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Introduction —
Human Development and Social Cohesion

Since 1995 the annual Latvia Human De-
velopment Report has been used as a tool to
analyze the transition in Latvia, to stimulate de-
bate about Latvia’s human development priorities
and to advocate people-centred development. As
in previous years, the production of this Report
has been sponsored by the United Nations Devel-
opment Programme (UNDP) as part of its man-
date to promote sustainable human development
throughout the world.

What is Human Development?

Human development has been defined as the
process of enlarging choices. People make choices
every day, pertaining to economic, political, social
and cultural life. The availability of some choices
is basic to human life — the choice of a long and
healthy life, the choice of being educated and the
choice of having a decent standard of living are
fundamental for human beings. This does not mean
that other choices are less important. Choices with
regard to political participation, cultural diversity,
human rights and freedom are also very important
aspects of human life. But the basic human choices
are critical, because once they are available, other
choices are possible.

The concept of human development, intro-
duced in the first UNDP Global Human De-
velopment Report published in 1990, challenges
the view common until the end of the 1980s that
human welfare and “progress” can be measured
simply in terms of economic growth. Though eco-
nomic growth is essential, it is not enough. Hu-
man development stresses the importance of bet-
tering the lives of people with the benefits of eco-
nomic growth. Accordingly, an adequate income,
though important, is only one of the many compo-
nents making up a good life. Development must,
therefore, be characterized as more than just the
expansion of income and wealth. Its focus must be
on people.

Sustainability is a fundamental aspect of the
concept of human development. While recogniz-
ing the role of economic factors in social progress,
sustainable human development also emphasizes

the demographic, environmental, cultural, social
and political aspects of human well-being and places
the quality of people’s lives — now and in the fu-
ture — at the center of development strategies.
Sustainability means expanding the choices and op-
portunities of the present generation without con-
straining those for future generations, thereby en-
suring inter-generational equity.

Most often, sustainability has been under-
stood in terms of the impact of economic develop-
ment on the natural environment, in terms of re-
specting and nurturing biological diversity and re-
lying on renewable energy sources. However, sus-
tainability also clearly pertains to a society’s insti-
tutional, cultural, social and political life. All too
often, development falters because of institutional
breakdown, cultural conflict, social strife or politi-
cal fragmentation.

Human development is particularly relevant
as a concept as it emphasizes the need for a bal-
ance of measures aimed at economic, social, po-
litical, environmental and cultural objectives. Hu-
man development also requires striking a dynamic
balance between strengthening capabilities and
maximizing choice.

 Enhancing human capabilities begins with
ensuring that all members of society have access
to the basics — education and training, health care,
shelter and nutrition. Human capabilities can be
enhanced through such human resources develop-
ment, but if there are no matching opportunities
for choice, human development will quickly falter.
Human development is a broader concept than ei-
ther human resource development or basic needs
or human welfare.

Human resource development sees human
beings only as inputs to the production process.
Human development emphasizes not only the en-
hancement of human capital, but human beings
as participants and beneficiaries of the develop-
ment process. Similarly, a basic needs approach
stresses meeting minimum human requirements,
not expanding choices. Human welfare approach-
es, on the other hand, see people only as recipi-
ents in the development process, not as active par-
ticipants in it. Human development is a holistic
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The concept of human development is more than its meas-
urement. Even recognizing this fact, the first global Human De-
velopment Report introduced the Human Development Index
(HDI), a measure of human development in a country on the
basis of selected variables. The three basic dimensions of hu-
man development represented in the HDI are: a long and healthy
life, knowledge and a decent standard of living. Life expectancy
at birth is the relevant variable chosen for the first dimension.
The second dimension is represented by a measure of educa-
tional attainment comprising two variables: the adult literacy rate
with two-thirds weight and combined primary, secondary and
tertiary enrollment ratio with one-third weight. Real GDP per
capita (PPP$) acts as a surrogate for a decent standard of living
and thus, a proxy for all other dimensions of human develop-
ment not covered in the health and knowledge dimensions.

The HDI must, however, be kept in perspective. It is not a
measure of human happiness or human welfare. Second, it does
not give a comprehensive picture of the state of human devel-
opment in any country. The HDI must be supplemented with
other important indicators of human development in order to
get a broader picture of human development in any society.

In recent times, there have been a number of innovative
experiments with the basic framework of the HDI. The 1995
global Human Development Report introduced two new in-
dices to account for gender concerns in human development.
The first one is the Gender-related Development Index (GDI)
and the second one is the Gender Empowerment Measure
(GEM). The GDI is in fact HDI adjusted for gender disparity.
Thus the variables included in the GDI are exactly the same
variables represented in the HDI, but each accounting for dis-

parity between women and men. On the other hand, GEM at-
tempts to measure economic and political opportunities for
women. The four variables included in the GEM are: earned
income share of women, percentage of professional and tech-
nical female workers, percentage of women administrators and
managers and share of parliamentary seats held by women.

The HDI and its different variants measure the average
achievements in human development. But they do not measure
human deprivation. In order to meet that gap, the 1997 global
Human Development Report introduced a new index  — the
Human Poverty Index (HPI). The HPI attempts to capture depri-
vation in many dimensions.  Its basic components are the same
as in the HDI, with the difference that the HDI captures average
achievements in each dimension, while the HPI highlights the
magnitude of deprivation. Thus, the variables included in the HPI
are percentage of people not expected to survive to age 40 to re-
flect deprivation in terms of a long and healthy life, adult illit-
eracy rate to represent deprivation in knowledge and access to
health services, access to safe water and percentage of malnour-
ished children under-5 as a composite variable to represent dep-
rivation in overall economic provisioning.

One innovation with regard to all these indices is their dis-
aggregation in terms of regions, states or provinces, rural-ur-
ban break-up and ethnic groups. The exercise of disaggrega-
tion of HDI, GDI and HPI has been carried out for a number of
countries and the results are very revealing. They show enor-
mous inequalities and disparities within societies, leading to
serious policy dialogues among various constituencies in coun-
tries. Disaggregated HDI, GDI and HPI have provided policy-
makers with a true picture of their societies.

Box i.1

Measuring Human Development

concept that embraces human resource develop-
ment, meeting basic needs and strengthening hu-
man welfare.

In Latvia, as in other countries in transition,
the collapse of communism and the rebirth of de-
mocracy and the market have radically expanded
the range of people’s social, economic, political and
cultural choices. However, the expansion of peop-
le’s choices has also been accompanied by new in-
equities, social exclusion and human insecurity. For
development to benefit all members of society,
good public policy and active public participation
are required. For human development to improve
in a sustainable manner, the expansion of choice
must go hand in hand with enhancing the capa-
bilities of all members of society and fostering
social cohesion.

Promoting social cohesion means continually
addressing both the sources and the consequences
of social exclusion. Ensuring that the basic needs

of the worst-off are met is not only the moral re-
sponsibility of governments and societies, it is also
good public policy. Imbalances such as gross in-
equality and poverty lead to tensions, alienation
and social fragmentation that undermine success-
ful development in the long-run. Thus, creating and
maintaining social cohesion is an essential precon-
dition for sustainable human development.

Human Development,
Economic Growth and Transition

As noted above, economic growth is a neces-
sary but insufficient condition for successful hu-
man development. The interdependence of eco-
nomic growth and human development is particu-
larly evident in the early stages of transition, such
as Latvia has experienced since the restoration of
independence in 1991. During this time Latvia has
focused on reversing the economic decline, restart-
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ing economic growth and providing a firm basis
for human development (see Figure i.1).

These comprehensive economic reform efforts
began to bear fruit in 1996 and economic growth
rates are expected to not only continue, but fur-
ther grow in the coming years. However, there is
no automatic link between economic growth and
human development. Public policy plays a crucial
role in translating the fruits of growth into better
lives. The human development paradigm, therefore,
asks the question: growth of what, growth for whom
and growth by whom? The quality of growth is as
important as its quantity.

Successful macroeconomic stabilization and
restoration of economic growth in Latvia alone will
not ensure a successful “transition”. Low inflation
and prudent fiscal management — policy objectives
which Latvia has now successfully and sustainably
achieved — are not ends in themselves. Rather they
are primarily means to enhance the well-being of
Latvia’s residents through improvement in the
country’s economic performance.

It is also becoming apparent that a greater
sense of legitimacy, more efficient government and
more focus on issues of equity are all required as
necessary conditions for continued, sustained eco-
nomic growth. In Latvia today, there is clearly a need
to not only sustain the economic growth that has
been achieved, but to take the steps to ensure that
all can share in the benefits of economic growth and
thus overcome the inequalities that have emerged.

In general terms, all countries in transition
are experiencing six different kinds of inequality
in various forms of severity. These are inequality
in income distribution and income levels, gender
inequalities, ethnic and social disparities, inter-
generational differences and regional differences.
To a greater or lesser extent, all of these forms of
inequality are in evidence in Latvia, as they are in
all countries undergoing a fundamental transition.

Despite the achievements during the first
phases of transition, Latvia needs to take stock of
its assets, weaknesses and priorities to address
these inequalities and restore the balance between
capabilities and choice. It cannot be emphasized

too strongly that there is not a trade-off between
the pursuit of equity, or social cohesion, and eco-
nomic growth. Preserving social cohesion is essen-
tial for sustainable economic growth, and thus poli-
cies that address these issues also indirectly raise
the prospect of higher rates of economic growth.

Measurement of Human Development

The Human Development Index (HDI) was
developed in 1990 as a tool for quantifying the
quality of life. The HDI is calculated from three
basic variables — per capita economic wealth, the
level of education and life expectancy. The meth-
odology for calculation of the HDI has been ad-
apted since 1990 in an ongoing effort to better re-
flect the value implied by each variable. As the HDI
remains an imperfect tool, other supplementary
indices have been developed to measure human
deprivation and the gender dimensions of devel-
opment (see Box i.1).

Measurement of human development has
made it possible to identify such global trends as
the changing role of women, the nature of free-
dom and security and the equity of income distri-
bution and economic growth (see Box i.2). How-
ever, it is equally important to undertake national
analyses that more accurately reflect national pri-
orities and concerns and cover a wider range of
topics than is possible in a global report. Such an
initiative — the production of national Human De-
velopment Reports — was first taken by UNDP’s
Regional Bureau for Europe and the CIS in 1995
and has already provided a better basis for discus-
sion of transition issues and for policy-formulation
in areas crucial for the future prosperity and sta-
bility of the countries of the region.

As the table below shows, both Latvia’s HDI
and its ranking in comparison with other countries
have fallen steadily since independence. The drop
in the index and the ranking was particularly steep
in the 1997 global Report and can be explained by
the change in the method of calculating gross do-
mestic product (GDP) based on purchasing power
parity in US$ terms, and the fact that data were
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Table i.1

Latvia’s HDI Rank and HDI Value, 1993-1997

Estonia 34 0.872 29 0.867 43 0.862 68 0.749 71 0.776

Latvia 35 0.868 30 0.865 48 0.857 55 0.820 92 0.711

Lithuania 29 0.881 28 0.868 71 0.769 81 0.719 76 0.762

1993 1994 1995 1996 1997
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taken from 1994, when the Latvian economy was
just heading into the low point of its decline (see
Figure i.1 and Box i.3).

Building on Latvia’s Previous
Human Development Reports

As this is the third Human Development
Report for Latvia, a substantial store of data and
analysis is already available. The Latvia Human
Development Report 1995 introduced and
analyzed a wide range of topics under two main
headings — social integration and rising social
stress. The Report investigated the development
of Latvia’s multi-ethnic society and the integration
of marginal and vulnerable groups, the role of
women and the reemergence of civil society. The
Report also examined growing poverty and unem-
ployment, deteriorating health and rising crime.
The Report made a number of recommendations,
particularly for reducing poverty.

The 1996 Report included a more thorough
discussion of human development as a concept and
its applicability to the transition in Latvia.  It also
analyzed economic policies and changing living
standards, reviewed education reform and provided
a critical examination of participation and the
strengthening of civil society in Latvia. Four themes
recurred throughout the Report: the implications
of the retreat of the state and the advance of civil
society; distrust of the public sphere as an obsta-
cle to human development; the linkage between
freedom, responsibility and opportunity; and the
use of “non-monetary” tools to promote human
development. This integrated approach allowed the
1996 Report to provide not only analysis, but also
a host of concrete policy recommendations, which
in turn stimulated more interest in the Report as
a forum for debate.

The global 1997 Human Development Re-
port placed Latvia in 92nd place in the world. On
the one hand, this ranking points to some of the

Each of the UNDP global Human Development Reports
since 1990 has had a different theme as a focus.  All, however,
have proposed concrete policy recommendations to promote
sustainable human development.

The theme of the 1990 Human Development Report was
concept and measurement of human development.  The Report
defined the concept of human development, introduced the
Human Development Index as a tool for measuring and com-
paring the quality of life, and provided various indicators of
human development.

Financing human development was the main focus of the
1991 Human Development Report.  The basic point made in
the Report is that the absence of political will, not the inad-
equacy of resources, is the main constraint to human develop-
ment. The Report suggests ways to restructure national budg-
ets as well as aid allocations to generate more resources for hu-
man development.

The 1992 Human Development Report looked at the in-
ternational dimension of human development. The Report con-
cluded that unless the industrial world opens its doors to de-
veloping countries for trade, capital flow and migration, inter-
national inequality will increase and human development will
not be achieved.

People’s participation was the theme of the 1993 Human
Development Report. The Report showed how “jobless
growth” inhibits people’s participation in markets. It also ex-
amined how participation is enhanced through people-
friendly markets, decentralized government and the institu-
tions of civil society, particularly NGOs.

It is the security of people, not territorial security which is
more fundamental for human development. That was the mes-
sage of the 1994 Human Development Report whose theme
was human security. The Report also attempted to identify the
peace dividend from reduced military expenditures and to as-
sess how it could be used for enhancing human development.

The basic message presented in the 1995 Human Devel-
opment Report was “development, if not engendered, is endan-
gered.”  With gender and human development as its theme, the
Report concluded that progress has been made in building
women’s capabilities, but not opportunities.  The Report also
pointed  out that out of the $23 trillion global output, about
$11 trillion can be accounted for by unpaid work by women.

The theme of the 1996 Human Development Report was
economic growth for human development.  It maintained that
unless growth is properly managed, it can be jobless rather than
job-creating, ruthless rather than pro-poor,  voiceless rather
than participatory, rootless rather than culturally sensitive and
futureless rather than environmentally sound. The Report con-
cluded that there is no automatic link between economic growth
and human development and that such a link can be forged
only through deliberate public policy.

Human poverty is the theme of the 1997 Human Devel-
opment Report.  The Report highlights the many dimensions
of human poverty, stressing not only income poverty, but also
various forms of social exclusion such as the lack of access to
basic education, health care and participation opportunities.
The Report presents an agenda for poverty eradication by the
21st century.

Box i.2

Global Human Development Reports: Varied Themes
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disturbing trends of recent years — low per capita
income, deteriorating health, as well as a certain
decline in overall levels of education. On the other
hand, the evidence presented in both the 1995 and
the 1996 Reports shows that Latvia has achieved
a great deal since the restoration of independence
in 1991.

The political system has proved relatively ef-
fective in providing stable government and the
benefits of the democratization process and the
move towards a society based on the rule of law
have begun to be felt. Tight fiscal and monetary
policies have been instrumental in achieving mac-
roeconomic stabilization and laying the ground-
work for economic growth. Latvia’s long-term for-
eign policy goals of European integration and
membership of NATO were brought closer with
accession to the Council of Europe and associate
membership of the EU, although much remains
to be done in this field.

Latvia Human Development Report 1997

The Latvia Human Development Report
1997 was conceived in order to help identify hu-
man development priorities in the current phase of
the transition and to stimulate debate on formulat-
ing more effective policy measures for addressing
those priorities. The feedback received after the pub-
lication of last year’s Report, recently published
data, and current policy debates all suggest that there
are three broad areas where inequalities and dis-
parities represent the greatest challenges to greater
social cohesion and increased human development.
These are 1) socio-economic inequality and grow-
ing poverty; 2) ethnic relations and national inte-
gration; and 3) regional development.

As this Report shows, imbalances in these
realms are straining the social fabric and, left un-
attended, may hinder Latvia’s future development.

Existing ethnic, linguistic and regional diversity has
been supplemented in recent years by a growing
divide between rich and poor, between the city and
the country, and between state and society. In or-
der to strengthen social cohesion, Latvia must ad-
dress inequitable access to opportunities and a
widespread perception of social, economic and
political disenfranchisement among both citizens
and non-citizens.

To some extent these problems can be attrib-
uted to the temporary strains of the transition and
the difficult process of creating a new political and
economic system virtually from scratch. However,
it is essential to raise public awareness about the
existence of inequality and social exclusion, to
stimulate debate about these challenges and the
most effective means of meeting them, and to take
action to promote social cohesion.

Chapter 1 reviews the economic trends of
the past year and examines not only the quantity,
but also the quality of economic growth. The evi-
dence marshaled in this chapter suggests that an
economic turning point may have been reached,
but that the benefits of growth have not yet been
effectively channeled towards human development
priorities.

Chapter 2 focuses on the need to address
growing poverty, socio-economic inequality and
social exclusion. The results of the Household
Budget Survey suggest that the trend towards in-
creasing income inequality has been arrested, but
that a substantial segment of Latvia’s population
lives in poverty. However, inequality in access to
health care and education have become more pro-
nounced, while recent trends in civil society sug-
gest that alienation and distrust of the public sphere
remain widespread.

Chapter 3 addresses an issue area that has
been at the center of political debate in Latvia since
the restoration of independence — ethnic relations

Figure i.1

Changes in Growth and Inflation in Latvia, 1994-1998
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The Latvia Human Development Report 1996 introduced
the relevance of human development in the Latvian context and
also looked critically at the calculation of Latvia’s human de-
velopment index (HDI) which, as noted, remains an imperfect
tool. Recalculation of the index in the Latvia Human Devel-
opment Report 1996 (page 22), using amended figures avail-
able to the Latvian team, indicated that Latvia’s HDI had been
overestimated in the global report and that the actual index was
considerably lower than the Global Human Development
Report had suggested. Thus, the Latvia Human Development
Report 1996 gave Latvia a HDI of 0.721 for 1994.

In the 1997 Global Human Development Report, released
in June 1997, Latvia’s HDI was calculated to be 0.711 (using 1994
statistics) which ranked Latvia ninety second of 175 countries.
The drop in Latvia’s HDI value from the Global Report pub-
lished the year before was the second largest worldwide and
the fall in ranking was the greatest as compared with the 1996
HDR (37 places). The HDI in the Global 1997 Human Devel-
opment Report placed Latvia’s neighbours Estonia and Lithua-
nia in 71st and 76th place, respectively.

While the fall in Latvia’s ranking is dramatic, as the Latvia
Human Development Report 1996 showed, the figures used
in previous Global Reports were probably over-estimates. Nev-
ertheless, the main cause for the fall lies with the living stand-
ards indicator — per capita GDP — which clearly did decline
in the period to 1994, the year from which data are taken.

This being said, comparisons of the HDI value from one
year to another should be done with care, and changes in HDI
values should be interpreted with caution. This is because
changes in HDI may not represent a genuine decline but in-
stead may well reflect revisions in statistical series which are
being continuously updated with improved data.

In the case of the Global Human Development Report’s
HDI calculation for Latvia, in different years different methods
were used to assess per capita GDP by purchasing power parity
indicators. For the period 1993-1996, purchasing power parity
(PPP) data were calculated using the so-called Atlas method,
which is used by the World Bank as a standard conversion
method to avoid the influence of price and currency exchange
rate fluctuations. This is achieved by adjusting the given year’s
and two previous years’ exchange rate and inflation fluctuations
in the specific country and the G5 countries. Other organiza-

tions, including OECD and EUROSTAT, use the European com-
parison programme.

In contrast, the value for the HDI presented by the Latvia
Human Development Report was prepared using the infor-
mation available from the Central Statistical Bureau. Per capita
GDP was calculated on the basis of OECD findings on Purchas-
ing Power Parities. In its official publications, the Central Sta-
tistical Bureau uses data calculated by this method. OECD mem-
ber states and the EU statistics bureau regularly calculate Pur-
chasing Power Parities. In 1993 Latvia was also invited to par-
ticipate in the implementation of the international compari-
son programme. Comparisons between states are possible us-
ing detailed information on GDP expenditure patterns and the
price level of a common “basket” of representative goods and
services. Comparisons under the full programme are made
every 3 to 5 years. In other years the main indicators are ex-
trapolated using the base year data and information on the size
of the GDP and price level changes.

Purchasing power parity shows how much must be spent
in each country’s currency to purchase the same volume of
goods and services. Comparing the size of the per capita GDP
adjusted for purchasing power parity, we can see that in 1993
(see Latvia Human Development Report 1996) in the Baltic
States it is low when compared to Austria and other Central
and East European countries. Furthermore, the PPP index for
Latvia is the lowest of the Baltic States. This can be partly ex-
plained by the fact that 1993 was a particularly difficult year
for the Latvian economy and was characterized by the imple-
mentation of various economic reforms, the fruits of which are
only beginning to be seen now.

While both improved statistical measurement and the
continued drop in the economy in 1994 explained most of the
drop in Latvia’s HDI value, it was also affected by two other
indicators: 1) a significant decline in life expectancy at birth
from 69 years in 1993 to 67.9 years in 1994; and 2) a decline
in the gross enrollment ratio from 72 percent to 67 percent
(as reported by UNESCO based on national statistics on the
number of enrolled students). As these are clearly two im-
portant issues affecting human development in Latvia, this
year’s Latvia Human Development Report will examine
both in greater detail in Chapter 2 below.

Box i.3

Latvia’s Human Development Index

and the challenge of national integration. A sig-
nificant proportion of the population of Latvia is
comprised of non-Latvians, many of whom do not
currently hold Latvian citizenship or speak profi-
cient Latvian. The chapter focuses on the issues of
citizenship and language policy, analyzing the
achievements, problems and prospects of national
integration.

Chapter 4 investigates regional development
in Latvia and provides a host of social and eco-
nomic data suggesting imbalances in this realm.
The countryside is experiencing very serious social
and economic problems, nearly one half of the
population of Latvia lives in the greater Riga area,
and the benefits of a booming transit business have
not been equally felt throughout the country. The
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current territorial-administrative reforms, which
are aimed at creating more efficient local govern-
ment, should help to address some problems,
though there is an urgent need for more effective
regional development policy at the national level.

The quality of economic growth, addressing
poverty and socio-economic inequality, promoting
national integration and developing Latvia’s regions
were identified as the most acute human develop-
ment questions for Latvia by many who partici-
pated in discussions of last year’s Report. This is
consistent with an assessment of regional trends
in Central and Eastern Europe, which indicate that
maintaining social cohesion is one of the major chal-
lenges of the coming years. If coordinated policies
to address the root causes, rather than the symp-
toms of social exclusion are formulated and imple-
mented not only by government, but also by other

actors in society (e.g. NGOs, the private sector,
and so on), the results can be high quality, sustain-
able economic growth that benefits all and stimu-
lates an improvement in other human development
indicators, greater social and economic equity and
increased government efficiency and legitimacy.

The Latvia Human Development Report
1997 is, therefore, aimed not only at policy-
makers in Latvia, but also at those who influence
policy — the media, non-governmental structures,
academics, the private sector, as well as Latvia’s
international partners. While information and
analysis are essential as strong foundations for the
Report, one of the most important goals is to pro-
vide concrete policy recommendations that can
stimulate dialogue and action so that Latvia can
better reach its full development potential.


