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[ 4 ] A Nation in Transition
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It is not the strongest or the most intelligent who will survive,
but those who can best manage change.

In the evolving landscape of global investment, Latvia is at an important
turning point, and this wisdom by Charles Darwin resonates profoundly
as we explore the findings of the Latvian Foreign Direct Investment (FDI)
Sentiment Report.

The Baltic region, including Latvia, has historically been a magnet for
foreign investors, drawn by its strategic location, educated workforce,

Balancing challenges and opportunities

Latvia is navigating a complex landscape marked by political instability
and economic risks. Yet, the country’'s commitment to enhancing its
digital infrastructure and encouraging innovation provides promising
outlook. Approximately 66% of companies plan to establish or expand
operations in Latvia over the next year, underscoring a resilient
investment sentiment despite thechallenges.

As we move forward, it is imperative for Latvia to leverage its strengths
and address its challenges proactively. By enhancing political stability,
reducing economic risks, and fostering a favorable investment climate,
Latvia can not only attract but also retain valuable foreign investment.

The journey ahead requires adaptability, collaboration,
and a steadfast commitment to innovation and
sustainability.

This report offers a comprehensive overview of the
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current FDI sentiment in Latvia, providing valuable
insights for stakeholders. As we navigate these
transformative times, the collective efforts of businesses
and government will be crucial in shaping a prosperous
future for Latvia.
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Executive summary

Challenges such as political instability, high financing costs,
and geopolitical tensions have contributed to an 11% decline
in investment sentiment. However, the outlook is positive, with
66% of companies planning to establish or expand operations
in Latvia over the next year, driven by opportunities in digital
transformation and sustainability.

D

To maintain Latvia's appeal to foreign investors,
policymakers must consider the current factors that
influence investment decisions ...

In 2023, Latvia saw a decline in new FDI projects, dropping from
321in 2022 to 22 in 2023, with job creation falling from 2662 to
1265. Despite this, Latvia remains competitive within the Baltic
region in jobs created per capita.

Key sectors include business services, logistics, and R&D,
reflecting a strateqgic shift towards diversification and innovation.

Total number of projects in the Baltics

28 22 8

in Lithuania

FDI projects by size of population in the EU
Estonia Latvia Lithuania
6. #8 #10. — o ey oA
o e o Lthuania (IS Geopoiticaltension/conicts |
FDI projects
| 38%

Addresses sustainability issues I 42%
Adapt to the regulatory environment [N 36%

in Estonia
I  30%

in Latvia )
Access skills

©2)

... and mitigate more fundamental challenges. In the
next three years, investors perceive the main risks for
the Baltic countries' attractiveness to be:

Latvia

Jobs created FDI projects
(per 1M of (per 1M of
population) population)

(per 1M of

population) High inflation

Estonia
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Latvia's commitment to digital transformation and sustainability is a beacon of
hope amidst global economic uncertainties. By leveraging our strengths in high-tech
industries and a skilled workforce, we can navigate these challenges and secure a
prosperous future for Latvia.

Guntars Krols

EY Baltics Strategy
and Transactions
Leader

Investment could rebound, but a recovery is not guaranteed

Latvia has experienced notable fluctuations in its
investment attractiveness over the past few years.
According to the EY Baltic Attractiveness Survey, the
percentage of executives who considered Latvia an
attractive investment destination was 66% in 2022,
peaked at 75% in 2023, and then returned to 66% in
2024. Looking forward, only 44% of investors believe that
Latvia's attractiveness will improve over the next three
years, reflecting a significant level of uncertainty.

Compared to its Baltic neighbors, Latvia's performance is
mixed. Estonia has shown more stable, albeit moderate
improvements. Half of the investors still have a positive
outlook on Estonia's future attractiveness. Meanwhile,
Lithuania has displayed a steady upward trajectory, with
attractiveness increasing year by year. Notably, 72% of
investors expect Lithuania's attractiveness to continue
improving, indicating strong confidence in its economic
management and investor relations.

Does your company have plans to establish or expand operations in 2023?

84%
79%
75%
72% 73% 72%
69% g
65% 66% e8%
, 60%
59% 57%
51% 52%
0
48% 46%

40% 39% 40%

Latvia has seen it's investment attractiveness fluctuate

66% 5% 66%

440/ think Latvia's attractivness will increase during the
0 next three years.

ey.com/attractiveness

% of companies that have plans to establish or expand
operations in the Baltics over the next year

Estonia Latvia Lithuania

Europe Belgium Cyprus France Greece Ireland Italy Luxembourg Portugal Romania

(Non FS)

Baltics
(total)

Estonia

3o 34% 32%
28% 30%
A
26% 25% 25%
21%
I I I ]
UK

Latvia

Lithuania

In comparison, Europe as a whole has seen a more
pronounced positive trend. In 2022, 53% of surveyed
executives planned to establish or expand projects in
Europe. This figure increased to 67% in 2023 and further

to 72% in 2024. Additionally, 75% of executives expect conditions.

Europe's attractiveness to improve in the next three
years. This optimism is attributed to pent-up demand
for project execution following years of low investment,
coupled with expectations of stabilizing economic
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Kevy Factors ﬁr'F DI
Potential in Latvia
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Pent-up demand

Similar to the broader European trend, Latvia could see a rebound in investment due to pent-up
demand. Investors who deferred projects amid political instability and economic uncertainties may be
poised to resume their plans as conditions stabilize.

Economic stabilization

Latvia's economic environment, marked by fluctuating inflation rates and geopolitical tensions, needs
stabilization. Efforts to reduce economic risks and promote a stable political climate can significantly
restore investor confidence and attract renewed investments.

Digital Transformation and Sustainability

Latvia's emphasis on digital infrastructure and sustainability aligns with global investment trends. It
is crucial to address sustainability issues by promoting sustainable practices. The country's strong
performance in CleanTech and sustainability, recognized by 62% of investors, positions it well to
attract investments in these forward-looking sectors.

Sectoral Diversification

Latvia's strategic focus on sectors such as business services, logistics, and R&D reflects a
commitment to economic diversification. This approach can create a more resilient economy and
provide varied opportunities for foreign investors.

Government initiatives

Proactive government policies to enhance the business environment, the benefits from tax
conditions, acknowledged investors as an important factor, further enhance Latvia's attractiveness.
Latvia needs to ensure that its regulatory frameworks support business growth while balancing
compliance and innovation. This coupled with investments in infrastructure and education, will
further solidify Latvia's position as a favorable destination for FDI.
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TOP Risks ranking

While Latvia has significant potential for attracting foreign
direct investment (FDI), several challenges must be addressed
to fully realize this potential:

POIiticaI insta bility Political instability poses the greatest risk to

investment attractiveness. According to the survey,
in the Baltics 48% of respondents identified political instability,
including upcoming elections, populism, and
polarization, as a primary concern. This instability
creates an uncertain investment environment,

potentially deterring new investments and affecting
long-term economic planning.

ngh interest rates & High interest rates and tightening financial conditions

are highlighted by 30% of investors as significant risks.
t|g htening financial These factors increase the cost of financing for new
- projects, making it more challenging for businesses to
Cond|t|0ns secure the necessary capital for investment. The impact
of high interest rates can be particularly severe in periods
of economic uncertainty, further complicating efforts to
attract FDI.

High levels of public debt and their impact on taxes are

ngh Ievels Of also a major concern, noted by 30% of respondents.

H Investors worry that high public debt could lead to
pUbIIC debt increased taxes or changes in tax policy, which could

affect the profitability of their investments. Managing
public debt effectively and ensuring a stable tax
environment are crucial for maintaining investor
confidence.
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Other highly ranked s 0/ Geopolitical : 0/ Climate & environ- : 0/ \Volatile energy
challenges and risks 28 /0 tension : 28 /0 mental disasters : 28 /0 prices
r -
g G By addressing challenges highlighted by investors — addition, leveraging its strengths will be key to enhancing
- particularly political instability, financial conditions, and Latvia's position as a competitive destination for global
| requlatory burdens—Latvia can improve its investment investors.
- . climate and attract more foreign direct investments. In
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Roadmap for securing
future investments

Where should Latvia concentrate its efforts in order to
maintain its competitive position in the global economy?

Support small and medium-sized enterprises 50%
Support hi-tech industries and innovation (CleanTech, technology, healthcare, etc.) 48%
Relax competition rules 24%
Support struggling industries 22%
Facilitate access to credit 20%
Reduce public debt 20%
Reduce taxation 18%
Allow regulation to keep pace with technological and other disruptions 18%
Invest in major infrastructure and urban projects 14%
Improve social and health care systems 10%
Encourage environmental policies and attitudes 10%
Develop education and skills and facilitate access to talent 10%
Develop competitive energy solutions and sourcing 8%
Protect supply chains and industrial sovereignty 8%
Control inflation 8%
Other (please specify) 0%
None of the above 0%
Can't say

Support small and medium-sized enterprises

SMEs are the backbone of Latvia's economy, driving innovation and employment. Supporting these enterprises is
essential for creating a robust and sustainable economic environment. According to the survey, 50% of investors
believe that focusing on SMEs should be a priority. This can be achieved by reducing bureaucracy, improving
~access to capital, and facilitating digital transformation. Ensuring the growth and sustainability of SMEs will
. bolster economic resilience and attract further/investments.

Support hi-tech industries and innovation

Promoting high-tech industries and innovation is pivotal for long-term economic growth and competitiveness.
Latvia's strengths in CleanTech, technology, and healthcare provide a solid foundation for attracting investments
in-these areas. With 48% of investors emphasizing the importance of high-tech sectors, Latvia should enhance
support for these industries through favorable policies, tax incentives, and investment in digital infrastructure.

Relax competition rules

Relaxing competition rules can create a more dynamic business environment, encouraging innovation and growth.
About 24% of investors identified this as a key area for improvement. By simplifying requlations and reducing
barriers to entry, Latvia can foster a more competitive market that attracts diverse investments.

supporting small and medium-sized enterprises (SMEs),
promoting high-tech industries and innovation, and
addressing financial and regulatory challenges.

To maintain and enhance its competitive position in the
global economy, Latvia must concentrate on several key
areas identified by investors as crucial for attracting and
securing foreign direct investments. These areas include
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Strengths to leverage

Investors have identified several strengths that make Latvia an attractive investment destination:

2%
8%

R&D and innovation

Skills and availability of workforce

Latvia's highly skilled workforce is a major draw for investors. The availability of a talented labor pool, particularly
in digital and technological fields, is crucial for attracting high-tech and innovative investments. Ensuring continued
development and accessibility of skilled workers will be key to maintaining Latvia's competitive edge.

Latvia's commitment to research and development and fostering innovation stands out as a significant strength.
With 18% of investors highlighting this factor, Latvia's focus on R&D capabilities positions it as an attractive desti-
nation for cutting-edge industries. Continued investment in innovation infrastructure will further enhance its appeal.

Reliability and coverage of infrastructure

The reliability and extensive coverage of Latvia's infrastructure, including transport, telecommunications,
and energy, are highly valued by investors. Effective infrastructure supports smooth business operations and
logistics, making Latvia a favorable location for investment.

. Which factors are the most important when choosing
Latvia

a country to invest in?

Skills and availability of the workforce

R&D and innovation

Reliability and coverage of infrastructure

Cost of energy

Liquidity of financial markets and availability of capital
Tax environment

Labor and other input costs

Quality of life, diversity and culture

Level of technology adoption

The agility and pragmatism of local authorities
Strength of the domestic market

Legal and regulatory environment (e.g., laws for Al, sustainability, etc.)
Policy approach to climate change and sustainability
Stability of the political and requlatory regime

Weight of national stimulus packages and their impact
Other

By focusing on these strategic areas, Latvia can
enhance its attractiveness as an investment destination.
Leveraging its strengths in workforce skills, R&D,

and infrastructure will further bolster its competitive
position. Strategic initiatives aimed at improving the

ey.com/attractiveness

22%
18%
12%
8%
6%
6%
6%
6%
4%
4%
2%
2%
2%
2%
0%
0%

business environment, simplifying regulations, and
promoting high-tech industries and innovation will create
a conducive environment for sustained economic growth
and investment.

Leveraging sustainability

Latvia stands out as an attractive destination for
sustainability-focused investments, particularly due

to its strong ecosystem of innovative CleanTech and
sustainability businesses, which 62% of investors consider
better than other regions. The country's commitment to

Compared with other regions, how does Latvia perform with
regard to the following sustainability-related factors?

Ecosystem of innovative CleanTech and
sustainability businesses

Percentage of renewables in the power supply

Workforce, skills and competencies needed to
facilitate sustainability projects

Domestic appetite for locally-produced
sustainable products

Potential to decarbonize our supply chain

Sustainability reporting requirements (CSRD)

Consumer attitudes toward sustainability

Funding to finance sustainability projects

Regulation that supports sustainable business

However, challenges remain, especially in securing
funding for sustainability initiatives and improving
consumer attitudes towards sustainability.

Latvia should focus on further enhancing its FDI
attractiveness through sustainability by addressing and

L1
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renewable energy is also notable, with 58% of investors
recognizing Latvia's superior percentage of renewables in
the power supply. Additionally, Latvia excels in workforce
skills and competencies needed for sustainability
projects, further enhancing its appeal.

54% 32% 14%

52% 26% 22%

50% 34% 16%

48% 32% 20%

46% 36% 18%

42% 44% 14%

40% 36% 24%

40% 44% 16%

34% 48% 18%

maintaining a balance between environmental regulations
and business needs, Latvia can solidify its position as a
leading destination for sustainable investments, driving
both economic growth and environmental sustainability.

Latvia poised for tech investment surge with
skilled workforce and strong startup ecosystem

Latvia is becoming a significant player in the technology
sector, making it an attractive destination for foreign
direct investment. The country boasts a highly skilled
workforce, with 62% of investors acknowledging Latvia's
superior availability of technological skills, including
scientists, engineers, and data analysts. Additionally,
Latvia has a vibrant network of technology startups

and research institutions, which 52% of investors view

favorably. This strong ecosystem is supported by a robust
availability of venture capital and other financing options,
making Latvia an appealing destination for tech-focused
investments.

Government support for the digital agenda is another
key strength for Latvia, with 50% of investors recognizing
the proactive role of government bodies and regulatory
authorities in facilitating digital transformation.
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Compared with other regions, how does Estonia perform
with regard to the following technology-related factors? .. Better

Availability of workforce with technology skills
Network of technology startups and research
institutions

Availability of venture capital and other forms
of financing

Support by government bodies and regulatory
authorities to drive the digital agenda

Strict regulatory approach to data protection

Protection of national security interests related
to new technologies

Intellectual property rights protection

Environment for Al investment, development
and usage

Rate of innovation, digital adoption and uptake
by the population

m Compared with other regions, how does Baltics perform

62% 30% 8%

52% 36%

with regard to the following technology-related factors? : [ Better [ Thesame M Worse :

Availability of workforce with technology skills
Availability of venture capital and other forms
of financing

Network of technology startups and research
institutions

Strict requlatory approach to data protection

Support by government bodies and regulatory
authorities to drive the digital agenda

Rate of innovation, digital adoption and uptake
by the population

Environment for Al investment, development
and usage

Protection of national security interests related
to new technologies

Intellectual property rights protection

To enhance its competitive position further, Latvia
should focus on developing and maintaining a skilled
workforce through education and training, strengthening
its startup ecosystem with more funding opportunities,
and enhancing support for Al and other emerging tech-

ey.com/attractiveness

55% 29% 17%

49% 31% 19%
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45% 1

45% 37% 17%

40% 41% 19%

3% 44% 17%

39% 46% 15%

38% 49% 13%

36% 46% 18%

nologies. Improving digital literacy and adoption among the

population and balancing data protection regulations with
innovation-friendly policies are also crucial. By addressing
these areas, Latvia can attract more high-tech investments
and drive sustained economic growth.

L1
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Strengths in workforce training
and labor force cost efficiency

Latvia's attractiveness for foreign direct investment
(FDI) is significantly enhanced by its strengths in talent-
related factors such as lifelong learning, competitive
labor costs, and workforce availability. The country
excels in reskilling and training its workforce, with 54% of
investors recognizing this as a major advantage. Public
investment in education and skills, acknowledged by 50%

Compared with other regions, how does Latvia perform

with regard to the following talent-related factors?

Ability to reskill and train people throughout
their careers

Public investment in education and skills

Labor costs

Supply of labor/workforce availability

Social climate (e.g., attitudes toward industrial action)
Quality of higher education

Workforce productivity

Labor market flexibility (e.g., ease of hiring and firing)

Industrial/labor relations

Employment legislation (e.g., covering DEI,
pay, redundancies)

However, Latvia faces areas for improvement,
particularly in employment legislation related to
diversity, equity, inclusion (DEI), pay, and redundancies,
which only 36% of investors see as better than other
regions. To further enhance its FDI attractiveness, Latvia
should focus on increasing investments in education,

of investors, ensures a continuous supply of qualified
professionals. Additionally, competitive labor costs and
robust workforce availability, each noted by 50% and

48% of investors respectively, make Latvia an appealing
destination for businesses looking to optimize operational
expenses and secure the talent needed for growth.

54% 30%

50% 30% 20%

50% 40% 10%

48% 40% 12%

48% 42% 10%

44% 40% 16%

42% 52% 6%

40%

B
[o0]
=

12%

40% 42% 18%

36% 48% 16%

maintaining competitive labor costs, enhancing labor
market flexibility, and improving employment legislation.
By addressing these areas and leveraging its strengths,
Latvia can create a more inclusive, productive, and
attractive environment for foreign investors, driving
sustainable economic growth.
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Competitive
tax environment

The tax environment in Latvia is currently viewed
favorably by investors, with significant strengths in
areas such as the availability of R&D tax credits and

the impatriate tax regime. According to the survey,
54% of investors believe that Latvia offers better

R&D tax credits compared to other regions, and 52%
appreciate the impatriate tax regime, which is beneficial

Compared with other regions, how does Latvia perform
with regard to the following tax-related factors?

Availability of R&D tax credits

Availability of impatriate tax regime

Rate of social security contributions

Tax certainty and stability

Risk of litigation over tax

Degree of pragmatism and flexibility of tax authorities

Scope and rate of environmental taxes

Tax treatment of management compensation/packages

Degree of digitalization of tax authority systems

Availability of sectoral tax credits or tax incentives

Simplicity of tax registration and compliance processes

Rate of corporate tax

ey.com/attractiveness

for attracting high-tech industries and skilled foreign
workers. Additionally, Latvia's competitive rate of social
security contributions and tax certainty and stability,
each noted by 50% of investors, underscore the country's
commitment to creating a predictable and business-
friendly tax environment.

Better The same [l Worse

54% 38% 8%

52% 36% 12%

50% 44% 6%

50% 40% 10%

48% 36%
44% 48%

Recent changes and discussions around Latvia's tax
policies indicate a focus on maintaining and enhancing
this investor-friendly environment emphasizing security,
sustainability, and significant investments in education
and healthcare, which indirectly support the business
ecosystem by ensuring a skilled and healthy workforce.

EY Latvia Attractiveness Survey 2024 [19]

Additionally, Latvia's efforts to balance fiscal discipline
with strategic investments are expected to strengthen
its economic resilience and attractiveness to foreign
investors.
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[20] Conclusion

Conclusion

The Baltic Attractiveness survey report reveals a nuanced
picture of Latvia's investment climate. While recent years
have seen fluctuations in investment attractiveness,
driven by challenges such as political instability, high
financing costs, and geopolitical tensions, the outlook
remains optimistic. Latvia's strengths in sectors like
high-tech industries, sustainability, and a robust digital
infrastructure provide a solid foundation for future
growth. Approximately 66% of companies plan to
establish or expand operations in Latvia in the coming
year, indicating a resilient investment sentiment despite
existing challenges.

14

Guntars Krols

To secure a bright future and enhance its competitive
position in the global economy, Latvia must address its
political and economic risks proactively. By leveraging
its strengths in workforce skills, R&D, and infrastructure,
and implementing strategic initiatives to support SMEs,
high-tech industries, and sustainability, Latvia can
create a more favorable investment climate. Government
policies that balance fiscal discipline with strategic
investments in education, healthcare, and infrastructure
will further strengthen Latvia's economic resilience and
attractiveness to foreign investors. The collective efforts
of businesses, government, and educational institutions
will be crucial in navigating these transformative times
and shaping a prosperous future for Latvia.

To attract and retain valuable foreign investment, Latvia must proactively address

EY Baltics Strategy
and Transactions
Leader
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political and economic risks while continuing to support SMEs and foster innovation.
Our strategic focus on education, healthcare, and infrastructure will not only enhance our
competitiveness but also drive sustainable economic growth."

Methodology

The "real" attractiveness of Europe
for foreign investors

The evaluation of the reality of FDI in Europe is based

on the EY European Investment Monitor (EIM), the EY
proprietary database produced in collaboration with
OCO. This database tracks the FDI projects that have
resulted in the creation of new facilities and new jobs. By
excluding portfolio investments and M&A, it shows the
reality of investment in manufacturing and services by
foreign companies across the continent.

An investment in a company is normally included in FDI
data if the foreign investor acquires more than 10% of

the company’s equity and takes a role in its management.

FDI includes equity capital, reinvested earnings and
intracompany loans.

EY Latvia Attractiveness Survey 2024 [2 1]

The perceived attractiveness of Europe
and its competitors by foreign investors

We define the attractiveness of a location as a
combination of image, investor confidence, and the
perception of a country’s or area's ability to provide the
most competitive benefits for FDI.

Field research was conducted by FT-Longitude in March
and March-April 2024 via online interviews, with 550
international decision-makers participating.

The Baltic field research was conducted by FT-Longitude
in March and April 2024 via online interviews, with 150
international decision-makers participating.
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