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oA broad but not a deep overview
o Latvia-focused

• Impact
• Economics (and economists…) in trouble
• Disaster averted

• Policy response
• ECB, EU, Latvia

• Future outlook
• Lots of research to be done
• Lingering problems

Outline/idea



Back in the old days…
(February 2020)



• Health crisis
• Supply chain crisis
• Labour market crisis
• Demand crisis
• Oil price crisis
• Stock market crisis
• Currency crisis
• Debt crisis

Then… March 2020



Unemployment rates
2019-I – 2021-IV |   EU27, Latvia, USA



Unemployment rates
2019-I – 2021-IV   |   EU27, Latvia, USA



Illustrations of the problem facing economists



Illustrations of the problem facing economists

Number of observations of our most important 
economic variable to date – GDP growth

Most recent event to act as comparator:
Spanish Flu, 1918 – 1920



Economic growth forecasts for Latvia
2020 – 2023 (February 2020)



IMF forecasts for economic growth in 2020 and 
2021 in Latvia - at four different time period



GDP development, Latvia
1st axis: Number of quarters since Q2 2008

Q2 2008 = 100

15 September 2008



GDP development, Latvia
1st axis: Number of quarters since Q2 2008 and Q4 2019

Q2 2008 = 100 and Q4 2019 = 100



Comparison of Covid-19 and the financial crisis in Latvia
Change in value added (constant prices) 2007 – 2010 and 
2019 – 2020 for selected NACE 2 sectors of the economy



Comparison of Covid-19 and the financial crisis
Change in unemployment rates, percentage points, selected EU countries



Economic growth (decline…), 2020, EU27



2008 – 2010 2020 – 2021
Policy 

response



Increased to 
1,850 bill. EUR



Long-term government bond interest rates, 2017-I – 2021-IV
Latvia can borrow at negative rates







EU27 1st axis: GDP per capita
2nd axis: RRF support as % of GDP



The Latvian government acted fast



Efficiently?
With surgical precision?

Too much/too little?
Country comparisons?

• Benefits
• Loans and guarantees
• Sectoral support
• Taxes
• EU funding related support

Saeima approves one-off childcare
benefit payment

One-off aid to be granted for pensioners
and disabled people in Latvia



How long can a household maintain its standards of living 
if having to rely on its savings? Latvia, 2020

Reworked from https://stat.gov.lv/en/statistics-themes/economy/covid/8247-covid-19-impact-household-savings?themeCode=COVID



GDP trajectory for Latvia (constant prices), 2019 = 100.
Ministry of Finance (pre-crisis forecast). IMF, latest forecast (April 2021)



Latvia: Government budget balance, % of GDP
IMF forecasts October 2019 and April 2021

EU set to extend suspension of budget rules / March 2 2021

Note: No forecasts were made in 2019 for 2025-26



Government debt, % of GDP, 2019 and 2021 (est.)
Selected EU countries



Latvia’s credit rating
NO downgrade during the pandemic



In 2020 the house was in order
• No imbalances in the economy when the pandemic struck
• Swift return to growth possible



• Latvia economically prepared 
- The importance of no imbalances pre-crisis
- The importance of sustainable public finances pre-crisis

• Swift, counter-cyclical policy responses

• Much smaller impact than first envisaged

• Very different from the financial crisis

• Latvia will emerge from this crisis without much lasting harm

• … and can then again focus on the main long-term issue: 

Income convergence

Some conclusions



GDP per capita ratios
Latvian GDP per capita as % of Estonia’s
Latvian GDP per capita as % of Lithuania’s



Latvia: Government budget balance, % of GDP
Issues for future research

Latvia
• Efficiency and timing of support measures
• Use of RRF

• Possible overheating?
• Income convergence and the long run

EU/Eurozone
• Comparisons of programmes
• Accentuated debt problems

• ECB as a hostage of its own policies?
• ECB and financial bubbles



Thank you
for your attention!
Questions and comments
are welcome

Stockholm School of Economics in Riga

Founded 1994


