ENLARGEMENT: THE NEW FACE OF THE EU

Latvia

Latvia-EU Relations

Diplomatic relations between the European Community (EC) and Latvia were established in 1993. The first agreement between them was the Trade and Economic Co-operation Agreement, which entered into force in 1993. 

The next major piece of legislation between the European Union and Latvia is a Europe Agreement. This was signed on 12 June 1995 and entered into force on 1 February 1998. The Agreement incorporates the provisions of the Free Trade Agreement, particularly the establishment of a free trade area for industrial products over a four-year period. In addition, it introduces additional trade provisions and provisions on the movement of workers. 

Latvia presented its application for EU membership on 27 October 1995. Two years later, the European Commission issued its opinion on Latvia's membership application. The European Council at Luxembourg followed the recommendation of the Commission in its Opinion on Latvia's membership application issued in July 1997 that "if the momentum of change is maintained, it should be possible to confirm next year that Latvia meets Copenhagen economic criteria and, before the end of 1999, to propose the opening of negotiations." 

An Accession Partnership with Latvia was adopted in March 1998. The Partnership sets priority areas for reform to help Latvia prepare for accession and was revised in 1999. 

The Latvian government adopted the National Programme for the Adoption of the Acquis (NPAA) on 28 March 1998, reinforcing the main points outlined in the Accession Partnership. 

At the Helsinki European Council meeting at the end of 1999, the EU Member States decided to start accession talks with Latvia in February 2000. Accession negotiations were concluded at the Copenhagen European Council on 13 December 2002. The Accession Treaty with Latvia was signed in April 2003 at the Athens European Council with a view to full EU membership on 1 May 2004. 

Progress of Latvia towards accession

	Year
	The Europea Commission states…

	July 1997
	…that the need for the Government of Latvia to consolidate its new industrial base was even more urgent now that it had ceased to subsidise industry. The most pressing need for the future was to strengthen measures to foster domestic capital formation and foreign direct investment (FDI). Provided that current positive trends continued regarding privatisation, enterprise restructuring and the ability to attract FDI, the Latvian economy should be able to cope with European integration in the medium term.

	November 1998
	…that some progress had been made, but maintained that the industrial policy under preparation needed to be adopted to promote industrial restructuring and competitiveness. Progress had also been made in the field of small and medium-sized enterprises.

	October 1999
	…that Latvia had made progress in implementing key structural reforms and setting up a favourable regulatory and policy framework for business development. Further attention was being paid to enhancing industrial competitiveness.

	November 2000
	…that the Government had mainly concentrated its efforts on foreign investment promotion. Less progress has been made in the privatisation and restructuring of public enterprises.

	November 2001
	… that little progress had been made in the field of industrial policy. The main efforts had focused on investment promotion. Little progress had been made in terms of competitiveness and privatisation and restructuring. The government was involving enterprises more in drawing up industrial policy. 
The "Guidelines for the industrial development of Latvia" - a document covering industrial policy and SMEs - were adopted in March 2001 and should result in a more integrated approach to industrial policy. 
With regard to SMEs, the business environment has been improved and corporation tax will be reduced.


General Evaluation of Enterprise Policy

Overall, Latvia's policy towards industry is in line with the principles of EU industrial policy.

The Russian crisis revealed the difficulties many Latvian enterprises face in re-orienting their trade in order to compete on the global market. As a result of the crisis, Latvia has developed a new approach to industrial policy, which places greater emphasis on analysis of industry. The policy acknowledges that there is a competitiveness gap between Latvia and the EU Member States.

In February 2000, an industrial policy action plan was adopted. It is especially geared to promoting and eliminating obstacles to investments. Attention has focused on the main issues of concern for foreign investors, i.e. the availability of a skilled work force, the fight against corruption, access to long-term finance, border crossing formalities and tax procedures. In March 2000, a strategic document on improving investment projects with significance for the Latvian economy was also adopted. The "Guidelines for the industrial development of Latvia", which cover industrial policy, were adopted in March 2001. These will form the basis of the national programme for the development of SMEs (2002 - 2006). 

Privatisation and restructuring of businesses have made further, but slow, progress. The privatisation process is close to completion in the industrial sector and is continuing in large enterprises in the utilities and infrastructure sector. The rate of progress in restructuring the manufacturing sector varies according to the branches. Sectors such as wood and metal processing continue their development, while food processing and chemicals are lagging behind. 

Access to finance remains one of the biggest obstacles to the development of enterprises. The support bodies could be more effective. The dialogue between associations of undertakings and the government has improved. Latvia has applied to take part in the Third Multiannual Programme for SMEs and has opted to participate in all programme strands open to candidate countries.

Needs to be improved…

· The business support infrastructure must be improved and better coordinated.

· A definition of SMEs, which is in line with Community rules, needs to be adopted.

· The compatibility of the State aid scheme with European legislation needs to be analysed.

