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Introduction - Tasks of EAPN-Latvia

Association “EAPN-Latvia” currently consists of 29 member organizations and 8 associate
members. The aim of this association is to work towards a socially secure Latvia that is free
from poverty and social exclusion, in which the economic, social and cultural rights are
available to all its residents, by operating as a part of the European Anti-Poverty Network.
EAPN-Latvia respects gender equality in all its areas of activity and does not allow any form
of discrimination:

e It promotes and improves the effectiveness of the organizations' activities that
eradicate poverty and social exclusion;

e It raises public awareness of poverty and social exclusion issues;

e It enables people who live in poverty and social exclusion to improve their well-
being;

e |t lobbies the interests of people and organizations that are facing poverty and social
exclusion.



As an anti-poverty organization, EAPN-Latvia monitors poverty processes in society and
develops its recommendations for poverty reduction.

EAPN-Latvia considers as poor those people whose income level is lower than the
subsistence minimum consumption budget (Minimum Expenditure Basket) of the respective
group of population (for example, an employee, a pensioner, a family with children), which
is expressed in terms of the amount of material goods and services that are necessary for
life to ensure the normal restoration of human essential life skills and working capacity.

Currently, such minimum regulatory budgets are not being developed in Latvia and
consequently, social policy is being developed without a clear idea about the needs of
different groups of the population (including the minimum needs) and their level of
satisfaction.

In our Poverty Watch Report we would like to inform about our cooperation with the
Ministry of Welfare of the Republic of Latvia on developing a methodology for the
calculation and use of the GMI (guaranteed minimum income) and improving the pension
system, as well as to address the current issues related to poverty and social exclusion,
improving access to healthcare and the economic recovery from the consequences of
COVID-19 pandemic and its link to poverty reduction.

1. Latvian residents’ assessment of poverty

Along with statistical indicators of poverty, the subjective emotional assessment of poverty
by the country’s residents is also important - that is, how the population itself perceives the
processes that affect poverty. This assessment makes it possible to better identify priority
directions for poverty reduction to help the population. Due to the COVID-19 pandemic, in
2021 the poverty problems in Latvia have further worsened.

EAPN-Latvia experts have conducted a survey of several of the most vulnerable groups of
the population that are at risk of poverty - large families, pensioners, low-paid workers. The
issues to be addressed are reflected in the typical responses of survey respondents about
the impact of COVID-19 pandemic on their quality of life in 2021.

To the question "What has changed in your life during the COVID-19 pandemic?" we
received the following answers:

Many people have lost their jobs and lost their means of subsistence.

They have been negatively affected by the existing restrictions — couldn’t go to
places they wanted to go, attend any events, shopping venues, had fears regarding
using public transport as it was risky due to the COVID-19 pandemic.

Many residents have felt that the time of COVID-19 pandemic is a period of many
meaningless decisions by the State government (when political decisions are
annulled and supplemented all the time).



Contradictory information and some overly emotional opinions in the media have
exacerbated psychological stress for many people.

To the question "What has been the most difficult challenge during the COVID-19
pandemic?" we received the following answer:

It has been difficult to understand the sometimes contradictory position of our
government and parliament on dealing with the pandemic issues.

To the question "What have you missed the most during the COVID-19 pandemic?" we
received the following answers:

People, who have lost their jobs due to the pandemic, were missing an opportunity
to work, as well as the financial means to survive during this period.

Families with children wanted more support - more social protection and more
support from local municipalities during the COVID-19 pandemic.

During distance learning, in large families not all children were able to study at the
same time due to the lack of a personal computer, and also due to the lack of
personal room/space in their home.

To the question "Have you felt depressed about something during the COVID-19
pandemic?" we received the following answers:

Those residents who did not have a job have been worried about their precarious
financial situation and their chances of survival during the pandemic, as the cost of
living has increased.

Some respondents were afraid of the third wave of the COVID-19 pandemic.

To the question "Has your income level decreased during the COVID-19 pandemic?" we
received the following answers:

The decline in income levels was felt by the low-income population, as well as by
those people who had a stable income from work, as the food prices have increased,
the electricity and infrastructure services have also become more expensive during
the pandemic, all of which has significantly reduced the overall family budget.

The prices of goods and services have also increased during the pandemic, which has
made people worried about the upcoming winter; electricity and heating has
become more expensive, the fuel prices have also increased, and as a result people
don’t know how much money they will have left to buy food.



To the question "What were your needs during the COVID-19 pandemic?" we received the
following answer:

All Latvian residents need work with a decent wage, so that they do not have to
think about how to survive on their own, how to provide for their children and
grandchildren and how to help their elderly parents.

To the question "How did you feel during the COVID-19 pandemic?" we received the
following answers:

Most respondents admitted that they have felt uncertainty about their future
financial situation: whether they will have a job, whether it will be possible for them
to pay their bills, pay for medical services or whether it will be possible to help their
parents and children if necessary.

Some respondents have been dealing with mental health problems during the
pandemic.

To the question "What are you planning to do once the pandemic-related restrictions are
lifted?" we received the following answers:

Respondents intend to live like they did before the pandemic started.

Engage in an active change of political power in the country, supporting those who
have a meaningful understanding of meeting the needs of our society.
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EAPN-Latvia's recommendations on helping people experiencing poverty (including large
families) still remain unchanged:

During a COVID-19 pandemic or other emergency the state and local municipalities must
provide a minimum expenditure basket for people experiencing poverty (people who live
below the at-risk-of-poverty threshold), i.e., adequate funds must be paid out for the
purchase of goods and services, or social services must provide people experiencing poverty
with the essential goods and food in accordance with the regulations.

4



2. Cooperation between EAPN-Latvia and the state institutions
regarding poverty reduction issues

During the preparation of the previous Poverty Watch Report in 2020, EAPN-Latvia mostly
cooperated on poverty reduction issues with the Ministry of Welfare of the Republic of
Latvia, to which an assessment and proposals for setting the level of the guaranteed
minimum income (GMI) and improving the pension system were submitted.

a. On setting the level of the GMI

The Constitutional Court of the Republic of Latvia (Satversmes Tiesa) in its judgment of
25 June 2020 on the level of GMI and the amount of the state social security benefit has
stated that "the state has an obligation to regularly assess the adequacy of social assistance
provided to the population in order to guarantee that it corresponds to the social realities
and that the necessary assistance is provided to the people living in poverty”.

The Constitutional Court of the Republic of Latvia concluded that "the legislator has not
decided on the most important issues related to the determination of the GMI level, as it
has not defined exactly for which basic needs the benefit to provide the GMI level should be
paid."

The Constitutional Court of the Republic of Latvia also stated that the amount of financial
aid should be determined by a reasonable and reasoned method: "In this case, the basic
principles of the method for determining the GMI level have not been developed."

Until now, the level of GMI in Latvia has not been determined on the basis of a method
based on the objective of protecting human dignity, redressing social inequalities and
ensuring the sustainable development of our country.

In order to eliminate these discrepancies, the Ministry of Welfare prepared a package of
draft laws on minimum income thresholds, including GMI.

The Ministry of Welfare in a proactive pace in 2021 has set the GMI level at 109 euros - it is
the 20% of the published median income for the reporting year (the most current median
value was based on the household income of 2018, which is 544.41 euros per month; in
2020 they are 583 euros per month per household member), thus improving the GMI
assessment quantitatively but not qualitatively. The Ministry of Welfare has presented such
a calculation of GMI level as an execution of the judgment of the Constitutional Court.

EAPN-Latvia, after evaluating the material prepared by the Ministry of Welfare on the
minimum income thresholds, has made the following recommendations and proposals:

1. The decision of the Ministry of Welfare on why only the 20% of the median income
were taken into account in the calculation of GMI level is not substantiated, as in the
previous calculations of Latvian Ministry of Welfare those were 40%, while in other,
richer European Union (EU) member states 60% of the median income is used to
describe the at-risk-of-poverty rate.



More information:
https://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:At-risk-of-

poverty rate

It is not justified whether such GMI level can ensure a decent standard of living. The
so-called relative method that was proposed by the Ministry of Welfare does not
give such an assessment. However, this can be obtained by the absolute method —
by calculating the minimum regulatory consumption budget. Therefore, it would be
more appropriate to base the calculations of the GMI level on the development of a
regulatory consumption budget.

The relative method is not applicable in poor countries (such as Latvia), where the
income level and the median income is low. If the calculations of GMI level are based
on the relative method, the people experiencing poverty in Latvia will receive much
lower benefits than the poor in another, richer EU countries, which is incompatible
with the principles of decent human consumption.

By applying the regulatory consumption budget calculations, it is possible to follow
and react to the increase in the cost of living in a timely manner and to index the
benefits accordingly so that their real amount does not decrease.

The indexation of benefits should be performed annually, and not once every three
years, as adopted in the Ministry of Welfare project, because the significant changes
in the cost of living can be seen even within a year.

The use of statistical information with a deviation of several years should not be
allowed (for example, currently GMI calculations for 2021 have been made referring
to the 2018 data). In this situation, if the indexation of benefits is performed once
every three years, then by the end of this period this deviation will be 6 years. This
does not ensure that the calculation of benefits corresponds to the real incomes and
consumption situation of the population. These calculations should be based on a
forecast for the expected performance of economic processes or at least on the
report for the previous year.

With these recommendations, EAPN-Latvia wanted to contribute by preparing a reasonable
methodology for calculating the GMI level, which will result in a decent level of income and
consumption, and which should not be lower than the poverty threshold level.

EAPN-Latvia has received a response letter from the Ministry of Welfare to the above-
mentioned recommendations - “On execution of the judgment of the Constitutional Court in
the case regarding the determination of the guaranteed minimum income level” with the
signature of the State Secretary of the Ministry of Welfare.

From the received response letter, the EAPN-Latvia has concluded that:

1) The Ministry of Welfare has not provided a scientific basis for its GMI calculation

procedure. The text of this response letter provides just the following general


https://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:At-risk-of-poverty_rate
https://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:At-risk-of-poverty_rate

explanations: “it was planned like this” (justifying the 20% of the median level);
“other countries have done it this way”; “the use of the relative method is commonly
accepted”; “the conditions and principles for the preparation and storage of data are

determined by the EU";

2) The Ministry of Welfare has not provided any justification that the above-mentioned
EAPN-Latvia recommendations would be incorrect or unreasonable, or that their
application would not improve the methodology for calculating the GMI level and
reduce poverty in our country;

3) The Ministry of Welfare has created the impression that it is not going to change
anything in its GMI level calculation procedure and does not intend to use the
EAPN-Latvia’s reasonable proposals for improving the GMI level calculation.

Additionally, EAPN-Latvia would like to note the fact that the movement of the European
Citizens' Initiative “Introduction of unconditional basic income throughout the EU” in Latvia
also advocates a reasonable minimum subsistence level that guarantees social rights for
everyone.

b. Recommendations for the improvement of the pension system

Having assessed the stability of the Latvian pension system, we have concluded that there
are conditions that reduce its efficiency and sustainability and as a result, this system should
be improved.

Problematic issues related to the Latvian pension system:

1) the amount of pensions in Latvia does not meet the needs of pensioners (especially
those who receive lower pensions), which imposes additional tasks on public
authorities and local government institutions as they have to ensure the livelihood of
these pensioners;

2) due to unemployment and low-paid jobs, many people run the risk of receiving
inadequate pensions (insufficient amount of a pension) in the future;

3) due to demographic processes (the ageing population) and emigration (in search for
the better paid jobs), the ratio between workers and pensioners is worsening, which
increases the strain on the creation and use of pension resources;

4) due to inactive economic development and job creation policies, the tax base is
slowly broadening, which leads to a risk of increasing tax rates.

In Latvia, there has been a proposal from the Ministry of Welfare: by allocating resources to
the pensions, to change the percentage distribution between the first and second pension
pillar in favour of the first pension pillar, practically reducing the second pension pillar
(personalized pensions) to a minimum. EAPN-Latvia believes that this would solve the
problem regarding the provision of pensions in the short-term period, but it would create
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even bigger problems in the long-term period. The Latvian Pensioners' Federation and a
number of experts also have opposed this recommendation of the Ministry of Welfare.

In order to try to eliminate a significant discrepancy between the amount of the received
pension and the subsistence amount of resources, the Ministry of Welfare has made a
guantitative increase in the minimum pension. The state minimum old-age pension base for
2021 has been set at 136 euros. It should be noted that according to the expert's
assessment, the average pension last year - in 2020 was 365 euros per month, or 44% of the
average net salary in the country. (The newspaper “Latvijas Avize”, December 1, 2020.)

Unfortunately, this approach does not address the current and future critical situation of
Latvian pensioners; therefore EAPN-Latvia has expressed its opinions on the topic. We
believe that the entire Latvian pension system needs to be reviewed (instead of making
separate quantitative changes in the amount of the minimum pension).

/\/
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EAPN-Latvia has summarized the proposals of its member organizations for the
improvement of the pension system in Latvia and has submitted the following
recommendations to the Ministry of Welfare:

1. It is necessary to develop and annually update (also in terms of prices) the
pensioner's subsistence minimum consumption budget. In recent years, such a
consumption budget has not been developed in Latvia, and thus it can be concluded
that decisions on pension policies have been made without the specific awareness of
the pensioners’ needs and the ways to satisfy these needs. Therefore, there is an
urgent need to develop a consumption budget that will describe the amount of
material goods and services that can meet the needs of every pensioner at least at a
minimum level. Such a minimum consumption budget will also justify an adequate
amount of the minimum pension, because a smaller amount will not provide a
minimum consumption level for the pensioner. Such a budget will also serve as a
criterion for assessing the distribution of pensioners into groups according to the
amount of the pension they receive, by doing so determining what percentage is
below the pensioner's subsistence minimum level.



2. The pensioners’ cost of living index must be calculated regularly and the pensions
must be indexed accordingly. As a result of rising prices and tariffs, the amount of
resources necessary for life increases and the actual amount of the received pension
decreases accordingly. Calculations of the pensioner's consumption budget would
allow to determine this increase in the cost of living directly for the pensioner, not
just calculate the overall increase per average population.

3. Not only some part of the pension should be indexed (as it has been done so far),
but the full amount of the calculated pension. Pensioners don’t have the opportunity
to further increase their income level, thus compensating for the increase in the cost
of living (a significant proportion of pensioners are practically unable to work due to
their old age or health condition). As a result of this, if the full amount of the pension
is not indexed, its real value will continuously decrease and there will be an
unjustifiable deterioration of the situation of all the pensioners in Latvia.

4. The focus should be shifted from the 1st and 2nd pillar of the pension system to the
3rd pillar - expansion of the private pension funds. This would directly link the
amount of money paid into these private pension funds with this person's future
pension.

5. Citizens need to be educated about their responsibility to create their mandatory
and voluntary pension savings by further developing accumulative insurance and
deposit funds, while also ensuring that these payments are being properly indexed
so that their real value does not fall. Information must be available regarding the
amount of the required pension savings, which will ensure a decent old-age pension;
the time, salary and other conditions required to accumulate this amount of the
pension savings, thus promoting sufficient contributions to the pension fund.

6. It is necessary to arrange the preparation of statistical information on pensioners'
income and consumption in a timely manner. Currently used practice provides
2-3-year-old information, which leads to making inappropriate decisions regarding
pension policy. It is necessary to build on and provide up-to-date information - a
forecast of the expected performance or at least information from the report for the
previous year.

The Ministry of Welfare has examined the EAPN-Latvia’s proposals and in its response letter
has informed us about the existing pension system and the methodology for calculating the
amount of the pension. The main arguments in support of the existing methodology were:
“it has been accepted this way”; “it has already been decided”; “other countries do it this
way, too”. However, the response letter from the Ministry of Welfare did not say anything
about whether and how the EAPN-Latvia's recommendations could be used to improve the

existing pension system.

EAPN-Latvia believes that the whole pension system should be reviewed, rather than
making individual quantitative changes to the minimum pension.



EAPN-Latvia believes that it is necessary to continue our cooperation with the Ministry of
Welfare — to continue developing recommendations, and by doing so to achieve mutual
understanding of tackling poverty issues. It is important to assess what kind of contribution
the proposals submitted by the EAPN-Latvia could make to the reduction of poverty among
pensioners and what would be the conditions for their implementation.

3. Access to the health care system

The operation of the Latvian health care system during the period considered was
subordinated to the fight against COVID-19. This significantly limited the availability of both
outpatient and inpatient (residential) health care services.

Although at the same time Latvian Ministry of Health continued to implement the changes
in the health care system that had begun in the last few years, the main focus, as well as the
funding, was towards increasing the salaries of medical staff. On the one hand, it has had a
positive effect on the availability of health care services, because doctors and nurses have
been better motivated and deterred from leaving their jobs or going to work in some other
country. On the other hand, without allocating sufficient resources to the new medical
technologies, the purchase of medicines, outpatient and other services, the access to health
care services cannot be significantly improved. Vulnerable groups of population are
particularly at risk due to insufficient funding for health care.

For a long time, health care financing in Latvia has been one of the lowest among the
European Union member states. Although the total health care budget is increasing every
year, the share of medical expenses that people are forced to pay out of their own pocket
remains very high. For example, in 2018 the share of the health care sector budget in the
gross domestic product was slightly over 3%, while overall health expenditures accounted
for around 6%, which means that this difference was covered by other means (mainly by
residents themselves). Since then, this proportion has not changed significantly.

High level of co-payments in the health care sector creates social inequality and poverty
risks and needs to be significantly reduced. There are still several chronic diseases in Latvia
(such as heart failure, diabetes, asthma and pulmonary diseases), for which the
reimbursement of medications for its treatment has not been restored to its previous level
since the economic crisis of 2008 and now amounts to just 75% or even 50% of its price.
According to the EAPN-Latvia experts’ assessment, many senior citizens and pensioners
spend up to 30% of their monthly income on medicines.

The European Commission (EC) has repeatedly pointed out to Latvia that the level of patient
co-payments is too high and that the health care system must operate efficiently —
adequate financial and human resources must be invested in this system. Healthcare must
also become more accessible - both physically (for example, in the regions of Latvia) and
financially (the cost of medical services must be set in accordance with society's
capabilities). These EC recommendations haven’t been implemented in Latvia yet.
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The 2019 data from the Organization for Economic Co-operation and Development (OECD)
show that in Latvia there is a high level of unmet medical needs - 6% of the country's
population has not met their medical examination or treatment needs due to high costs,
long distances or waiting time to get them met. This is three times higher than the EU
average level. In turn, the share of such people with unmet medical needs in the low-income
part of Latvian population is 13%. The failure (or inability) to meet these needs is mainly
related to the unavailability of outpatient services, long waiting time to get an appointment
with the specialist, as well as the high cost of medicines, as a result, many people do not
receive timely and effective medical treatment and are hospitalized when their diseases get
worse. Timely treatment and access to medicines would not only improve public health
outcomes and indicators, but would also help to significantly reduce the costs of treating
patients in hospitals, thus freeing up funds in the healthcare budget to be allocated for
other purposes.

The Ministry of Health has pointed out that in the 2022 budget more than 700 million euros
are needed additionally for various health care needs. In the light of past experience, it is
unlikely that such large funds will be found, therefore, these problems will need to be
addressed gradually.

During the reporting period, EAPN-Latvia has actively participated in improving the
availability of healthcare in Latvia, offering its solutions to reduce the amount of co-
payments from the patients. EAPN-Latvia organized several expert meetings, as a result of
which the proposals have been prepared on how to increase the amount of medication
reimbursement for patients (especially for socially vulnerable groups of the population).
These proposals have been submitted to the responsible committee of the Parliament of
the Republic of Latvia and to the Ministry of Health. The experts involved by the EAPN-Latvia
pointed out that health care is one of the fundamental human rights, and its availability
must not depend on the person’s social status - the principle of justice must be applied to
the access to health care services. It is also necessary to ensure affordability of health care
services so that people do not suffer financial difficulties after using the health care services.
This follows from Principle Nr. 16 of the European Pillar of Social Rights (EPSR), which states
that everyone has the right to timely access to quality preventive and medical (curative)
care at an affordable price.

EAPN-Latvia’s recommendations on how to improve access to the health care system:

1. Inthe 2022 health care budget more funding should be provided for the introduction
of effective medical technologies to ensure timely treatment, thus also reducing
health care budget expenditures created by delayed treatment and hospitalization.

2. From 2022 the availability of medicines should be improved by setting a “ceiling” for
patient co-payments for the annual period - the amount of money above which the

patient co-payments will be covered from the state budget.

3. From 2022 the level of medication reimbursement should be increased to at least
90% for all diagnoses for patients over 65 years of age.

11



4. Latvian economy and the poverty reduction
Dynamics of the Latvian economy.

Enhancing welfare of the population and reducing poverty are directly linked to the
economic development of the country - the growth of gross domestic product (GDP). The
higher the production volume, the higher the gross domestic product and the higher the
efficiency of production, the more resources will be directed to increasing prosperity.
However, as the gross domestic product declines during the crisis, it exacerbates the
poverty issue. The economic crisis caused by the COVID-19 pandemic has significantly
affected the Latvian economy, causing a decline in the GDP.

Overall, it is estimated that in 2020 Latvian GDP has decreased by 3.5% (according to other
assessments, this decrease may be even bigger).

According to experts, in 2021 Latvian GDP growth could be 2.8 - 3.3%, which depends on the
situation (market forces) in the external market and on overcoming the negative economic
impact of the COVID-19 pandemic.

Public debt continues to increase — this is the money that the state borrows (when it cannot
cover its loans with budget revenues) in order to help entrepreneurs and residents (who
have completely or partially lost the opportunity to work) survive this crisis and maintain
their operational potential. This situation should be assessed both positively and negatively.
On the positive side, support has been provided to those in a crisis situation, thus reducing
poverty and social inequality. The negative thing is — they will have to return this money, so
this has increased the already large debt burden of the Latvian population.

That being said, in 2019 public debt in Latvia reached 11.2 billion euros or 36.9% of GDP.
Public debt continues to increase and will reach 17 billion euros or 50% of GDP in 2021.

The funds borrowed by the State are intended for partial compensations. Entrepreneurs and
employees, who had suffered losses as a result of limited employment opportunities, were
able to seek help and receive partial compensations from the State. In 2021 a lump-sum
benefit was paid to families with children in the amount of 500 euros for each child and
another lump-sum benefit to old-age and disability pensioners in the amount of 200 euros
to each pensioner. These can be seen as real positive support measures in a crisis situation.

The impact of inflation on the economy and the welfare of the population in Latvia is seen
as a negative factor. In the early stages of the COVID-19 pandemic in 2020, inflation level
was still low due to decreasing household incomes and the demand level, as well as the
limited activity of enterprises that provide different services to the population. However,
this did not increase welfare, because the population did not have the means to buy more
goods.

In 2021 the Latvian market has adapted to the new, exceptional conditions and has revived:
retail trade turnover and the prices also have increased. Inflation levels have increased
throughout Europe.
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For example, in July 2021 in the European Union (EU) inflation level on average has
increased by 2.2%, in Latvia - by 2.8%, in Estonia - by 4.9%, and in Lithuania - by 4.3%.

During the last year in Latvia, the groups of goods and services with the most rapid rise in
prices were as follows:

transport: + 7.8% (the fuel prices have also increased by 17.8%);

housing: + 4.1%;

housing equipment: + 2.6%;

clothing and footwear: + 2.8%.

In the recent months we have seen an even more rapid rise in inflation in Latvia:
in April: + 1.7%;

in May: + 2.6%;

inJune: + 2.7%

inJuly: + 2.8% (there was a rapid rise in food prices this month).

The further rise in inflation in Latvia will also be largely determined by the rise in oil prices,
which has already caused a 40% increase in fuel prices, as well as in heat and electricity
tariffs in household bills.

Therefore, EAPN-Latvia is concerned about the ability of low-income families to pay for the
essential services, bills, etc. EAPN-Latvia believes that the government needs to pay
increased attention to changes in the prices and tariffs of utilities and daily essential goods,
to assess whether these changes are justified, how they will affect the situation of people
experiencing poverty and what timely assistance they may need.

Latvian residents’ income level and consumption.

One negative factor we have experienced in Latvia is the further depopulation, which is
caused by demographic processes (negative birth rate to death rate ratio) and socio-
economic processes (high unemployment rate - according to experts, it is around 8%; low
wages, the burden of poverty, reduced availability of social infrastructure services).

In the last twenty years, Latvian population has decreased by 460 thousand (almost a fifth of
population), and at the beginning of 2021 Latvia had a population of 1.89 million people.
The decline in Latvian population is still continuing (although at a slower pace), which means
that the government needs to pay more attention to the factors that are causing the
population decline and to mitigate their effects.

Among the EU countries, in 2020 Latvia is characterized by one of the lowest income level
indicators. Latvia has the second lowest minimum wage in the EU - 430 euros per month
(even lower minimum wage is only in Bulgaria); fourth lowest household income (even

lower household income is only in Hungary, Croatia and Bulgaria).

By 2021, a minimum salary of 500 euros per month has been set.
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According to a study by Latvian Central Statistical Bureau, in 2020 63.9% of all households
had more or less difficulties to cover all their expenses, including 27.2% of the households
that had real problems with covering their expenses.

The dynamics of the retail trade volume, which has shifted from a decline at the beginning
of 2021 to an increase, indicates a certain economic recovery in Latvia.

Latvia is also characterized by a high poverty and social exclusion indicator (the Gini
coefficient in Latvia is higher than the EU average) and by the relatively low support level for
people in a crisis situation or those who live in material deprivation (in Latvian state budget,
the section on social protection has a smaller share than the EU average, without even
comparing the absolute figures). This does not show Latvia as a socially responsible country.

European Recovery Fund resources.

One positive factor is the establishment of the European Recovery Fund, which is intended
to support economic stabilization and development, measures to reduce poverty and to
address the negative consequences of the COVID-19 pandemic in each EU Member State. In
Latvia, it is planned to attract funds from the EU Recovery Fund in the amount of 1.82 billion
euros, which relatively accounts for 7% of GDP. In the use of these resources in Latvia, the
emphasis is on the projects that will ensure the green and digital transformation of the
economy, social inclusion and the reduction of inequalities (including regional inequalities).

The largest share in the use of these resources is intended for the achievement of climate
goals - 37%, for digital administration - 20%; for the reduction of inequalities - 20%; for
economic transformation and productivity reforms - 11%; for health care - 10% and for
strengthening the rule of law - 2%. As can be seen, along with the strengthening of the
economy, it is also planned to allocate funds for the reduction of inequalities by improving
the health and education system, as well as the access to state and municipal services.

According to the EAPN-Latvia, such attraction of resources is seen as a positive factor,
although the distribution of their use is not satisfactory. Only 20% of all resources are
earmarked for reducing inequalities, and even these 20% are basically aimed at reducing
regional disparities.
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EAPN-Latvia believes that each project (in all directions of implementation) should be
accompanied by indicators on its contribution to tackling poverty and inequality issues of
the population.

EAPN-Latvia also believes that we should be able to closely monitor the progress of project
implementation, the compliance with the expected project results and the return-on-
investment indicators, which will ensure the reduction of poverty and inequality of the
population.

& \ -

Final recommendations

1. According to the EAPN-Latvia, Latvian government is working hard to reduce
poverty, but unfortunately these measures are insufficient, inconsistent and
contradictory. There is a need for greater operational coordination and a systemic
approach focused on the achievement of specific objectives.

2. Current social policy in Latvia is shaped without a clear idea of what consumption
should be like to meet the needs of the population at a minimum level (including by
social groups). There is also no justification for what the minimum wage, pension,
benefits and other social payments should be like. Such information is usually
provided by the regulatory subsistence minimum consumption budget, which has
not been calculated in Latvia since 2014. Currently, the subsistence minimum basket
that is being developed by the Ministry of Welfare is prepared according to the
relative method, by linking the percentage of consumption to the average values,
but as a result it does not provide a justification for the subsistence minimum.

3. EAPN-Latvia believes that the pension system should be reviewed because the
current pension system creates a risk that future pensioners will receive a pension
that is insufficient for the pensioner's subsistence minimum level.

4. EAPN-Latvia advocates the complex improvement of the health care system, which
would ensure a more efficient use of the health care sector’s infrastructure and of
the existing resources.
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5. EAPN-Latvia advocates the use of all available funds for the eradication of poverty
and inequality, including the European Recovery Fund resources. In our opinion,
currently too few resources are earmarked for reducing inequalities (20% of the
amount of the Latvian Recovery Fund plan) and the emphasis is mostly placed on
reducing territorial inequalities (but not so much on reducing social inequalities).

This Poverty Watch Report was prepared by:

EAPN-Latvia European Social Policy Working Group,
under the supervision of Andris Burtnieks, an NGO expert and Doctor of Economics

Riga, August 30", 2021.
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