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Significant challenges confront Latvia in ensuring that its aging population achieve healthy,
productive, and longer lives. Latvia is ranked 19th out of 28 European Union (EU) countries in
the 2014 UNECE Active Aging Index (AAI), which measures the experience of individuals aged 50
and over (50+) in terms of employment, social participation, independent living, and capacity
for active aging (e.g., health status, engagement in lifelong learning). The index reveals that
older Latvians offer significant untapped potential. As yet they are not aging healthily. Average
income among older adults is low, making them more vulnerable to poverty and material
deprivation. Investing to extend working lives, for example through lifelong learning activities,
could be boosted substantially. One bright spot is that Latvia scores high on employment among
older groups, mainly due to much higher employment rates for the youngest elderly—but also
partly due to relatively low pensions.

National averages mask serious inequalities in how actively the population is aging.
Employment, health outcomes, and participationin lifelong learning vary greatly between different
population groups, analyzed by gender, educational attainment,1 or geographical region. There
are major differences in employment rates between the highest- and lowest-educated subgroups,
particularly for women. The differences in employment by education level are larger than in
countries with similar education profiles; indeed, compared to other EU countries, Latvia has the
widest disparity between employment of women aged 55-74 with tertiary education (57 percent)
and those with less than upper secondary education (8 percent). In health, a major problem is
that Latvian life expectancy is the second lowest in Europe after Lithuania, and there appear to be
severe inequalities in mortality, morbidity, and access to care. Latvia has the highest proportion
of people in the EU with unmet health care needs and the most inequality between those with
tertiary and basic education in accessing care. For men aging is worse than for women; Latvia is
one of only three EU countries where men score worse than women on the AAI.

1 Due to a shortage of comparable income information for all the sources used in constructing the AAl, education serves as a proxy for so-
cioeconomic status. Findings from a simple wage regression confirm that this assumption is valid: wages and total household income increase
significantly with higher educational attainment.
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THE CORE OF THIS REPORT

As the Latvian population ages, the challenges will intensify. Although demographic forecasts
tend to be highly uncertain, in 2030 the expected old-age dependency ratio of more than 40
percent could impose heavy fiscal pressures from age-related spending, particularly on health
care, long-term care, and pensions. Moreover, these demographic trends could jeopardize growth
and, if not contained by adjustments in individual behavior and government policy, perhaps
drive a drop in income. It will be necessary to increase the participation of women and older
generations in the labor force, improve productivity, and ultimately heighten fertility, reverse
migration flows, or both. Workplace adjustments to accommodate older workers, investments
in lifelong learning, better lifestyle habits, and allocation of more resources to preventive health
care could mitigate any adverse economic effects of aging and lead Latvians to healthier and
more satisfying lives. This report concentrates on:

o demographic challenge—an account of past demographic trends and future challenges
in Latvia;

e productive aging—the conditions necessary to support employment and productivity
over longer working lives;

e economically secure aging—essentially how older people fare on a variety of welfare
dimensions, with special attention to income;

o lifelong learning and skills development over the lifecycle; and

e healthy aging—turning around the finding that Latvia loses too many people, especially
men, to premature mortality.

The objective of the report is to provide background analysis for the Government of Latvia
as it prepares an active aging strategy for Latvians who are 50+, which is scheduled for
issuance in 2016. The main focus is on the labor market participation and productivity of the
aging labor force, and related channels and welfare implications. A major analytical emphasis
has been to get beyond averages and examine inequalities in outcomes within them. The period
of interest is 2015-2030, with the first 5-year segment being of particular interest in setting
the active aging policy agenda. While the strategy will focus on those 50+, because many
interventions to prepare for an aging society begin in childhood, there are policy options in the
report that go beyond the 50+ population.
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While the report does not emphasize fiscal issues related to aging or the care of the elderly,
it identifies where the largest fiscal costs are likely to emerge and any tradeoffs that can
be made early on. Latvia’s age-related public spending is the lowest in the EU. Pressures are
emerging to raise spending on health, given the association between lack of access to health
services and poor health. Over time, it is expected that spending on public pensions may also
have to rise to provide adequate pensions and coverage to the poorer elderly who have not built
up sufficient pension entitlements. If female labor force participation is to rise to make up for
fewer younger people entering the labor market, the state will also need to provide more elder
and child care.

DEMOGRAPHIC CHALLENGE

Low fertility and high net emigration are causing Latvia’s population to shrink and age
because they have made the population age pyramid top-heavy. In 2012 those aged 50+
made up 38.6 percent of the population, and workers aged 50-64 comprised nearly 30 percent
of the working-age population, defined as ages 15-64 (Table O.1). By 2030, the share of those
of working-age in total population is set to decline by almost 7 percentage points, and the
50+ share of the working-age population will rise to 33.6 percent. As the number of younger
workers shrinks, workers older than 64 should prove to be an important resource to tap.

Table 0.1 Share of working-age adults and population to decline
Share of population, in percent (unless otherwise noted)

AGE 2012 2030
0-14 14.3 14.2
15-49 47 .1 40.1

50+ 38.6 45.6
Working age (aged 15-64) 67.2 60.4
50+ share of working-age population 29.8 33.6
Population (milions) 2.0 1.6

Population change (from 2012 to 2030) -19.9

Source: Eurostat data.
Note: Population projections are based on the main Eurostat population projection scenario.
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Economic crises have in recent decades further depressed Latvia’s historically low fertility
rate. Fertility rose in the 1970s and 1980s when there was a mini-baby boom, but with the
economic shock of the transition period, by the mid-1990s fertility had declined to less than
1.3. While surveys suggest that women aged 25-39 on average want 2.4 children, completed
fertility is now just 1.5. With childlessness unusual, low fertility is mostly due to women not
having a second child. Affordability or economic stability seems to dominate that decision; job
instability and income uncertainty have been found to be important factors (Goldstein et al.
2009; Mishtal 2009). Opening up the access of low-income families to better jobs, continuing to
increase support through targeted tax-benefit policies to help low- and middle-income families,
and making childcare and eldercare more widely available would encourage families to have the
two children they say they want.

Net emigration in 2000-10 equaled 10 percent of the 2000 population, pushing the
population down substantially (Figure 0.1).2 While emigration has generated remittances of
about 2.5 percent of GDP, the evidence does not yet point to large trade or investment payoffs
from the Latvian diaspora. A more open immigration policy could help raise the number of
young workers; it would require measures to facilitate international mobility and the validation
of professional qualifications and to reduce the barriers immigrants face in taking up formal
employment. For specific sectors where there is a shortage of personnel, such as the medical
professions, a targeted immigration policy may help to ameliorate the shortages.

Figure O.1: Latvia has one of the most mobile populations in the EU
Natural decrease of population and net emigration in Latvia and its neighbors, 2000-12
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2 In this report, emigration refers to Latvians living outside of Latvia and thus includes mobility within the EU.
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PRODUCTIVE AGING

Bringing more Latvians into the labor force has the most potential for mitigating adverse
economic impacts of aging. Some progress has already been made by raising the statutory
retirement rate from 60 to 62 and aligning women'’s retirement age to men'’s, with continuing
gradual increases for both genders to 65 by 2025. The employment rate for workers aged 50+
in Latvia rose to 36.4 percent by 2014, which is above the EU28 average but still below that
of the best performers, such as the Nordic countries. Between 2006 and 2011, the effective
retirement age in Latvia was 65.2 for men and 64.5 for women—higher than in most Northern
European countries. Nevertheless, the post-retirement elderly (younger than 75) have relatively
low labor force participation rates (averaging 30 percent for men and 22 percent for women
for 2002-13), which suggests scope for improvement. Higher labor force participation rates
for older adults could significantly reduce dependency ratios. For example, if Latvia can extend
the working lives of older adults by 10 years—i.e., if the future labor force participation rate of
older adults equaled that of those 10 years younger now—the ratio of inactive to active people
would fall from 0.7 to less than 0.6 by 2030, a very significant decrease. If the participation rate
of women were also to rise to that of men, this ratio would fall to about 0.5.

Outdated skills, health problems, alternative income sources, care responsibilities, and
place of residence all affect labor supply among the elderly. While labor force participation of
older adults in Latvia is relatively high, especially those of preretirement age, actual employment
rates are close to the EU15 average because Latvian unemployment is much higher, particularly
for those in their 50s. Labor Force Survey (LFS) data demonstrate that poor health, both
physical and mental, low education, and lack of Latvian language proficiency matter greatly in
explaining these outcomes. Willingness to continue working at older ages is also affected by the
employment status of spouses or partners, the presence of non-labor income sources (e.g., early
retirement, disability, or survivor pensions or financial support from family and friends), and for
women the presence of dependents in the household. There are also regional disparities, with
older adults in Riga most likely to work beyond retirement age.

Both lingering effects of the economic crisis and societal attitudes affect demand for older
workers. Employment in Latvia has yet to reach its prerecession level. Although older workers
were not hit particularly hard by the crisis, they are likely to be unemployed longer, given lower
intersectoral or geographic mobility. Their chances are also impeded by the perception that
employing the elderly means depriving younger people of work. Although this view has often
been refuted,? it is common in Latvia (Eurobarometer 2009), along with the belief that older

3 For example, the OECD (2011) found a positive correlation between the employment rates of younger and older people across OECD members.
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workers tend to be sicker, more likely to miss work, less productive, less motivated to accept
change, and reluctant to be trained. None of these attitudes are grounded in sound evidence
(van Dalen and Henkens 2009).

When they are employed, older Latvian workers tend to have worse jobs, especially the
oldest. In particular, 50+ wage workers are least likely to earn more than the minimum wage:
the share of good-quality jobs in this component of the Job Quality Index, constructed for this
report based on LFS data, is especially low in the post-retirement age group. The oldest workers
are also more likely to be underpaid relative to those with similar education working in similar
occupations and sectors. This suggests that seniority wages are not prevalent in Latvia. In terms
of work safety, preretirement-age wage workers are relatively concentrated in occupations and
sectors where there is a higher prevalence of work-related incidents, diseases, and health risks,
while workers beyond retirement age may enjoy much improved working conditions. On some
other aspects of job quality, such as resilience to shocks, older workers perform relatively better
than younger colleagues. Among older wage workers, those with higher education and Latvian
citizenship seem to have better-quality jobs.

Older adults with labor market vulnerabilities can be classified into distinct groups, each
with specific policy implications. Labor market vulnerability was defined as either not being
employed for the previous 12 months, having low-intensity employment, low earnings, or
working informally. While about half of such vulnerable preretirement age adults (50-61) do
not work at all, there is a significant overlap among the other three categories. Older adults with
labor market vulnerabilities rely more on income from other household members and benefits
to the household than on income from unemployment benefits or social assistance. Among all
benefits received by preretirement-age individuals, unemployment benefits have the greatest
coverage, with recipients likely to continue getting the benefits for the maximum nine months.
The number of older disability beneficiaries has gone up substantially over the past decade, and
they spend long periods on disability. On the other hand, social assistance in Latvia carries a very
low risk of dependency; it covers few in the preretirement group, and these have infrequent
and relatively short spells of social assistance. A multidimensional profiling exercise classified
preretirement adults in Latvia into six clusters: low-intensity workers with low earnings, poor
out-of-work individuals, disabled individuals, informal male workers, female low-earners, and
early-retired individuals. Such profiling makes it possible to prioritize groups on such policy-
relevant criteria as poverty and potential to find a good job and to identify cluster-specific
policies to help each group obtain formal employment.
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Latvia has considerable scope to broaden and enhance the employment of older adults;
here policy can make a difference. Of economically inactive persons who receive a pension,
38.3 percent wished to stay employed, compared to the EU27 average of 27.9 percent. One
implication of this is that more elderly may ultimately participate in the labor force, since future
cohorts are more likely to be Latvian citizens and be better-educated than the current 50+
cohort (Figure 0.2). However, the likelihood that better-educated workers may be more likely to
emigrate could moderate this positive trend. To stem the outflow of human capital, itisimportant
to enhance job quality. The Latvian Labor Law already prohibits workplace discrimination based
on age. Restrictions on employer rights to fire specially-protected workers may be encouraging
employers to use early retirement to adjust their workforce. Facilitating access to part-time
jobs and flexible work arrangements can give older workers more choice and smooth work-
retirement transitions.

Coverage of older workers by active labor market programs can be increased by giving them
preferences for participation and training job counselors to focus on their needs. Improving
contact with employers through job fairs, speed “dating,” and work trials, as in the Netherlands,
and simulated recruitment, as in France, may be effective in overcoming prejudices against
older workers. Group activities targeting the older unemployed, like the counseling in self-help
groups in the Netherlands and in Germany, can tackle social isolation and improve job search
skills (EC 2012a, 2012b). The pros and cons of wage subsidies and tax incentives deserve careful
consideration. They may help make older workers more employable but can be costly; they may
simply substitute older for unsubsidized workers without increasing total employment, or have
little long-term benefit. However, they might usefully be combined with quality personal services
to jobseekers and employers (see Mayhew and Rijkers 2004). Job search by unemployed older
workers can be supported by allowing unemployment benefits until they are of pensionable age
(see MISSOC 2014), although it might be more cost-effective to give older workers targeted and
means-tested unemployment assistance benefits after unemployment insurance expires. Firms
can also help extend working lives by installing age-specific equipment or otherwise adapting
the workplace, assigning older workers age-specific tasks, setting up mixed-age working teams,
and using age-specific training and human resource management strategies. Policies can be
designed to address the labor market vulnerabilities faced by different groups of older adults.
For example, the needs and work prospects of older workers who have experienced long spells
of unemployment may differ significantly from those of the disabled or the working poor.



Figure 0.2: Younger cohorts are better educated
Composition of Different Cohorts by Education in Latvia, 2002-13
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ECONOMICALLY SECURE AGING

While on average individuals who are 65 years and over are less vulnerable to poverty
in Latvia, pension adequacy and coverage are growing concerns. Among adults, the risk
of poverty is highest for individuals in their 50s, who rely substantially on labor income. The
loss of a job, low paid or infrequent work can push this group into poverty. Individuals aged
65+ are less vulnerable to poverty than any other adult population group except those aged
25-29 (Figure 0.3). This largely reflects higher pension income rather than seniority wages since,
controlling for other characteristics for those 50+, being older translates into lower wages.
In two to three decades, based on projections using data on the current contribution rates of
prime-age workers, the share of the elderly with incomes below the poverty (i.e. needy) line is
forecast to rise as the coverage and adequacy of contributory pensions falls.
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Figure O.3: Poverty is lower for older age groups
“At Risk of Poverty” by age group in Latvia, 2013
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The Latvian government is considering options for improving the pension system to
provide better protection of the most vulnerable elderly. To the extent the Government of
Latvia’s policy focus shifts toward providing minimum income through the pension system, the
government may need to introduce more redistributive elements into the pension system. This
could be accomplished in several ways, such as: (I) by establishing a basic pension financed from
the general budget; (Il) via additional government contributions of flat amounts to all active
social insurance accounts; or (Ill) by changes to the minimum pension. The challenge is how
to put in place a system that ensures adequate coverage and pension levels, while preserving
incentives for social insurance contributions by maintaining the link between contributions and
benefits.

The cost of social or redistributive pensions will depend on eligibility conditions, the size of
the minimum income guarantee, and the manner in which the benefit is indexed following
retirement. The fiscal space for a redistributive pension component could be obtained from a
number of sources, for example: (I) it appears that some components of the social insurance fund
have surpluses. To the extent this can be affirmed, contributions being used to finance these
programs could be redirected to pensions; (Il) changes in pension system design to focus more
on poverty prevention and less on income replacement by introducing more redistributional
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elements and reducing the allocation to NDC; (lll) change in the method of indexing pensions
following retirement. For example, indexing to inflation only rather than a combination of
inflation and wage indexing; (IV) re-examination of disability and early retirement pensions. Itis
important to make sure the pension system provides adequate disability benefits, but does not
create moral hazard by providing incentives to seek disability retirement as a substitute for old
age retirement. While early retirement provisions in the Latvian system have been reduced and
the age for early retirement is being increased, 22 percent of all new pensions in the first half
of 2014 were early retirement pensions and certain groups still retain the right to retire early
without reduction in benefits; (V) reallocation of general budget revenues.

In order to examine these design and financing issues, updated projections of demographic,
labor market and macroeconomic conditions and expectations, as well as updated long-term
projections for the pension system that reflect its current status, are needed to develop evidence-
based policy and examine potential design and financing options.

The introduction of a minimum social contribution for workers, while aimed at enhancing
pension system sustainability and future pension adequacy, can have significant adverse
impacts on employment and the equity of fiscal policy. A minimum social contribution,
irrespective of earnings or hours worked, has some potential to increase current resources
of the pension system and future pensions for the employed. However, it will also increase
the cost of hiring part-time and lower-skilled workers. Therefore, there is substantial concern
that this measure would reduce formal employment of those who are in low-paid and part-
time jobs with gross monthly earnings below the minimum wage. As people aged 50+ and
especially those of pre-retirement age are more likely to work in lower-paid and part-time jobs,
the introduction of a minimum social contribution could affect this group disproportionately.
One possible approach is to follow Estonia in excluding from the minimum social contribution
those who are most vulnerable to unemployment—in Estonia’s case, it is the pre-retirement
population and disabled. More generally, the introduction of a minimum social contribution
would further skew the tax system toward labor taxes and increase the already high employer
contributions for low-income earners. Given that the tax system is already relatively regressive,
with a flat income tax of 23 percent, the introduction of a minimum social contribution raises
additional concerns from an equity perspective.
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LIFELONG LEARNING

Astrategicapproach to lifelong learning starts with ensuring that all students graduate with
the right cognitive and social-emotional foundation skills to prepare them for continuous
learning and with adult education and training policies that help older workers improve
their skills, facilitate shifts to sectors with higher productivity, and help the unemployed
find jobs. Adult education and training, especially for older workers, remains underdeveloped in
Latvia today. Only 40 percent of Latvian companies provided any form of training in 2010, fewer
than in many other European countries and Nordic neighbors. In general, participation in adult
education and training is low (Figure 0.4) due to a lack of demand for training by both workers
and firms, in conjunction with obstacles related to cost, time, information, and the availability
of programs. However, the projected rise in income, continued structural transformation of the
economy, and skill-biased technical change is likely to increase the demand for training. This
provides an opportunity for strategically developing an adult education system that reflects the
needs of the labor market and provides opportunities for older workers.

Figure 0.4: Participation in adult education and training is relatively low in Latvia
Participation in formal or non-formal training by age cohort, 2011
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page 15

Latvia can strategically build its adult education and training system by improving labor
market information, providing adequate incentives, and raising capacity. The government
could use its convening power to create mechanisms to improve the flow of information and
encourage coordination and cooperation between firms, industry associations, and training
providers. This includes clarifying the role of Latvia’s sectoral expert councils, which are designed
to promote cooperation on initial vocational education and training between government, firms
and employer associations, craft chambers, and trade unions. The State Employment Agency and
local government can play an important role in bringing the supply and demand side of training
closer together. Government financing could be used strategically to enhance worker skills, in
particular by leveraging private resources from employees and firms, which would benefit most.
Government resources could also be deployed to improve the skills of the unemployed, given
the social returns from reduced social welfare payments and higher tax revenue when they
transition to paid work. Helping unemployed individuals to become more proficient in the Latvian
language has been shown to be relatively inexpensive and effective in increasing employment.
Current subsidies for training in Latvia consist of tax incentives, co-financing arrangements, and
vouchers. The success of voucher programs depends on the quality of information available to
training providers and participants including on the skills employers require. Voucher programs
also work best in areas of economic agglomeration where the market for training is sufficiently
large to allow choice (see Barnow 2009 for U.S. evidence). It is important to ensure that the
regulatory framework for adult education and training is relevant to the needs of older workers,
for example through encouraging delivery mechanisms and formats that are attractive to this
target group.

HEALTHY AGING

Health indicators for middle-aged and older Latvians are poor. There is a wide gulf between
life expectancy for males and females, with too many men dying relatively young. Latvians
over 50 are likely to spend more of their remaining life in sickness and disability than in good
health. While mortality rates for those under 65 have dropped noticeably since the mid-1990s,
particularly mortality due to cardiovascular system diseases and external causes, male mortality
rates remain high. Life expectancy in Latvia is well below that of the EU15 (Figure O.5).
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Figure O.5: Latvia's life expectancy gap with the pre-2004 EU member states has fallen

since the early 1990s, but still was eight years in 2013
Life Expectancy at Birth, Latvia and the EU15, 1970-2013
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Improvements in cancer and cardiovascular screening could greatly reduce mortality rates
and the incidence of severe illness. Preventive health services are rare in Latvia. For example,
only colorectal cancer screening is offered to males aged 50+, and take-up is low. The high
mortality due to colorectal cancer is mostly explained by the fact that more than half of all cases
are not diagnosed until the third or fourth stage. Females have access to regular screenings
for breast and cervical cancer, but about a third of all cases are not identified until the two
last stages (Centre for Disease Prevention and Control, 2011 year data). But in 2008, in the
EU Latvia was one of the countries with the most women aged 50-69 who had never had a
mammogram (40.3 percent); in the group with the least education, this indicator was twice
as high (52.7 percent) as for those with tertiary education (26.2 percent). A public campaign
to promote participation in preventive health services and broadening the coverage of state-
financed screening programs will be necessary to ensure that targeted groups participate more.
One option might be to introduce universal screening for at-risk groups, although that would
require efficient communication as well as more resources.



page 17

There is considerable inequality in under-65 mortality and subjective health measures in
Latvia. Premature mortality is much higher among males and females with little education than
among the more educated. Differences in subjective health measures between income groups
in Latvia generally are higher than in most other EU countries based on EU-SILC data: only 36.9
percent in the bottom income quintile report good or very good health (only Croatia has fewer),
while the indicator for the top quintile is 63.1 percent. In 2013, Latvia had the second worst
inequality in subjective health outcomes in the EU as measured by the Gini index.

Achieving healthier aging will require better primary care. While the number of practicing
doctors per 1,000 Latvians was only slightly lower than the EU average, the country has only
66 general practitioners per 1,000, sixth lowest in the EU.* In 2013, 20 percent of all adults
reported having had unmet needs for medical treatment within the last year, compared to
the EU average of 7 percent. Latvia has the highest unmet needs in health and dental care in
the EU.> Only 68.4 percent of the population aged 55+ reported having no unmet health care
needs. The better-educated had greater access: among those aged 55+ with tertiary education,
80 percent reported having sufficient access to health services, compared to only 63 percent
for those of the same age but the least education. Lower use of health services is probably
associated primarily with income barriers to access but also with attitudes, lack of education,
and poor health behaviors.

Unhealthy lifestyles are prevalent in Latvia. In 2009, only 27 percent of adults reported playing
sports or doing exercises at least once a week, compared to an average of 40 percent for the
whole EU. In 2004, the three Baltic States had the highest share among EU countries of alcohol-
attributable deaths for men aged 15—64 (Anderson, Mgller & Galea 2012). Since alcohol use
per capita is lower than in most European countries, this may reflect a preference for stronger
alcoholic beverages. In 2012, 27.9 percent of Latvians aged 15 and over smoked daily, the fourth
highest percentage in the EU. Programs to improve lifestyle choices might focus on reducing
alcohol use in the highest-risk groups (young and older middle age— Anderson, Mgller & Galea
2012), raising excise taxes on tobacco, banning e-cigarettes (a gateway to smoking among the
young), and tightening restrictions on smoking in public places. Antismoking programs could
target stress management and depression, which were major reasons for the high failure rate
among smokers trying to quit. Education campaigns in schools, universities, and the media can
inform children at an early age about good dietary and exercise habits and discourage smoking
and alcohol abuse. Workplace wellness campaigns can encourage better behavior by offering

4 Data are available for 25 countries: Eurostat 2012 or latest available data

5 Percentage of people aged 55+ who reported no unmet need for medical and dental examination or treatment during the 12 months
preceding the survey.
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information, support from colleagues, and demonstration of the effects. Such campaigns are not
necessarily expensive and can also affect the entire worker household. Better preventive care and
better habits hold considerable promise for improving health status and increasing longevity.

CONCLUSIONS AND POLICY PRIORITIES

Latvia has been moving to address the challenges of aging, but intensified efforts could
reap substantial gains. Given the country’s low fertility and high emigration, a substantial rise
in old-age dependency ratios is unavoidable. But policy reform, steps by firms to accommodate
aging workforces, and changes in personal behavior have considerable potential for improving
the experience of aging and ensuring continued economic growth and fiscal sustainability
despite an aging workforce. Among policies that could show substantial short-term benefits,
particularly in increasing labor force participation, are making childcare and elder care more
available, devoting more resources to training older workers, reducing biases against older
workers, promoting compliance with workplace health and safety standards, and efforts to
support productivity. It will take longer to realize the dividends from measures to improve health,
particularly preventive and primary care and promotion of lifestyle changes (such as better diet
and less smoking and alcohol consumption), and mainstreaming the lifelong learning culture
(with training in better healthy and safe work practices), but considerable gains should ensue in
terms of longer, healthier lives, improved employability and productivity, and easing the costs
associated with aging. Policies to support fertility will, if successful, take even longer to enlarge
the labor force.

Many policies involve significant fiscal tradeoffs. In the EU in 2013 Latvia had the lowest age-
related spending at 12.1 percent of GDP,® of which pensions accounted for 7.7 percent of GDP,
health spending an estimated 3.8 percent, and long-term care just 0.6 percent. The country’s
age-related spending is projected to stay the lowest in the EU even into 2060. Based on current
pension policies age-related spending is projected to fall to 9.7 percent of GDP by 2060. Why?
Spending on pensions is expected to drop by 3.1 percentage points of GDP, aging-related health
spending is not expected to rise much, and public provision of long-term care is projected to just
edge up to 0.7 percent of GDP. Responding to aging challenges would require more, not less,
spending on critical programs. Since Latvians have limited savings, something unlikely to change
any time soon, there is arguably a larger role for public than private provision. Relative to the
EU average, public spending on health is low and out-of-pocket payments high. Raising public

6 Source: European Commission’s 2015 Ageing Report.
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spending on health care closer to the EU average may have large costs, but by reducing barriers
to access, it could bring more Latvians into the labor force. Similarly, female participation in
the labor force could be stimulated by providing elder care and childcare alternatives to relying
on female relatives. But countries that have such care options spend a lot more on child and
long-term care. Cutting pension spending is unlikely to be socially feasible because it can only
be done by covering fewer people and giving them less generous benefits. Ensuring that poor
retirees have a pension that protects them from future poverty will be costly but would prevent
a surge in old-age poverty. Given Latvia’s considerable aging challenges, policy adjustments are
urgent. Fortunately, there are policies that have considerable potential to help Latvians achieve
healthy, productive, economically secure, and longer lives. The policy options matrix included in
this report suggests key policy levers along the discussed core themes (demography, productive
aging, economically secure aging, lifelong learning, and healthy aging) and emphasizes the
importance of ensuring adequate financing and evidence base for the aging agenda.
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LIST OF ACRONYMS

50+ Individuals aged 50 or more

AAI Active Aging Index

EC European Commission

ESF European Social Fund

EU European Union

EU15 The first 15 members of the EU: Austria, Belgium, Denmark, Finland, France, Germany, Greece,

Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and the United Kingdom
EU28 All current members of the EU
EU-SILC EU Statistics on Income and Living Conditions

GP General practitioner

IT Information technology

KOSTRA Local Government Data Registration and Information Scheme, Norway
LFS Labor Force Survey

MISSOC The EU Mutual Information System on Social Protection

MSRS Migrant Skills Recognition Service, VETASSESS

NGO Nongovernmental organizations

OECD Organisation for Economic Co-operation and Development

OSH Occupational safety and health

PEARS Prevention and Early Active Return-to-Work Safely program, Canada
PIAAC OECD Survey of Adult Skills

SHARE Survey of Health and Retirement in Europe

SMEs Small and medium-sized enterprises

STEP Science, Technology, Engineering, and Mathematics Talent Expansion Program,

National Science Foundation, U.S.
UNECE United Nations Economic Commission for Europe
VETASSESS Vocational Education and Training Assessment Services, Australia



