realistic direction of
economic development is the intensive utilisation of
knowledge and high technology, re-industrialisation of
manufacturing (the renewal of manufacturing on the basis of
modern technologies) and ensuring a favourable environment
for development, as well as the establishment of an efficient
and competitive industrial sector structure. In order for
Latvia's economy to preserve competitiveness this process
must be sustainable, which will be ensured by:

- support for the development of science-intensive and
innovative sectors, in which there is a comparatively small
consumption of natural and energy resources and with this
also pollution caused;

- the promotion of the implementation of quality and envi-
ronmental management systems in industrial enterprises.

At this time the share of technology products in the total
output of industrial production is about 3-4% and does not
exceed 6% in the export structure, but in developed states of
the world this is about 20-30%. In order to ensure the
development of this sector and the creation of value added,
special attention is being paid to the establishment of a
favourable environment for innovations, the promotion of co-
operation between manufacturing and the research sector. A
national innovation programme and its action plan has been
prepared and submitted to the Cabinet, which provides for
the conduct of a number of measures to support innovation,
and to continue the provision of support for the establishment
and development of innovative enterprises clusters.

The most important projects in relation to the sustainable
development of manufacturing are associated with cleaner
technologies and the implementation of management
systems in industrial enterprises. Since 1996, 28 Latvian
enterprises have gained the ISO 14 001 environmental
management certificates. For their part, since 1995 more than
200 Latvian enterprises have gained ISO 9001 quality
management certificates.

Notwithstanding the increase in the last year, the share of
manufacturing in the Gross National Product has remained
stable within 15% limits (Fig. 20.1.1). However, the total
share of the sector indicators are significantly influenced by
unfavourable changes in prices for manufacturing.

The volume of output of the processing industries in 2001
exceeded by 9.5% the level of the previous year. Growth in
the period from 1995 to 2001 was somewhat significant - on
average 5.7% annually. However, the years of rapid growth
(1997 and 2001) intertwine with years of downward trends
(1999) and moderate growth. In this period the fluctuations
in growth were influenced mainly by changes in external
demand.

Growth has occurred in nearly all sectors of manufacturing,
and the growth in most cases is based upon a growth in
exports. Internal demand has also grown, which is mainly
associated with the growth in the volume of construction -
internal demand for construction materials, various building
structures has increased.
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20.1. Value added of the manufacturing sector
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Characterisation of the Manufacturing sector

The largest manufacturing sector is the food industry, which
creates 1/3 of the value added of manufacturing.
Approximately ¾ of the output of the sector is consumed in
the local market and the rest is exported, mainly to Russia,
Lithuania and Estonia.

The second largest sector is wood processing, which
comprises nearly 1/5 of the value added of manufacturing.
This is the sector the largest growth since the regaining of
independence. Wood processing output in this period has
increased approximately three times. The share exported is
71%.

Metal processing and machinery sector comprises 1/5 of the
value added of manufacturing. The sector is stable, which is

a basis for its continued growth. With the development of
construction, the demand for ready-made metal goods is
growing.

The electronics and electrical equipment sector is increasing
its volume of output and export, acquiring high technology
products and the newest technologies, co-operating with
foreign partners and becoming involved in international
projects. The sector has possibilities for growth by finding
stable foreign co-operation partners and becoming involved
in technology transfer projects.

In light industry only 7% of output produced remains in
Latvia. The majority of the output of the sector (78%) is
exported to European Union states. 

The chemical industry in Latvia has stable traditions, highly

Growth in the sector has been achieved at the same time as
reducing the number of employed in the sector by 16% (Fig.
20.2.1). A rapid increase in productivity can be observed,
which comprises 3.7 thousand LVL per employed person per
year or by 66% more than in 1995. However, as is indicated
by Eurostat data, productivity is one of the lowest among EU
candidate-states (Statistics in Focus, Eurostat, Theme 2-
17/2001).

20.2. Manufacturing sector number of employees and labour productivity

Manufacturing has decoupled the growth of the sector from
the consumption of energy and water (Fig. 20.3.1).
Manufacturing consumes about 19% of primary energy
resources; moreover, in the last six years the consumption of
energy resources has decreased by 4%. 

The total volume of emissions of greenhouse gases (GHG)
created by industrial processes remains within 1-2 per cent
limits (Fig. 8.1.3). On the other hand, the share of industry
reaches 12% taking into account the consumption of the
heating fuel in processing industry and construction sectors.
Emissions of non-methane volatile organic compounds
(NMVOC) (in industrial processes and fuel combustion)
comprise 8% of the total volume (Fig. 10.1.5). Most
emissions of NMVOC's are created by road asphalting works
and in the fermenting processes of the food industry. On the
other hand, from 1997 together with the growth in the
volume of construction, the amount of imported lacquers
and paints has increased.

During the last four years the consumption of industrial water
has decreased by 22% and comprises about 18% of the total
consumption in the State. The introduction of water
consumption metering has promoted water conservation

measures in industrial enterprises. In food production
processes nitrogen and phosphorus pollution is created,
which can cause eutrophication in water bodies.

The load on the environment caused by industrial enterprises
is regulated with the assistance of integrated pollution
permits. 

20.3. Manufacturing sector eco-efficiency
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qualified specialists, and a long history of production of a
wide range of products both for final and intermediary
consumption. There is also a good base for chemical
research. The share of the chemical industry in the total
manufacturing value added comprises 5.6%. The share of
export is 68%. The main export markets of chemical industry
products are Russia, Lithuania and Estonia. In order to be
competitive in western markets, the sector needs vast
modernisation and restructuring.

In 2001 manufacturing received almost ¼ more investment
than in the previous year. The most substantial growth of
investment was in the construction materials and chemical
industries. There was a high level of investments also in the
food industry, wood processing, printing and chemical
industries.

The greatest number (62%) of industries is concentrated in
Rîga and Rîga region. Attraction of capital to more distant
districts is delayed because of poorly developed
infrastructure and the lack of a qualified workforce. In
characterising Latvian enterprises by size, similarly to
elsewhere in the world, small and middle-sized enterprises
comprise 99% of the total number of economically active
enterprises, employing more than 70% of the total workforce
and forming about 65% of the value added of the sector. The
majority of them are wholesale and retail trade enterprises.

Latvia has established good possibilities for the development
of enterprises clusters in the fields of information systems,
wood industry, compound materials and engineering. State
support for the development of clusters is mainly associated
with the co-ordination of cluster activities, implementation
of important projects, as well as international marketing and
support for public relations campaigns. One of the most
important tasks is to identify and rectify deficiencies in the
entrepreneurial activity environment.
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