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Abbreviations 
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REGULATION (EU) No 1175/2011 (16 November 

2011) amending Council Regulation (EC) No 1466/97 on 

the strengthening of the surveillance of budgetary 

positions and the surveillance and coordination of 
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MoF  Ministry of Finance 
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Report  Fiscal Discipline Surveillance Report  
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GDP  gross domestic product 

NPI  new policy initiatives 
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Convergence Programme  Latvia‟s Convergence Programme 2013 - 2016 
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LSDP  Latvia‟s Strategic Development Plan 2010 - 2013 

LBFM  Law on Budget and Financial Management 

Fiscal Treaty  Treaty on Stability, Coordination and Governance in the 

Economic and Monetary Union 

CoM, Cabinet  Cabinet of Ministers 

Draft Protocol   Cabinet and LALRG Draft Protocol on Disputes and 

Agreements 
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NRP  National Reform Programme  

SEA  State Employment Agency  

Plan  Action Plan for Shadow Economy Combat and Provision 

of Fair Competition for 2010 – 2013  

Strategy  Social Security Networking Strategy 

Loan Programme  International Loan Programme 

IMF  International Monetary Fund 

SRS  State Revenue Service 

ST  State Treasury 

MTO  medium-term objective of budget balance in structural 

terms 

Framework Law  Law on Medium-term Budget Framework 

Framework  Medium-term Framework of Macroeconomic 

Development and Fiscal Policy  
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1. Overall Economic Policy Guidelines and Objectives 

Latvian Convergence Programme is a medium-term policy document, which describes 

Latvia‟s fiscal policy for 2013 – 2016 and is prepared according to the requirements and the 

Code of Conduct of the Stability and Growth Pact. The Convergence Programme is directed 

on the implementation of a strict and sustainable fiscal policy and provision of 

macroeconomic stability.  

Within the framework of the EU cycle for co-ordination and surveillance of economic 

policy or within the European semester the Convergence Programme is prepared and 

submitted to the European Commission together with the NRP and activities presented 

therein.  

The Convergence Programme is prepared in line with requirements of the Stability and 

Growth Pact and the requirements of the regulations it covers, as well as taking into account 

the Code of Conduct. At the same time it is prepared taking into consideration the priorities 

mentioned in the Annual Growth Report and in the macroeconomic and fiscal guidelines, as 

well as obligations stated in the Euro Plus Pact.  

Regarding the Convergence Programme for the previous period, on 6 July 2012 the 

Council of the EU has made several recommendations to Latvia, for the implementation of 

which during the last year Latvia has made numerous activities - in 2012 the general 

government budget deficit was 1.2% of GDP what is sufficient to stop the procedure on 

excessive budget deficit, in 2012 the medium-term objective of budget deficit has been 

achieved, in 6 March 2013 the FDL was adopted, in 2012 for the first time there was the Law 

on the “Medium-term Budget Framework for 2013, 2014 and 2015” worked out, the tax 

burden on labour force is reduced, pension reform is continued successfully in order to 

provide the stability of social insurance system. In general it can be concluded that Latvia‟s 

action was directed to the successful implementation of the EU Council Recommendations.  

The medium-term macroeconomic development scenario of the Convergence 

Programme is made on the basis of conservative assumptions about the development of 

external environment, and there are the EC winter forecasts‟ assumptions used regarding the 

development of external environment. Though in GDP quarterly growth speed there is 

insignificant decrease expected at the first half of the year, as a result of base effect‟s impact 

Latvia‟s economic growth in 2013 will be 4% and in the medium term Latvia‟s GDP growth 

in the amount of 4% will be equal to potential GDP growth. 

In 2013 – 2016 the fiscal policy carried out in the previous years, on the basis of which 

is observance of the principle of counter-cyclical fiscal policy, will be continued. The adopted 

FDL provides for balanced budget in the economic cycle (general government budget balance 

shall not be less than -0.5% of GDP). With the approval of the FDL, the following fiscal 

policy principles are strengthened: principle of counter-cyclical fiscal policy, economic 

principle, savings principle, etc. In the Law there are also new fiscal discipline conditions 

introduced that are included in the Treaty on Stability, Coordination and Governance in the 

Economic and Monetary Union, as well they correspond to the requirements of the Stability 

and Growth Pact. Thus, Latvia is one of the first EU Member States, which will provide the 

compliance of national legislation with the EU level principles of fiscal discipline. 

Based on the macroeconomic development scenario and determination to carry out the 

counter-cyclical fiscal policy, there are fiscal objectives defined for the subsequent three 

years, i.e., to ensure the structural deficit of general government budget in amount of 1.0% of 

GDP in 2014, 1.0% of GDP in 2015, and 0.9% of GDP in 2016. 
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Realisation of counter-cyclical fiscal policy is an essential precondition for Latvia‟s 

sustainable development. At the same time as a result of the realization of such policy from 

September 2012 Latvia has simultaneously complied with the Maastricht criteria, and as of 

2012 there is active preparation in order to implement the main objective – to introduce the 

euro on 1 January 2014. Compliance with the Maastricht criteria is a quality mark stating that 

state economy is able to provide sustainable growth, which is an essential precondition for 

increasing the attraction of Latvia‟s economic environment to foreign investors. Latvia is also 

working on the adjustment of normative base, the working out of practical guidelines for the 

introduction of the euro, active communication is being performed in the format of thematic 

seminars, practical preparation works are being made for the physical money changeover. On 

1 March 2013 the Law on the Procedure for the Introduction of the Euro came into force. 

Taking into account the accomplished work, the Latvian government has made the next step 

towards the introduction of the euro and on 4 March this year submitted an application to the 

EC and the ECB with a request to assess Latvia‟s compliance with the participation in the 

euro zone.  

Latvia is full of determination to also further provide sustainable fulfilment of the 

Maastricht criteria, what is demonstrated by  Latvia‟s capability to introduce the principles of 

counter-cyclical fiscal policy, being one of the first EU Member States, which has adjusted its 

national legislation to the EU level principles of fiscal discipline, to maintain stable and well-

functioning financial sector, ensure efficient and transparent acquisition of the EU funds, to 

control strictly the increase of budget expenditure, to continue the structural reforms in such 

areas as education as education and science, employment, health care, state administration, 

sustainability of social budget and in other areas. 

Provision of stability of financial sector is an important condition for the renewal of 

economic growth. In 2012 the implementation of financial sector stability measures continued 

– there were activities made for the strengthening of banks‟ capital base and establishment of 

more strict liquidity requirements, the work on the reorganisation/sale of the state owned 

banks was continued, public awareness was made regarding financial services as well as the 

improvement of consumer rights protection regulation in the sphere of consumers‟ crediting. 

At the end of 2011 Latvia concluded successfully the Loan Programme by 

implementing the Latvia's Economic Stabilization and Growth Revival Programme, and it 

will further implement the medium-term courses of action set in the LSDP within the 

framework of the determined priorities: economic growth, social security and public 

administration reforms.  

In addition, Latvia has convincingly demonstrated successful return to international 

capital markets – in June 2011 Latvia issued successfully 10-year Eurobonds in the amount of 

500 million USD even before the International Loan Programme was completed, and in 

February 2012 issued 5-year bonds in the amount of 1 billion USD, and, using especially 

favourable situation in international financial markets as well as positive changes in Latvia‟s 

credit rating,  on December 2012  Latvia made a decision to repeatedly return to international 

financial markets with one more issue of bonds in the amount of 1.25 billion USD with the 

seven-year term for repayment. This issue may be considered as especially successful deal as 

at that time the coupon rate was fixed at 2.75%, which is historically the lowest interest rate of 

securities, since Latvia performs public borrowings in international financial markets, and at 

the time of issue – the lowest rate in comparison with the borrowing rates of similar states, 

and it is lower than the Loan Programme‟s funding rates as well. Successful return to 

international financial markets was confirmed by high assessment of international financial 

market participants, particularly investors, regarding the accomplished work in Latvia‟s 
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economy and trust to in the country‟s creditworthiness, which provides a stable ground and 

confidence for the successful refinancing of the Loan Programme in the subsequent years.  

The Convergence Programme as a policy document has been approved by the Cabinet, 

presented in and approved in the respective Saeima‟s committees. The Convergence 

Programme and the recommendations on it provided to Latvia by the Council of the EU will 

be a basis for further work on the preparation of state budget for 2014. 
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2. Economic Situation 

2.1. External Economic Environment 

Global economic growth in 2012 has become slower, particularly expressively it is 

characterised by the dynamics of international trade, which indicates weak market activity 

globally. The reason for such decline in activity is caused by slowdown in demand, when the 

demand of developed countries is noticeably influenced by the processes of deleveraging 

both in government and in the private sector, what in turn spills over unfavourable conditions 

to the countries, the growth of which is dependent on export. Balancing the sustainability of 

growth and debt is a topical question in all largest developed economies. Urgent problems are 

being solved by quite intensive measures, results of which last year have created 

comparatively strong slowdown in activity. Although there are the first observable 

improvements, and growth in the subsequent years in the developed economies is expected to 

gain traction, this growth might be more modest than in the pre-crisis period. 

 

Table 2.1. Main Macroeconomic Indices, annual growth, %1 

 

 

In relation to Europe – the risks have decreased, the question on the euro zone split has 

disappeared from the agenda and the focus is directed to the individual imbalances of 

countries. Big attention is paid to the sustainability of debt and necessary reforms in order to 

achieve stable debt level or its gradual decrease. The accrued debts to a bigger or lesser extent 

concerns every individual of economy, and the adjustments in the debt levels leads to short-

term decrease of economic activity, which also explains comparatively weak economic 

performance of the euro zone in 2012, and according to the opinion of the leading forecasting 

institutions this process will continue in at least through the first half of 2013 before 

rebounding. Uncertainty about economic conditions in the future negatively affects the 

consumption of households and the decisions of enterprises on the expansion of activity, 

which is the substantial hindering factor in development. Suspension of investment projects 

may create a situation when the development of manufacturing sector will be limited by the 

production capacity constraints. This is especially important for the member states, which 

relate their growth perspectives to the balancing of the current account through strong export, 

and this problem is also topical to Latvia. However, the good thing is that the adjustment in 

                                                 

 

1 Source of data: World Economic Outlook Update, January 23, 2013, International Monetary Fund. Internet web 

site: http://www.imf.org/external/pubs/ft/weo/2013/update/01/pdf/0113.pdf 

2011 2012 2013 2014

Globālā ekonomikas IKP pieaugums, % 3.9 3.2 3.5 4.1

Attīstīto valstu IKP pieaugums, % 1.6 1.3 1.4 2.2

Attīstības valstu IKP pieaugums, % 6.3 5.1 5.5 5.9

Starptautiskā tirdzniecība, % 5.9 2.8 3.8 5.5

Inflācija attīstītajās valstīs, % 2.7 2 1.6 1.8

Inflācija attīstības valstīs, % 7.2 6.1 6.1 5.5

GDP growth of global economy, % 

GDP growth of developed countries, % 

GDP growth of developing countries, % 

International trade, % 

Inflation in developed countries, % 

Inflation in developing countries, % 
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balances is already taking place and the first positive results are evident – the EU confidence 

indices are recovering and the trust of financial markets is being regained. It is expected that 

these improvements will be reflected in real economies by 2014. The second important aspect, 

which creates a significant risk in relation to the EU growth perspectives, is employment – in 

particular for countries where there were especially rapid economic adjustments made, 

unemployment has increased to very high levels, and if the high level of unemployment 

protracts, it has a tendency to become structural unemployment, which in its turn may 

substantially affect the growth perspectives in the long term. Solving this problem is of most 

importance to the European Union, and further development of the euro zone depends to a big 

extent on how successfully the reforms will be implemented that are targeted on the 

improvement of situation in labour market. 

 

Figure 2.1. GDP Growth Against the Corresponding Quarter of the Previous Year; 

Forecasted Annual Growth, %
2
 

Growth of Latvia‟s main trade partners in 2012 was substantially stronger than on 

average in the European Union, and it explains the reason of the stability of Latvia‟s economy 

against the deterioration of external environment. This tendency will continue in the 

subsequent years, the growth forecasts of main trade partner countries remain good, in the 

medium term the speed of Latvia‟s economic growth will converge to the growth of trade 

partner countries. Overall favourable external trade environment will allow to strengthen 

Latvia‟s position as one of the most rapidly growing economies in the European Union.  

                                                 

 

2 Average growth of aggregated partner countries (Estonia, Lithuania, Russia, Germany, Poland, Sweden) 

calculated by the average export proportion in 2012. Source of data: European economic forecast - winter 2013, 

European Commission. Internet web site: 

http://ec.europa.eu/economy_finance/publications/european_economy/2013/pdf/ee1_en.pdf 
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2.2. Current Economic Development  

After overcoming the economic crisis of 2008 – 2009, growth in Latvian economy resumed 

starting from mid-2010. In 2011 GDP grew by 5.5% and in 2012 growth rate increased to 

5.6%, showing the most rapid increase among all the European Union Member States. 

Recovery of economic growth after the crisis was due to both favourable situation in the 

external markets when the world economy was recovering from the financial crisis, and 

economy stabilization and internal devaluation measures implemented in Latvia, as a result of 

which production and exporting industries obtained bigger share in the economy. If the 

previous year‟s situation in the external markets was favourable to Latvia‟s economy and 

facilitated increase in demand for Latvian goods, in 2012 strong economic growth was 

achieved, despite the slowdown in the euro zone, which is the biggest export market for 

Latvia. Strong economic growth continued till the end of 2012 and in the fourth quarter, in 

comparison with the respective quarter of the previous year, Latvia‟s GDP increased by 

5.1%. 

Estimates of the impact of the EU funds
3
 show that from 2004 to 2012, when the 

proportion of the EU funds in GDP increased by approximately 1.9 percentage points, the 

resources of the EU funds have considerably facilitated growth of the state economy. The 

funding of the Cohesion Policy for 2007 – 2013 planning period are the largest public 

investments and have added their contribution to economic growth. Estimates indicate that 

without the investments of the EU funds the growth of GDP in 2012 would be 4.5 percentage 

points (see Figure 2.2) lower. 

 

                                                 

 
3
 The methodology of the evaluation is improved, therefore, the information of the impact of the EU funds on 

macroeconomic indicators differs from the information provided in the previous report. 
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Figure 2.2. The impact of EU funds on the annual growth rate of real GDP and on the 

dynamics of investment 

Unlike in the previous years when the main driving force of economic growth was export, 

in 2012 both external and domestic demand strongly contributed to economic growth. On the 

supply side the largest contribution to growth came from trade, manufacturing, construction 

and transport sector, which in total created more than two thirds of GDP growth.  In 2012  

output increased in all manufacturing sectors, especially in metal working, in the production of 

electronic devices, machines and equipment, in the production of chemical products, and 

manufacturing in total achieved growth of 9.3%. Other growing sectors were construction, 

which increased by 14.6%, trade – 7.0%, information and communication services – 8.9%, 

housing and catering – 10.8%. 

Overall growth of economy was reduced by public sector, the development of which 

was limited by the measures on the decrease of budget deficit. The impact of the resources of 

the EU funds in 2012 on increase of value added in public sector was moderate – 

approximately 0.8 percentage points, what can be explained by the specific features of the 

projects implemented within the sector – the largest investments of the EU funds during the 

reporting period were made for the modernisation of the infrastructure and equipment of 

educational institutions, provision of appropriate resource base, development of the network 

of health care centres and family doctors, development of emergency medical aid and 

stationary health care, as well as for the provision of work of the administrative institutions of 

the EU funds. The implemented projects have affected demand for labour force, however, the 

main effect of investments is still expected to take place in the long term, by increase in 

productivity in all industries of national economy. The largest positive impact of the EU funds 

on the growth of value added has been in the construction sector, by increasing the sector‟s 

growth rate by approximately 6.5 percentage points what is 0.7 percentage points more than 

in 2011. Considerable impact of the EU funds on construction is explained by the fact that 
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projects implemented in the construction field during the last years, have been mainly ensured 

by orders for EU-funded civil engineering and public sector building construction and 

renovation work. The investments of the EU funds have also substantially supported the 

development of private service sector – the inflow of the resources of the EU funds in 2012 

facilitated increase in added value of the private sector (including trade and transport) by 5.3 

percentage points. 

From the expenditure side, the largest improvement was observed in the investments 

that have increased by 12.3%, investments increased especially rapidly in the energy sector, 

manufacture of metal products, food industry, transport and storage. After several years break 

a positive contribution to GDP growth was provided by net exports, when exports of goods 

and services were growing faster than imports. Positive contribution to growth in 2012 was 

made by private consumption, which increased by 5.4%, however public consumption in line 

with limited budget expenditure in 2012 shrank by 0.2%. 

The exports of goods and services remained substantial source of growth in 2012. Due to 

increase in competitiveness of domestic manufacturers and diversification of export markets, the 

value of exports of Latvian goods in 2012 increased by 15.4% which is a very impressive 

achievement, taking into account the complicated situation in the external  markets. The largest 

contribution to the total exports growth was provided by the exports of agricultural and food 

products, which comparing to 2011 increased by 43.3%. Exports of metal and its products grew 

by 11.4% and exports of wood and wood products – by 3.1%. A positive impact on exports 

growth can also be attributed to the activities of the EU funds, by facilitating the growth  rate of 

exports in 2012 by approximately 0.7 percentage points. However, it should be noted that the 

funding of the Cohesion Policy has mainly stimulated the development and the improvement of 

infrastructure of internal market, therefore the impact of the investments of the EU funds on 

export was moderate. Export capacity of enterprises within the framework of the Cohesion Policy 

in 2012 was facilitated by direct support to international marketing and indirectly – by activities, 

the aim of which is to raise the quality of the production and added value of enterprises. 

The acquisition of EU funds has also had a positive impact on increase in wages. In 

2012 the investment of the EU funds facilitated the speed of the growth of an average nominal 

wage by approximately 3.2 percentage points, thus creating the growth speed of private 

consumption in the amount of approximately 4.3 percentage points. In addition, increase in 

private consumption and demand for foreign investment goods (raw materials, construction 

materials, etc.) had stimulated import growth – by 2.3 percentage points. 

With rapid economic growth the situation in a labour market also continues to improve. 

The number of population employed in economy in 2012 increased to 885.6 thousands and was 

2.8% more than in the year before. The job seekers rate according to labour force survey data  

declined by 1.3 percentage points and reached 14.9% of economically active population. During 

the year registered unemployment rate also continued to decrease by falling to 10.5% of 

economically active population at the end of December 2012. It is expected that in the medium 

term there will be moderate increase in employment and growth will be based mainly on 

improvements in productivity, however, the speed of decrease of the job seekers rate will be 

determined by economic growth and structural changes. The investments of the EU funds also 

had a positive impact on the dynamics of employment – in 2012 the introduction of the projects of 

the EU funds increased the growth rate of the number of employees on average by 1.4 percentage 

points. In comparison with the previous year, a positive impact of the EU funds on changes in the 

number of employees has increased by 0.4% percentage points. In total within the framework of 

the introduction of the EU funds in 2012, 2400 long-term and 12381 short-term work places 

have been created. 
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 Despite the fast economic growth, inflation in 2012 showed a significant downward 

trend  – annual inflation decreased from 3.6 per cent on January 2012 to 1.6 per cent in 

December 2012. Similar dynamics had also annual average inflation, which during the year 

decreased from 4.4% to 2.3%, and Latvia already from September 2012 fulfils the Maastricht 

inflation criterion for the introduction of the euro. The greatest impact on consumer prices in 

2012 was made by imported inflation, which was determined by changes in prices for energy 

and unprocessed food, while core inflation remained on constantly low level. 

 

2.3. Macroeconomic Development Scenario  

The medium-term macroeconomic development scenario has been developed in 

February 2013 on the basis of flash estimate of GDP for 2012. The scenario was updated in 

March 2013 after release of full data for 2012. The medium-term macroeconomic 

development scenario is made on conservative assumptions about the development of external 

environment and the assumptions on the external economic environment underlying the EC 

winter forecasts are used.  

During the last year Latvia‟s economy has shown a considerable stability despite the 

deterioration of external environment what can be explained both by the reforms implemented 

during the crisis and reduction of the budget, which allowed regaining trust of investors and 

strengthening Latvia‟s competitiveness, and by gradual recovery of domestic demand. Within 

the framework of the macroeconomic development scenario it is assumed that improvements 

in competitiveness in subsequent quarters will allow avoiding the negative impact of the euro 

zone crisis. At the same time it is expected that the situation in the euro zone will continue to 

stabilize, and starting from the second half of 2013 growth in the euro zone will gradually 

become positive again. When the euro zone will return to positive growth, it is expected to 

see increase in external demand for Latvian export goods and services, what will facilitate 

faster development of the economy of Latvia. According to the EC winter forecasts the 

weighted average growth of Latvia‟s trade partners will substantially exceed the EU-27 

average growth, providing additional stimulus to the growth of Latvia‟s economy. Along with 

the improvements in economic situation in the euro zone, it is expected to observe increase in 

global growth.  

According to macroeconomic development scenario Latvian economy in the medium 

term will preserve its positions and will be one of the most rapidly growing economies in the 

EU. Taking into account protracted recession in the euro zone and fleeting effect of the one-

off positive impact of  record-high agricultural harvest in 2012, it is expected to see short term 

decrease in quarterly GDP growth rates, but as of the second half of 2013 quarterly growth 

rates will return to approximately 1%. Although the quarterly growth rates are expected to 

decrease slightly in the first half of the year, due to base effect Latvian economic growth in 

2013 is forecasted at 4%, and in the medium term Latvia‟s GDP growth is expected to remain 

at 4% in line with potential growth of GDP.  
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Table 2.2. Growth and Its Factors 

 ESA 

Code 
2012 2012 2013 2014 2015 2016 

  million 

lats 

Growth % 

1. Real GDP (at prices of the year 

2000) 

B1*g 7488 5.6 4.0 4.0 4.0 4.0 

2. Nominal GDP  B1*g 15520  5.6 6.4 6.3 6.1 

Real GDP by Expenditure (at Prices of the Year 2000) 

3. Private consumption P3 5153.3 5.4 4.1 4.0 4.0 4.0 

4. Public consumption P3 1051.4 -0.2 0.5 1.0 1.5 1.5 

5. Gross fixed capital formation P51 1992.7 12.3 5.2 6.0 6.0 6.0 

6. Changes in inventories and net 

acquisition of valuables 

P52+P53 -132.7 -1.9 0.7 0.5 2.7 -1.9 

7. Exports P6 4290.5 7.1 5.3 5.9 5.8 5.9 

8. Imports P7 4867.2 3.1 5.2 6.0 6.0 6.0 

Contributions to real GDP growth 

9. Final domestic demand  - 6.8 4.3 4.5 4.6 4.6 

10. Changes in inventories and net 

acquisition of valuables 

P52+P53 - -3.2 0.0 0.0 0.0 0.0 

11. External balance of goods and 

services 

B11 - 2.0 -0.3 -0.5 -0.6 -0.6 

 

In the medium term increase in private consumption is closely connected to changes in 

the population earnings. It is expected that in the forecast period change in real private 

consumption will be equal to real GDP growth. More rapid recovery of private consumption 

will be restricted by high unemployment rate and high debt burden of households. High 

unemployment rate will hinder increase in wages, and it is expected that changes in wages in 

the medium term will not exceed increase in productivity. However, from 2013 personal 

income tax is being gradually reduced what will increase the population earnings and 

facilitate growth of private consumption. Within the scenario it is assumed that there are no 

substantial changes expected in the savings rate of households and in the crediting trends, as a 

result of which growth of private consumption in current prices will be equal to changes in 

wage bill.  

Changes in public consumption in the medium term will reflect the chosen fiscal 

policy. According to the Latvia‟s objectives in the medium term Latvia will continue to 

comply with the restrictions regarding expenditure increase in compliance with the Stability 

and Growth Pact, at the same time reducing tax burden in national economy. Thus, increase in 

public consumption in the medium term will be substantially lower than the GDP growth 

rates. 

During the last two years in Latvia there was especially rapid increase in investments, 

and since the lowest point of the crisis the investments have increased by 43.7%. Despite such 

an excellent growth, decline during the crisis was very sharp, and in 2012 the investments in 

Latvia was only at the level of the year 2004. In the short term investment dynamics will be 

influenced by the cautious crediting policy of commercial banks, but private sector investment 

will be influenced by the expected decisions of enterprises to hold off on investment projects, 

waiting for the improvement of the situation in the euro zone. In the medium term there is 

forecasted increase both in internal and external demand what in combination with high levels 

of production capacity utilisation in particular sub-sectors of manufacturing will create 
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necessity for additional investments. Taking into account the low level of investments, it is 

forecasted that the contribution of investments in GDP will continue to increase, however, in 

the medium term it will remain under the pre-crisis level.  

 

External Sector 

After the substantial fluctuations of current account, which were determined by the 

adjustments of external imbalance caused by the financial crisis, the current account has 

returned to the sustainable level corresponding to Latvian economy – for the second year the 

current account has been near to balance with small deficit. If during the rapid decline of 

economy changes in the current account were determined by the fluctuations of the income 

account, then in the last two years changes in the current account were mainly determined by 

changes in exports and imports of goods and services. Despite the fact that the amounts of 

exports of goods and services continued to increase considerably, in 2012 the current account 

still had small deficit of -1.7% of the forecasted GDP, however, it has improved comparing to 

2011 when deficit was 2.2% of GDP. Deficit of the current account does not raise concerns 

regarding its financing and sustainability as it is fully covered by foreign direct investment 

inflows in Latvia and by the inflows of the resources obtained from the EU funds into the 

capital account. Also in the forecast period (2013-2016) it is expected that the current account 

will remain near to balance, amount of deficit will be determined by the necessity for 

investments for the growth of national economy. 

Amount of imports is directly dependant on domestic demand, investments and exports 

(through intermediate consumption goods). Even though comparatively rapid increase of 

imports in 2012 was mainly determined by the import of capital and intermediate 

consumption goods, in the second half of the year investment activities decreased, as in the 

result of increasing external risks enterprises are putting on hold the implementation of 

investment projects. 

Along with stabilization of situation in the world economy, the amount of investments, 

though slower than previously, is expected to increase. Investments will be determined by the 

necessity to increase the production capacity to boost the productivity, or to continue the 

already started investment projects. The increase in investments will be additionally 

influenced by the approaching end of the EU funds planning period when the speed of the 

acquisition of resources is likely to become more rapid. At the same time income from 

exports and the improvement of the situation in the labour market will facilitate increase in 

the private sector consumption what, taking into account the great proportion of imported 

goods in the consumption structure, will positively affect increase in imports. On the basis of 

the above mentioned assumptions it is forecasted that the imports of goods and services in 

real prices in 2013 will increase by 6.2% but in 2014 – by 7.0%.  

Despite a negative external background what was mainly determined by the slowdown 

of growth speed of the euro zone countries, the improved competitiveness of Latvian 

manufacturers, diversification of export markets and due to certain one-off factors in 2012 

annual export amount continued to increase and in the second half of the year reached 

historically highest level. 

Increase in export in 2013 will be closely connected to the development of global 

economy. Although forecasts on the economic situation in Europe published by the EC 

indicate that the risks relevant to debt crisis of the euro zone have decreased, it is forecasted 

that external demand in 2013 will remain at low level. While having weak external demand, 

the importance of the off-price competitiveness (quality, complexity of export, etc.) factors in 

the increase of market shares will continue to increase. If previously the increase in 
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competitiveness occurred due to decrease of costs, by eliminating gap between remuneration 

and productivity what was determined by significant adjustments in the labour market, further 

possibilities to improve competitiveness on the expense of the decrease of labour force‟s costs 

are exhausted. Therefore, in order to further provide the competitiveness of Latvian export, a 

crucial factor will be a capability to increase productivity qualitatively and by improving 

export structure. By improving the competitiveness the manufacturers will continue to 

diversify the range of goods and services and expand the geography of export market. 

Proportion of wood and metal products in exports will continue to decrease because, firstly, 

they are most susceptible to external conjuncture; second, the use of industries‟ potential will 

depend on how successfully the internal problems of industry will be solved. The slowdown 

in growth of big industries will be determined by how successfully the proportion of small 

industries in total exports will continue to increase. The forecasted increase in exports of 

goods and services in real prices in 2013 is 6.4% but in 2014 it is 7.0%.  

 

Inflation 

Annual average inflation kept decreasing and by the end of 2012 it reached 2.3 percent. 

Dynamics of prices is characterised by the weak influence of internal market on consumer 

prices and therewith accordingly low impact from core inflation. Inflation was mainly caused 

by increase in prices of energy resources what directly reflected in public utility tariffs and 

fuel prices. 

 

Figure 2.3. Dynamics of Consumption Prices Against the Corresponding Month in the 

Previous Year, %  

The dynamics of prices in Latvia in 2013 will be determined by comparatively weak 

economic development in the EU, what will provide generally low inflation environment. 

There are no particular signals to forecast changes in the dynamics of world prices for food 

and energy resources in 2013 which have broadly stabilized. Core inflation in the first half of 

2013 will still remain on low level, however, in the second half of 2013 and in 2014 it could 

gradually return to normal growth – approximately 2.5% what is appropriate for balanced 

growth in Latvia.   
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As from September 2012 Latvia fulfils the Maastricht criterion, and it is expected that 

the Latvia‟s annual average inflation rate will remain below the reference value during the 

whole 2013. There is a good probability that Latvia will be the state with the third lowest 

inflation in the EU or one of the Member States, which determines the criterion by the time of 

assessment. 

 

Labour Market 

The situation in the labour market is determined by the recovery of Latvia‟s economy 

from the crisis and strong economic growth  in the recent years. The number of the employed 

population in national economy increases for the second year in a row and in 2012 it 

increased by 2.8% reaching 885.6 thousands. Despite such growth the number of the 

employed inhabitants is still substantially lower than it was in 2007 when the highest 

employment level was achieved. Backwardness from the level of previous years is connected 

both with population census performed in 2011, which showed a bigger decrease in number 

of population as a result of emigration what is not included yet in the employment data of the 

previous years, and with comparatively slow  job creation when economic growth is being 

achieved mainly due to increase in productivity rather than due to increase in employment.  

The number of the employed population in 2012 increased mainly in the private sector 

while in the public sector the number of the occupied work places did not increase, but in the 

general government sector there was a 1.1% decrease. Different dynamics result from the 

changes experienced during the crisis when the businessmen of the private sector preferred 

reduction in the number of work places rather than reduction in wages, while in the public 

sector wages were reduced more. Currently  the employment structure is returning back to 

that of the previous years with higher private sector share, and this process is stimulated also 

by lower wages in the general government sector. 

By the increase in employment the job seeker share in 2012 has diminished to 14.9% 

from economically active population what is by 1.3 percentage points less than in 2011. 

Though decline is not too rapid, an additional positive factor is that decrease in the level of 

unemployment is achieved simultaneously with increase in economic activity of working-age 

population. Although the total number of population at the age of 15-74 decreased by 1.3%, 

the number of economically active population in 2012 increased by 1.3%, reflecting the 

improvement of situation in the labour market when people, who previously have  lost hopes 

to find a job, become job seekers again. 

In coming years situation in the labour market will be positively influenced by 

economic growth – the number of the employed population will continue to increase, and the 

proportion of job seekers will decrease. However, changes will not be rapid, and in 2013 

increase in employment will be slowed down by lower growth of Latvia‟s economy what is 

caused by the euro zone‟s economic recession. This situation will be influenced by decrease 

in the number of working-age population, and after 2013 increase in the number of the 

employed inhabitants will be moderate. Decrease in unemployment rate in the coming years 

will be weakened by changes in the structure of  working-age population, when by decrease 

of the proportion of economically less active young people (aged 15-24) among all working-

age people the overall level of economic activity will increase. 

It is forecasted that the number of employed inhabitants in the economy will increase by 

1.4% in 2013 while in the following three years it will increase by 1.3% on average. Thus, 

GDP growth as in the previous years will be more determined by increase in productivity, 

rather than increase in the number of employees. 
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Figure 2.4. Employment and Unemployment in 2011 – 2016 

With gradual increase in employment the unemployment rate in the medium term will 

decrease, which will be additionally affected also by decrease in the number of working-age 

population, including as a result of emigration. In 2013 decrease in the job seekers rate to 

12.6% from economically active population is expected, but is 2015 unemployment rate is 

expected to fall below 10%. Together with the overall decrease in unemployment rate, the 

comparatively big number of long-term unemployed inhabitants and their high proportion 

among all unemployed people will remain, indicating discrepancy between demand and 

supply in the labour market and structural unemployment risks, which in a perspective may 

lead to the lack of skilled labour force in particular professions and industries. 

As during the economic crisis enterprises had considerably reduced the number of 

employees, streamlined work processes and introduced new technologies, since 2010 growth 

in productivity in the national economy has resumed. It is expected that growth in 

productivity, with the speed reached during the last two years, will  persist until 2016. In the 

last four years productivity in the national economy has grown faster than the real wages of 

employees, facilitating increase in Latvia‟s competiveness in external markets, and it is 

expected that in the subsequent years increase in wages will not exceed growth in 

productivity. 

2.4. Participation in the Exchange Rate Mechanism II 

Latvia joined the Exchange Rate Mechanism II on 2 May 2005, undertaking a unilateral 

commitment to allow a fluctuation margin of +/-1% around the central parity rate (1 EUR = 

0.702804 LVL). The Bank of Latvia will continue to implement the current fixed exchange 

rate policy until Latvia joins the Economic and Monetary Union.   

Fiscal consolidation and the implemented structural reforms allowed to re-structure and 

stabilise the economy, eliminating the imbalances accumulated in the previous years of rapid 

growth. The national economy began to recover from the recession already in 2010, but since 

2011 sound and rapid growth is observed in Latvia. The Programme led by the EU and the 

IMF, having helped to restore confidence in financial markets, was successfully concluded at 

the end of 2011. In 2012 Latvia successfully issued bonds in international markets, achieving 

historical lows of both long-term and short-term interest rates.  
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The strategy for overcoming the crisis, chosen by Latvia, proved to be a success.  The 

national economy was sufficiently flexible to regain competitiveness in a few years and to 

become the most rapidly growing economy in Europe. The high speed of Latvia‟s economic 

growth continued also in 2012, despite the recession in the entire euro area. 

As regards political commitment, participation in the ERM II, sizable fiscal 

consolidation and structural reforms have been implemented to correct the imbalances created 

in the past and facilitate macroeconomic stability and growth. Since 2008 considerable fiscal 

adjustments and structural reforms had been implemented; however, in January 2013 Latvia 

adopted the FDL to ensure further fiscal sustainability and avoid the mistakes of pro-cyclical 

fiscal policy in the future. 

The reforms carried out by the Latvian government facilitated the dynamics of wages, 

stimulating the sustainability of economic environment. In recent years optimisation of costs 

and an increase in labour productivity have facilitated the decrease in the productivity gap. A 

relative correction of prices was made, achieving a substantial decline in inflation. In January 

2013 Latvia had the third lowest annual inflation among EU Member States. Expectations of 

market prices for goods do not suggest an upward correction of prices; however, growth in 

domestic demand is moderate. If balanced economic growth persists in the medium term, the 

flexibility of labour market will allow keeping inflation low in the circumstances of sound and 

comparatively rapid economic growth. The imbalance of the current account, observed before 

the crisis, was rapidly eliminated, returning to a sustainable level. A limited current account 

deficit will also be further preserved by regained competitiveness in exports and a subsequent 

expansion of Latvia's export market shares in its main trading partners. 

The monetary policy instruments of the Bank of Latvia were harmonized in recent 

years; in general they are similar to those used by the ECB. As the lats is pegged to the euro, 

the Bank of Latvia provides local currency liquidity in limited amounts via market operations 

to ensure that the monetary base is fully backed by foreign exchange and gold reserves; banks 

make use of foreign exchange interventions to obtain long-term funds from the central bank. 

After joining the EMU, Latvia will start to use the full set of monetary policy instruments of 

the ECB.  

With the domestic price pressure moderating, in 2012 the BoL by two steps reduced the 

refinancing rate from 3.5% to 3% and down to 2.5%. The overnight deposit facility rate was 

reduced from 0.25% to 0.05%, but the 7-day deposit facility rate was cut from 0.375% to 

0.075%. The marginal lending facility rate, using the lending facility no more than for 5 

working days in the previous 30 days, was reduced in three steps from 7.5% to 3.0%. At the 

beginning of 2012, the Bank of Latvia reduced the reserve ratio by one percentage point: for 

bank liabilities with a maturity of more than two years – from 3% to 2%; and for other 

liabilities included in the reserve base – from 5% to 4%. 

A decrease in risk perception in the financial markets is suggested by the fact that 

interest rates of the lats money market are approaching the corresponding interest rates of the 

euro money market (6-month RIGIBOR decreased to 0.70%, and 3-month RIGIBOR dropped 

to 0.47% in the first week of March 2013). In December 2012 Latvia issued 7-year bonds in 

the amount of 1.25 billion USD with an average yield of 2.889%, which was a historic low for 

bonds since Latvia had publicly borrowed in the international financial markets. The spread 

over the US government securities of the same maturity was 188 base points. Latvia‟s 

regained access to the international financial markets allowed Latvia to make an early 

repayment of all the remaining obligations to the IMF, which was a part of the Loan 

Programme. The average yield on the issued 10-year lats bonds in the domestic market 

decreased from 5.30% in April 2012 to 3.20% at the end of October 2012. 
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Table 2.3. BoL forecast of average annual short-term (3-month interbank rate) and long-

term (10-year government bond yield) interest rates  

 2013 2014 2015 2016 

Short-term rate (%) 0.25 0.35 0.60  1.00 

Long-term rate (%) 3.20 3.30 3.40 3.50 

 

The BoL does not forecast the nominal exchange rate developments. Assuming that the 

nominal exchange rate values of individual currencies remain at the previous level (the level 

of February 2013), the lats nominal effective exchange rate in 2013 would be 0.2% higher 

than in 2012 on average; 0% in 2014 against the previous year.  
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3. Impact of Structural Reforms on the National Economy 

and Public Finances  

 

 

In order to achieve the objectives of the general government budget, at the same time 

ensuring conditions for economic growth in the medium term, the Latvian government 

continues to implement structural reforms in the following primary directions:  

 financial stability  

 promotion of competitiveness  

 balanced social system and employment  

 health care  

 education and science  

The reforms included in the Convergence Programme are directed both to the promotion 

of growth and to a more efficient use of budget resources, ensuring reduction of the budget 

deficit. The structural reforms included in the Convergence Programme will have direct 

impact on the development of Latvian national economy and public finances. However, 

taking into account that in particular spheres of reforms there are still active discussions held 

about the most optimal solutions and specific decisions are not made yet, currently it is 

impossible to estimate the full and precise impact of reforms on the economy and public 

finances. It should be noted that the available financing of the EU funds is of big importance 

in the implementation of the reforms.  

The directions of the structural reforms as well as the planned measures for 2013-2016 

are described more widely in the NRP.  

The section has been prepared by using the information received from the State 

Chancellery and line ministries.  

3.1. Financial Stability  

Strengthening of the fiscal discipline. The measure aims at the strengthening of national 

legal order to ensure the formation of sustainable, counter-cyclical fiscal policy, by 

strengthening a medium-term budget planning, as well as providing for clear conditions for 

the defining of fiscal objectives. From 6 March 2013 the FDL in force and the Law on the 

Medium-term Budget Framework for 2014 - 2016 will be prepared according to the 

requirements of the FDL. The preparation of the FDL and the Law on the Medium-term 

Budget Framework is considered as substantial impact on the State budget as well as on the 

economy as it provides for the counter-cyclical fiscal policy, compliance with the fiscal 

discipline and the medium-term budget planning, what in the long term will ensure stable and 

sustainable development of public finances. As a result of more strict fiscal regulation, the 

stability of public finances in the long term will be ensured as well as the conformity of 

general government budget deficit and the amount of governmental debt to the Maastricht 

criteria and the requirements of the Stability and Growth Pact will be facilitated. A new fiscal 

regulation also provides for the accumulation of financial reserves for the crisis situations 

what will allow to secure oneself with financial resources and will lessen the necessity to 

perform borrowings in external financial markets. It is important to note that the planning of 

the fiscal policy, which in the medium term means predictable tax and the State budget 



 

 

22 

expenditure policy, creates prospective business environment, thus easing the planning of 

activity of domestic and foreign businessmen and the long-term decision making. 

Development of social insurance system. The measure aims at ensuring the stability of 

the social insurance system in the medium and in the long term. The measure provides for the 

restructuring of social insurance system expenditure in order to adjust to demographic trends 

and ensure the sustainability of the system. To achieve the above mentioned objectives, in 

2012 the amendments to the Law “On State Pension” came into force providing for the 

following most substantial changes: 

- Gradual increase in retirement age up to 65 years from 1 January 2014: each year by 

3 months until the age of 65 will be reached in 2025. Fiscal impact: savings in  

2014 7.9 million lats (11.3 million euro) and in 2015 17.0 million lats (24.2 million 

euro); 

- Together with increase in retirement age, increase in early retirement age starting from 

1 January 2014. Fiscal impact: savings in 2014 1.3 million lats (1.8 million euro) and 

in 2015 2.7 million lats (3.8 million euro); 

- Increase in minimum insurance period for the right to receive the state old-age pension 

up to 15 years, starting from 1 January 2014, and up to 20 years, starting from 1 

January 2025. Fiscal impact: savings in 2014 0.1 million lats (0.1 million euro) and in 

2015 0.3 million lats (0.4 million euro);  

- Relieve of the social insurance special budget from uncharacteristic expenditure (not 

covered by social insurance contributions) – additional payments to old-age and 

disability pensions, transferring their expenditure to the State basic budget starting 

from 2014.  

Similarly as in 2012 there were amendments made to the Law “On the State Funded 

Pensions”, providing that the rate of social insurance contributions in the scheme of the State 

funded pensions in 2013 constitutes 4%, in 2014 is 4%, in 2015 is 5%, in 2016 and hereinafter 

– 6%. In regard to increase in the contribution rate in the state funded pension scheme in 

comparison with the contribution rate in 2012 (2%), social insurance contributions to the State 

special budget against the planned contributions in the budget for 2012 would decrease by 

59.7 million lats (85.0 million euro) in 2013, 93.3 million lats (132.8 million euro) in 2014 

and 130.3 million lats (185,4 million euro) in 2015. 

3.2. Promotion of Competitiveness  

3.2.1. Business Environment, Including the Modernisation of the State 

Administration 

Reduction of administrative obstacles. The aim of the measure is to improve in co-

operation with businessmen the base of laws and regulations governing the business 

environment and develop the appropriate electronic services for the needs of businessmen. In 

2012 the following measures have been performed: 

- the electronic registration of enterprises in the Register of Companies by means of the 

portal www.latvija.lv was introduced, businessman‟s e-application also includes 

application for the acquirement of tax payer status in the SRS, thus business activity 

can be started already on the next day; 

- in the Saeima‟s 3rd reading the Draft Law on Construction is being viewed, which 

provides for reduction in the duration of construction process; 

- E-paying office was introduced – businessmen shall not submit references to public 

institutions on the performed payment of taxes, fees and paid services. Due to these 

http://www.latvija.lv/
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simplified requirements in the sphere of taxes, necessary time for the payment of taxes 

for businessmen has decreased as well from 290 to 260 hours; 

- Time for the registration of businessman in the SRS Register of Value Added Tax 

Payers was shortened from 10 working days to 5 working days in compliance with the 

changes in the Law “On Value Added Tax”, which came into force on 1 January 2013; 

- In order to create in all local governments equal requirements for businessmen in the 

placing and exploitation of advertisements and in public external environment, and to 

reduce an administrative burden in the receipt of this service, in 2012 the provisions 

were approved and they came into force, stating the unified procedure for receipt of an 

advertising permits for placing of advertisements in public places.  

 

In 2013 in co-operation with businessmen the work is continued on the arrangement of the 

base of laws and regulations governing the business environment, for example, introduction 

of arbitration regulation, provision of new e-services and one stop agency principle in the 

sphere of construction and immovable property.  

Development of business infrastructure. The aim of the measure is the implementation 

of the state and local governments infrastructure arrangement programme in order to invest in 

the development of business support infrastructure and, thus, facilitating business 

development and creation of jobs in the territories of local governments. Within the 

programme there will be the establishment and renovation of industrial zones supported, 

expansion and adjustment of public infrastructure for the attraction of investments in the 

manufacturing industry, including the development of public infrastructure and support for 

the establishment of the necessary utilities connections in the centres of national and regional 

importance. In 2013 there will be the criteria prepared for the granting of support to local 

governments for the implementation of projects, so that the local governments of the centres 

of national and regional importance from 2014 could apply for funding for the development 

of industrial zones. 

Reduction of labour taxes. The aim of the measure is to raise the competitiveness of 

Latvian businessmen, by reducing the labour tax burden to the level of other Baltic States. On 

24 May 2012 there were amendments to the Law “On Personal Income Tax” prescribing that 

in three years a personal income tax rate will be reduced by five percentage points – from 

25% to 20%. In 2013 standard rate of personal income tax is 24%, as of 2014 – 22% but in 

2015 – 20%. The influence of changes is decrease in revenue from personal income tax by 

30.5 million lats (43.4 million euro) in 2013, by 98.1 million lats (139.6 million euro) in 2014 

and by 173.3 million lats (246.6 million euro) in 2015. On 6 November 2012 there were 

“Regulations on monthly exemption and the amount of tax concession for the calculation of 

personal income tax” adopted, providing that as of 1 July 2013 the amount of dependent-care 

personal income tax credit will constitute 80.0 lats (113.8 euro) monthly. Fiscal impact is 

decrease in revenue by 3.4 million lats (4.8 million euro) in 2013, by 7.6 million lats (10.8 

million euro) in 2014, by 6.9 million lats (9.8 million euro) in 2015 and by 7.6 million lats 

(10.8 million euro) in 2016. In order to diminish social inequality within the budget process 

of 2014, taking into account the fiscal possibilities of the State budget, there will be the 

questions viewed on the increase of minimum monthly wage, non-taxable minimum and 

deduction for dependent person. 

Combating shadow economy.  Shadow economy influences not only revenues of the 

State budget but it also distorts business environment, mainly creating unequal conditions of 

competition among businessmen. Accordingly the solving of this problem shall be approved 

by preparation new proposals all the time for the combating of shadow economy. In 2010 

there was the Plan prepared. Many times the Plan was updated and supplemented with new 
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measures. In the Plan there are the main directions determined for the combating of shadow 

economy: reduction of the administrative burden, ensuring more efficient operation of 

controlling authorities, application of sanctions, co-operation with social partners, promotion 

of the transition of businesses from the non-registered to the registered economy and support 

for honest businessmen, etc. In total the Plan currently includes 66 measures, from which 

until 1 January 2013 63 measures were fully implemented and the implementation of 3 

measures continues.  

In 2013 it is planned to finish several started tasks, which are not included in the 

above mentioned Plan, but were identified by the evaluation of different aspects of taxes. The 

procedure for the registration of enterprises will be improved, i.e. the possibilities to register 

enterprises will be reduced to the persons who have previously were engaged in business 

activity and have created losses to the State economy. At the same time a bigger attention will 

be paid during the registration process also when as registered address for an enterprise there 

will be a risk address indicated. In fact these measures will reduce the establishment of 

“fictive” enterprises that are mainly founded for the participation in tax fraud schemes, thus, 

reducing tax fraud risks (the amount of repaid taxes from the State budget will decrease). 

Special attention will be paid to combat the tax payers who do not apply the regulation 

existing in tax sphere according to its economic essence, for example, unreasonable credits to 

the members of the board of an enterprise etc. Currently it is evaluated how tax regulation 

should be made in cases when all works in an enterprise are carried out by the members of the 

board but their wage is not determined. A bigger attention will be paid to the fact that all 

revenue are registered in trading places or in the places for the provision of services, i.e. 

reinforced requirements for the use of cash registers, cash system, specialised devices and 

equipment. 

 After the performed calculations, in the period of 2014 – 2016 it is planned to collect 

28 million lats (39.8 million euro) carrying out the measures for the fight against shadow 

economy. 

Table 3.1. Additional revenue from the measures for the fight against shadow 

economy, million lats (million euro)  

Measure  VAT PIT SSC* CIT TOTAL 

2014 9.2 4.8 6.0 3.0 23.0 

2015 11.2 4.6 6.3 5.0 27.1 

2016 11.8 4.7 6.2 5.3 28.0 

   * SSC not including contributions to state funded pension 

scheme 

Several significant measures have been performed and continued in 2012, for 

example: 

- on 15 December 2011 the Law ”On Declaration of the property status of natural 

persons and undeclared income” came into force. Until 31 December 2012 in the 

SRS there were 132 033 property declarations submitted. For previously 

undeclared income there was payable personal income tax calculated in the 

amount of 675.5 thousand lats (960.7 thousand euro), from which payments into 

the budget were made in the amount of 672.2 thousand lats (956.6 thousand euro);  

- Law “On Tax Support Measure” was adopted, and it provides for the cancellation 

of late payment interest and partial penalty of measures, which should be 

performed once, for the tax payers who until the specified time will pay principal 

tax debt; 

- “Concept on the consolidation and simplification of tax payment regimes of small 

enterprises” was approved; 
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- the Law “On Taxes and Fees” was supplemented with the norm, the aim of which 

is to prevent the use of micro-enterprise tax regime for tax adjustment, prescribing 

that further the transactions will be evaluated in total; 

- on 1 January 2013 the Law came into force strengthening the sanctions for non-

installation and non-use of electronic devices and equipment for tax and other 

payment registration or non-observance of their regulations for use and the liability 

established for unlawful intervention in the software of cash registers and cash 

systems; 

- amendments were prepared prescribing to the possibility to apply additional 

penalty “deprivation of rights to occupy definite positions in companies” to a 

person – member of the board, for substantial infringements in the sphere of 

finance; 

- amendments to the Law “On Taxes and Fees” providing the SRS rights to stop the 

economic activity of a tax payer; 

- in the Law “On Taxes and Fees” there were planned restrictions on cash use 

specified; 

- On 16 April 2013 on the Cabinet session there was Draft Concept approved, which 

was prepared by the Ministry of Health, on the financing model of health care 

system, providing for the establishment of new health care system in Latvia, by 

introduction of the state compulsory health insurance. The implementation of the 

Draft Concept will motivate persons to pay taxes and avoid the receipt of “wage in 

an envelope”, thus, gaining benefit for the receipt of the planned health care; 

- on 7 July 2012 the application of tax payers for the membership status in the Deep 

Co-operation Programme was started. Its aim is to create a system where the 

enterprises, which have proved their excellence in the attitude to the State, obtain 

special attitude and obliging co-operation from the side of the State. For example, 

the possibility to apply the reduction in the general security of excise duty in the 

amount of 100%, preferential procedure according to which the rights to use TIP 

procedures and obtain TIR carnets, preferential conditions regarding the tax debt 

guarantee for customs clearance of goods, and to a registered value added tax 

payer, who is acting as fiscal representative, in relation to the expected amount for 

the repayment of the possible value added tax debt, which shall be indicated in a 

certification. 

As of 1 January 2012 in the Law “On Value Added Tax” it was established that value 

added tax for construction services, which have been provided in inland, mentioned in this 

Law shall be paid into the State budget by the recipient of construction services, if the 

provider of construction services and the recipient of construction services are VAT taxable 

persons. Such procedure in the sphere of construction services was introduced to fight against 

fraud in the value added tax field.  

The restriction was reassessed for the application of tax exemption for excise goods, 

which are imported by natural persons from the third countries. Thus, as of 1 January 2012 it 

was provided that a natural person may import excise duties from the third countries applying 

tax exemption not more than once in 7 days (previously - not more than once a day), and the 

above mentioned restriction is applicable both to a natural person and a vehicle that is not 

commercial. In order to limit the possibilities to avoid the application of value added tax to 

the products, which can be used as fuel, from 1 February 2012 excise duty is applicable to the 

certain groups of oil, except for oils in a closed packaging, the volume of which does not 

exceed 250 litres. 

Concept on the development of human resources. The aim of the measure – 

professional, motivated and fair employees in public administration. In order to achieve this 
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aim there are several courses of action offered: improvement of legal relations of employees 

(reform of civil service system) and development of the competences of senior management 

officials, improvement of wages and social guarantee system, provision of motivation system 

and professional development activities. The activities offered in the concept should be 

implemented within current budget resources or by co-financing from the EU funds. The 

priorities of state administration in the sphere of development of human resources in 2013 

will be connected with the improvement of the legal relations of the employed in public 

administration (Draft Law on Public Service), introduction of the assessment system 

regarding the completion of work, improvement of job classification (wage) system, 

restoration of professional growth activities, promotion of e-governance in personnel 

management and the strengthening of the strategic role of human resources management.  

Development of e-governance and e-services. The measures aim to make state 

administration processes more efficiently by providing better access to public services for 

citizens and businessmen. During the period from 2012 until 2014 it is planned to introduce 

more full electronic data and document transfer between institutions, consolidation and 

centralization of the standard services of national information technologies, development of 

co-operation between the national information systems. It is planned to stop the issue of 

registration certificates, operation permits and licenses in paper form, and to ensure the use 

and development of the centralised electronic procurement system. In 2012 in the unified 

portal of state and local government services www.latvija.lv there was access to 52 e-services 

provided and new 11 e-services were introduced. There were amendments made to the 

Applications Law prescribing the processing of a unified application, if it is signed with 

electronic signature in compliance with the procedure established in laws or regulations, as 

well as the Draft Law on Electronic Identification of Natural Persons has been prepared, the 

objective of which is to establish of the legal status of the electronic identification of natural 

persons in electronic environment. As a result of the activities, businessmen and inhabitants 

will be able to access public administration services more simply, faster and in remote 

manner, the number of people and businessmen who use the Internet for co-operation with 

state and local government institutions will increase, expenditure will be reduced and 

government procurement processes will become more transparent. 

 Introduction of “one-stop agency” principle in the provision of state and local 

government services. The measures aim to improve the supply of the state and local 

government services by developing service access points on the spot and electronically, and 

by developing uniform, people-oriented culture for the provision of services, which allows to 

meet persons‟ needs in one place, even if several institutions are involved in the provision of a 

particular service. In 2012 the Draft Concept on the Improvement of Public Services System. 

The Concept prescribes to work out the Public Service Law, subordinated laws or regulations, 

to facilitate the development of e-services and ICT public access tools, to work out a unified 

procedure for the cost accounting of public services and the submission of reports, to 

implement the establishment of the network pilot project of customer service centres 

according to the “one-stop agency” principle, as well as to ensure the working out of policy 

and coordination of implementation. It is planned to start a trial project on 2 January 2014 

examining the viability of the idea on the unified on-the-spot customer service centres and 

determining the most appropriate co-operation model between institutions. The network pilot 

project of customer service centres will be implemented within the available budget resources 

of institutions. 

Reform of the management of state-owned shares and commercial activities of public 

persons.  The measures aim to provide more efficient management of state-owned shares and 

to assess the need for public persons to carry out commercial activities in the future.  On 15 

May 2012 the Cabinet supported the prepared Concept on Public Persons‟ Business Activity 

http://www.latvija.lv/
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and the Concept on State-owned Shares Management. In order to enforce in the above 

mentioned Concepts the variants of solutions supported by the Cabinet, there is the Draft Law 

“On the Management of State-owned Capital Companies and Shares” and the amendments 

subordinated to it in laws or regulations. The planned reforms on the management of public 

persons‟ business activity and shares prescribed that: 

- a public person may participate in a capital company in case of market deficiency 

or in a strategically important industry for the purpose of management of 

strategically important assets; 

- the necessity for a public persons‟ participation in capital companies shall be 

regularly reassessed;  

- a partially centralised model of the state-owned shares‟ management shall be 

introduced, establishing a centralised management institution; 

- the financial and non-financial objectives of the state capital investment shall be 

defined, and each year the achieved results shall be evaluated;  

- policy of the applicable dividends shall be differentiated in the long term 

according to the aims of each capital company;  

- it shall be ensured that information about the management of public persons‟ 

capital shares is public, transparent and available; 

- in capital companies the policy of motivational wage shall be introduced that is 

connected with the results of activity;  

- members of the board and the council are nominated, using the data base of the 

nominees for the members of the board and the council, on the basis of the criteria 

of professionalism and competence.  

In order to enforce the solutions approved by the Cabinet, in 2013 the corresponding 

laws or regulations will be prepared and approved, and it is planned that as of 1 January 2014 

the system for the management of public persons‟ capital shares will be put in order, and the 

centralised management institution will be established and will be functioning.  

3.2.2. Promotion of Productive Investments and Export 

Access of enterprises to financial resources. The measure aims to provide financial 

resources to start and develop business. In 2012 a wide range of financial instruments was 

offered to businessmen, including loans and individual guarantees (LGA, MLB). In 2013 

access to financial resources is provided to enterprises, by supporting businessmen to improve 

their competitiveness and facilitate growth. In result of this measure access to funding will be 

increased, the establishment of new enterprises, acquisition of business skills, development of 

business environment will be promoted, and there will be entry in new markets facilitated as 

well as the strengthening of enterprises in existing markets.  

Support for entry in external markets. The measure aims to increase the amount of 

Latvia‟s export and diversify export markets providing direct export supporting services to 

businessmen (training, consultations, seminars on foreign markets and opportunities for co-

operation, support for participation in exhibitions, etc.). The co-financing from the EU fund is 

planned for the activities. In 2012, according to the plan, the direct export supporting services 

to businessmen were implemented, as well as the network of Latvia‟s External economic 

representations was extended (in Japan, Norway and China). In 2013 support to businessmen 

for entry in external markets will be continued.  

Support for small and medium-size enterprises. The measure aims to provide support to 

small and medium-size enterprises through micro lending programmes. Within the framework 

of the “Micro lending programme for small and medium-size Latvian companies” until the 

end of November 2012 there were 683 loans granted in the amount of almost 33.0 million lats 



 

 

28 

(47.0 million euro), including already granted loans in the amount of 27.7 million lats (39.4 

million euro). Since October 2011 “Micro lending programme for small and medium-size 

Latvian companies” is replaced by a new programme – “Latvian-Swiss micro lending 

programme”, and it will function until June 2015. Within the Programme until the end of 

2012 there were loans in the amount of 3.5 million lats (5.0 million euro) granted. 

3.2.3. Innovations, Research and Development  

Establishment of a platform for the long-term co-operation between enterprises and 

scientists. The measure aims to create a framework for more efficient co-operation between 

scientists and businessmen, at the same time improving the research infrastructure and 

supporting the performance of joint studies. In 2012 the implementation of the EU Structural 

Funds‟ programmes “Competence Centres” and “Technology Transfer Contact Points” was 

continued, within which 6 competence centres and work of 8 technology transfer contact 

points were supported. Until the end of 2015 for the implementation of the above mentioned 

activities it is planned to invest 39.3 million lats (55.9 million euro) of the financing of the 

EU Structural Funds, which could attract additional 20.0 million lats (79.5 million euro) of 

private sector funding. From 2012 until 2015 the “Cluster programme” co-financed by the EU 

Structural Funds will be implemented, as a result of which 11 clusters will be supported. 

Consequently the measure will increase private sector investments in research and 

development, as well as the turnover and number of employees of the supported businessmen.  

Support for development of innovative enterprises. In order to provide support to 

innovative businessmen for the developing and introduction of new products and technologies 

in manufacturing and to increase the number of innovative enterprises, in 2012 the 

implementation of supported projects was continued in the EU Structural Funds programmes 

“Development of New Products and Technologies”, “Introduction of New Products and 

Technologies in Manufacturing”, “High Value Added Tax Investments” and the 

implementation of the “Programme for development of new products and technologies of 

micro, small and medium-size businessmen” was started. Until the end of 2015 for the 

implementation of the above mentioned activities it is planned to invest 115.0 million lats 

(163.6 million euro) what could attract 143.6 million lats (204.3 million euro) of private 

sector co-funding. At the same time in 2012 there were preparatory works performed for the 

introduction of practical Norwegian financial instrument programme “Innovations in „Green‟ 

Manufacturing” in 2013, and until 2016 there will be in total 7.9 million lats (11.2 million 

euro) invested in this Programme from the Norwegian financial instrument and 0.9 million 

lats (1.3 million euro) from the State budget funding. As a result of the actions the amount of 

outputs of manufacturing industry, high technology service industry as well as the amount of 

export will increase, private sector investments in research and development will also 

increase, as well as the turnover and number of employees of the supported businessmen.  

3.2.4. Transport and Energy  

Transport and infrastructure. The measure aims to increase the competitiveness of 

logistics services and ensure the carrying capacity of the EU external borders in accordance 

with potential freight and passenger transport flow. In 2011 – 2013 the main directions of 

activities are the reconstruction and improvement of the rail, road, port and air transport 

infrastructure, as well as the development of the International Freight Logistics and Port 

Information System. Total public funding for 2011 – 2013 constitutes 329.9 million lats 

(469.4 million euro), for 2014 – 2016 is 101.1million lats (143.9 million euro) (including for 

the completion of the projects for 2007 - 2013), as well as the funding of the period of 2014 – 

2020, which at the present moment is specified in the National Development Plan for all 

period 2014 - 2020 for the development of transport infrastructure in the amount of 

1768.1 million lats (2515.8 million euro). The most essential measures, which are planned to 
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be finished within the new period funding until 2016 – Implementation of the planning and 

control system of joint railway traffic as well as the reconstruction of piers and approach 

canals in the Port of Riga. 

Energetics and climate change. The Ministry of Economics has developed the long-term 

vision for the development of Latvian Energy Policy - “Energy Strategy 2030”. The main 

objective of the Strategy 2030 is promotion of Latvia‟s competitiveness indices, at the same 

time facilitating the development activities of energy policy that could promote gradual, cost-

efficient and environmentally-friendly increase in the use of local energy resources and 

attainment of climate objectives. Increase in energy efficiency during the period of the 

Strategy 2030 is defined as a national priority. Low level of energy efficiency creates energy 

security, sustainability and competitiveness risks, however, the rising of this level is the most 

rapid and cost-effective risk reduction method, at the same time creating additional jobs and 

facilitating growth. 

Increase of energy efficiency. The measure aims is to provide greater energy savings in 

buildings and in transport sector, as well as to increase substantially the production efficiency 

of heat energy, reduce losses of heat energy in transmission and distribution systems and to 

promote the replacement fossil fuels with renewable energy resources. In 2009 – 2013 the 

total available EU funding for the improvement of heat insulation in apartment houses is 

52.7 million lats (75.0 million euro). Additionally in 2012 there was funding for 

overobligations granted in the amount of 15.0 million lats (21.3 million euro). To promote the 

measure there has been an extensive information campaign carried out motivating flat owners 

to participate in the management of joint property and in the improvement of energy 

efficiency of buildings. Investments in the heat insulation are efficient as the average heat 

energy savings after renovation are 42%. In these projects the average period for the 

repayment of investments is approximately 14.3 years. In order to implement the measures on 

the increase of energy efficiency, the modernisation programmes of heat supply systems are 

being continued. Currently there is a new turn announced for the increase of efficiency of 

centralised heat supply systems, for which the available financing of the EU Cohesion Fund is 

5.15 million lats (7.34 million euro). The total EU funding for 2007 – 2013 for measures on 

the increase of efficiency of centralised heat supply systems is 54.7 million lats (77.8 million 

euro). Complex measures in buildings are being continued, which also include the increase of 

energy efficiency in manufacturing and educational establishments by using the resources 

obtained within the framework of the Climate change financial instrument. The objective of 

the Directive 2012/27/EU of the European Parliament and the Council of 25 October 2012 

aims to promote energy efficiency in order to reach the EU fundamental objective of energy 

efficiency in the amount of 20% in 2020 and provide a basis for further improvements in 

energy efficiency. The requirements of the Directive 2012/27/EU shall be enforced in national 

laws or regulations until 5 June 2014. Until 30 April 2013 it shall be reported on the state 

calculated objective of energy efficiency, and in April 2014 the action plan on the state energy 

efficiency shall be submitted to the EC, in which there will be the planned measures indicated 

for the increase of energy efficiency to attain the state indicative energy savings objective. 

3.3. Balanced Social System and Employment 

Reform of the social assistance benefit system. In December 2012 the implementation 

of the Strategy measures was concluded, the objective of which was to provide support to the 

most vulnerable population groups in the situation of economic crisis. One of the Strategy‟s 

measures provided for the state co-financing to local governments for the co-financing of the 

provision of benefit‟s GMI level. In 2013 there was the initial, pre-crisis period procedure 

renewed for the funding of social assistance system, according to which the funding of social 
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assistance benefits for poor inhabitants was fully provided by local governments. Although as 

of 2013 the GMI level has been reduced to 35.0 lats (49.8 euro) monthly, local governments 

have the right to determine higher GMI level for any target group in compliance with its 

needs and rights. According to express survey of local governments carried out in January 

2013, 28 local governments or 23.5% from the total number of local governments (119 local 

governments) have used the rights to determine higher GMI level for particular population 

groups. In order to support local governments in the provision of their functions, the 

government has made a decision on the provision of additional financial assistance to local 

governments and the introduction of compensatory mechanisms in case of the non-fulfilment 

of the personal income tax plan. In 2013 there is additional State budget support provided to 

those local governments, which have the most limited financial resources, as well as regional 

inequality in terms of the availability of financial resources have been gradually reduced. 

From the State budget there are grants in the amount of 11.5 million lats (16.4 million euro) 

allocated to 89 local governments and 4 local governments of republic cities (Daugavpils, 

Rēzekne, Jēkabpils, Liepāja). From 2012 until the second half of 2013 several researches and 

assessments in the sphere of welfare policy have been started (“Initial assessment of impact 

(Ex-ante) on the planned structural reforms in the sphere of professional social work policy”, 

“Initial assessment of impact (Ex-ante) on the planned structural reforms in the sphere of 

social assistance policy”, “Latvia: who is unemployed – economically passive or poor 

person?”). The results of these researches will provide a basis for the working out of 

proposals for the improvement of social assistance system and social work policy and will be 

used in the preparation of the planning documents of the respective spheres, which are 

planned for the submission to the Cabinet. Depending on the decision made by the 

government, there will be further tasks determined and particular activities planned for 2014 – 

2016.   

To work out the proposals for the reduction of poverty risks, improve the planning of 

poverty and social exclusion policy and the co-operation of involves parties, there is a 

working group established
4
. Its main task is to identify the most substantial reasons for the 

increase of poverty and social exclusion and the spheres of policy, in which the activities for 

the reduction of poverty and social exclusion shall be carried out, to assess the possible 

impact of the planned activities on poverty and social exclusion, as well as to work out 

proposals on the activities to reduce poverty and social exclusion and attain the objective on 

the reduction of poverty level determined in the Latvian NDP. In February 2013 the Saeima 

has adopted the Draft Law “On the Reassessed European Social Charter”, thus, series of the 

Charter‟s Articles become binding to Latvia, including Article 30 on the rights of population 

to protection against deficiency and social inequality. 

In Latvia the unemployed constitute one of population group that is mostly affected by 

the poverty risk. To partially unburden the budgets of local governments, from 2013 the 

payment of unemployment benefits is prolonged regardless from length of service – socially 

insured persons will receive the unemployment benefit for 9 months, at the same time 

facilitating self-activation of the unemployed in job search and in the improvement of their 

situation. 

                                                 

 

4
 Order of the Minister for Welfare No 24 of 04.04.2013 “On the Establishment of the Working Group for the 

Working out of the Proposals on the Reduction of Poverty, Social Exclusion and Inequality”. 
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One of the elements for the improvement of social assistance security system efficiency 

is the creation of successful policy surveillance mechanism, providing topical necessary 

information for decision making, transparent expenditure of financial resources, orientation 

towards social assistance. To ensure that the data base of social assistance security system is 

being improved and the co-operation with local governments has been started in order to 

agree on the most optimal solutions regarding the exchange of personalised data, accumulated 

by social assistance centres, with the Ministry of Welfare. In 2012 the work on the creation of 

the Unified Welfare Information System has begun in order to ensure the mutual 

compatibility, availability of the data accumulated by the institutions of the welfare branch 

and possibilities of analysis on the level of personalised data. As a result the policy planners 

will have information on mutual correlation of different social services and benefits on the 

level of personalised data what will allow to analyse the impact of various policies on 

population. 

Improvement of active labour market policy measures. The measure aims to reduce high 

unemployment risk as well as to increase the level of employment and economic activity. In 

2013 the implementation of the existing active labour market policy measures is continued 

and improved as well as the implementation of the new ones has started, paying special 

attention to unemployment risk to the most affected groups – long-term unemployed, 

unemployed youths, unemployed with low educational level. In 2013 the activation of the 

participants in temporary paid social work will be continued, offering and motivating to 

participate two days a month in the courses on the acquirement of motivation and skills or to 

use this time for job search with the support of the SEA, as well there has been programme for 

long-term unemployed with addiction problems started. In 2013 there will be the regional 

mobility grants for long-term unemployed introduced who are ready to accept the job that is 

located not less than 20 kilometres from the declared place of residence. To reduce youths‟ 

unemployment it is planned to introduce the measure “Workshops for Youths”, in which help 

to the youth aged from 15 to 24 would be provided to make intentional choice of their future 

profession and recruitment would be promoted. As of this year it is planned to implement 

more efficient approach – the profiling system is being created and introduced for more 

directed integration of different groups of unemployed in the labour market in order to fill 

vacancies efficiently and rapidly and offer the most appropriate labour market policy 

measures to a particular person. In February this year the government approved amendments 

to the Law on the Support of Unemployed and Job Seekers, which aims to direct a person to 

achieve a goal – finding an appropriate job. The Draft Law is submitted to the Saeima for 

consideration. With the support of the EC in 2013 the research of the World Bank is being 

continued on the reasons and solutions of long-term unemployment, the conclusions and 

proposals of which will be used for the active improvement of the labour market policy 

measures and for their closer cohesion to the social security system, by working out the 

Guidelines on the Promotion of Employment and Inclusive Growth for 2014 – 2020. In order 

to improve the planning process of the employment policy in February 2013 with the 

participation of the branch ministries there was the high-level Employment Policy 

Coordination Council established. In 2014 – 2016 it is planned to continue and improve 

trainings and measures on increase of competitiveness for unemployed and job seekers, grant-

aided employment measures for the unemployed that are in more disadvantaged situation, 

support measures directed to unemployed youth for acquirement of the first work experience, 

adult further education activities for employed, complex solutions for employed aged 

inhabitants (50+) on the improvement of their skills and preservation of capacity for work, to 

work out proposals for the promotion of socially responsible business activity, to develop 

regional mobility on the basis of the evaluation of pilot project‟s results carried out in 2013. 
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Promotion of self-employment and business activity. The measure aims to promote the 

formation and development of new competitive micro, small and medium-size businessmen, 

thereby supporting the creation of new jobs. In order to providing aid for the development of 

new enterprises, by supporting them at early development stage with infrastructure and 

consultative services, in 2012 the implementation of the programme “Business Incubators” 

was continued  - as a result of operation of 10 business incubators in 2012 support was 

provided to 545 enterprises, 188 of which were new acceded enterprises. In the incubated 

enterprises there were 1164 jobs created. To ensure support services provided by business 

incubators, there were 8.6 million lats (12.2 million euro) disposed within the programme 

during 2009 – 2012, from which 2.2 million lats (3.1 million euro) were paid in 2012, but in 

2013 it is planned to pay 2.9 million lats (4.1 million euro). In order to facilitate economic 

activity of population at the working age, including the unemployed who have expressed a 

wish to start a business or self-employment, as well as the formation of new businessmen, the 

programme “Support for Starting Self-employment and Business” is being continued. Total 

funding of the programme is 23.0 million lats (23.7 million euro). It is planned that within the 

framework of the programme until the end of 2013 there will be 1200 beginners trained, but 

funding (loan and grants) will be allocated 800 participants of the programme. In May 2012 

there were regulations of “Crediting Programme for Farmland Purchase” approved. Within 

the programme there are loans available up to 100.0 thousand lats (142.3 thousand euro) for 

the purchase of agricultural land for the production of agricultural products and for the 

purchase of buildings located on it. The total budget of the programme is 10.0 million lats 

(14.2 million euro) and its loans will be available until the end of 2013. It should be noted that 

until the end of 2012 there were 46 loans granted in the amount of 1.9 million lats (2.7 million 

euro).  

3.4. Health care 

Health improvement of mother and child. The measure aims to improve health of 

mother and child (including reduction of perinatal and mother mortality), providing the 

implementation of planned and co-ordinate measures in three directions: health improvement 

of mother and child, infertility treatment and inter-branch co-operation. On 19 June 2012 

there was the “Plan for Health Improvement of Mother and Child for 2012 – 2-14” approved, 

by planning additionally for this purpose 1.1 million lats (1.6 million euro) in 2012, 

2.8 million lats (4.0 million euro) in 2013, 3.5 million lats (5.0 million euro) in 2014. Within 

the plan in 2012 the state-paid diagnostics for the determination of infertility reasons and 

infertility treatment have been started, including assisted hatching for women until the age of 

37. The necessary prescribed medicines are compensated to pregnant women and women in 

the postnatal period in the amount of 25% as well as to children until the age of two years – in 

the amount of 50%. The compensation of purchase costs on influenza virus vaccine in the 

amount of 50% is also available to pregnant women. During the period of 2014 – 2016 it is 

planned to continue the implementation of tasks for the improvement of care for pregnant 

women and new-born children, for infertility treatment and inter-branch co-operation in the 

sphere of reproductive health. 

Improvement of cardiovascular health. The measure aims to reduce mortality from 

cardiovascular diseases, reducing the negative impact of risk factors on health. Cardiovascular 

diseases are the main cause of population death in Latvia. Therefore, in order to make 

inhabitants aware of heart‟s health indicators and of the spread of the risk factors of 

cardiovascular diseases influencing these indicators – high blood pressure, unhealthy food 

habits and sedentary life – the Ministry of Health has announced the year 2013 as The Year of 

Heart Health. To facilitate the improvement of cardiovascular health, the work on the working 
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out of the action plan for 2013 – 2015 for the improvement of cardiovascular health has been 

started in 2012, which is planned for approval in 2013. This plan also prescribes that there 

will be a cardiovascular screening made for particular population groups: to 11 years old 

children, men at the age of 45, 50, 55 and 60 and to women at the age of 50, 55 and 60. The 

cardiovascular screening (for practically healthy people) shall be made once a year: during a 

preventive medical examination or when a patient turns to doctor with complaints (during any 

visit of family doctor). After the approval of the plan by the government, there will be 

measures implemented in the subsequent years for the improvement of cardiovascular health, 

mainly performing the following tasks: 1) promotion of the prophylaxis of cardiovascular 

diseases and reduction of risk factors‟ impact; 2) improvement in the quality of the health care 

services of cardiovascular diseases; 3) improvement in the availability of the health care 

system‟s resources of cardiovascular diseases; 4) improvement of the monitoring (evaluation 

of activity) of cardiovascular diseases.  

Development of primary health care. The measure aims to improve the availability, 

quality and care succession of primary health care, especially for the persons with chronic 

diseases, and to increase the role of primary health care in the promotion of health and early 

diagnostics of diseases. For the implementation of this objective the recruitment of the second 

nurse to the family doctors‟ practices has been continued in 2012 (the activity has been started 

in 2010), the main tasks of which is to invite patients to preventive medical examinations, 

educate the patients of family doctor on healthy lifestyle, physical activities, as well as to 

provide care and educating (training) to chronic patients in the family doctor practice. In 

comparison with 2011 the number of family doctor practices, in which the second nurse is 

recruited, has increased by 5.8% in 2012, making 492 practices in total what is 34% from the 

total number of family doctor practices providing the state-paid health care services. Also in 

this year and in the subsequent years it is planned to recruit the second nurse for family doctor 

practices.  

On 18 December 2012 the amendments were approved by the Cabinet in the 

regulations on health care funding and organisation procedure, by including new obligatory 

criteria of family doctors‟ work, replacing the previous (obligatory and voluntary) activity 

evaluation system. In addition to the previous quality fulfilment criteria, there are new 

indicators established in relation to the health care of chronic patients, performance of cancer 

preventive examinations and the improvement of the availability of family doctor‟s team for 

patients. It is stated that for the family doctor practices with more than 1800 registered 

patients it is mandatory to recruit the second nurse or doctor‟s assistant, thus increasing the 

availability of services. Nurses or doctor‟s assistant according to their competence shall also 

specially consult and communicate with the patients with chronic diseases who are registered 

in the practice. Family doctor is obliged to contact within one working day the patient who 

has called emergency medical care and has not been stationed. To prevent a situation when a 

patient in urgent cases can turn to family doctor only at a set time, urgent patients will be able 

to receive care in family doctor practice during all working hours of the practice. The 

regulations are also supplemented with a point stating that for the timely found 1
st
 or 2

nd
 stage 

of cancer to a person recorded in the family doctor‟s list, family doctor will receive additional 

payment of 50 lats. New quality criteria of family doctors‟ work assessment have come into 

effect from 1 January 2013, except particular criteria, for which a transition period is 

established. 

As of 1 May 2011 a new service is provided to Latvia‟s inhabitants – a consultative 

telephone of family doctors (phone 66016001), which was introduced with the aim to provide 

a possibility to inhabitants to obtain outside family doctor‟s reception hours the necessary 

medical consultation in case of acute diseases or acute condition of chronic diseases, thus 

reducing the number of secondary calls to Emergency medical care service, which is 
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specialised 24-hour resource for saving of people‟s lives. In 2012 there were 54 304 calls 

received on the consultative telephone of family doctors, which is 90.5% from the planned 

index for 2012 (60 000). In 2011 on average there were 1 890 calls received monthly. In 2012 

the average number of calls in a month was 4 525, so the average number of calls in a month 

has increased two times on average. 

In 2013 the work has been started on the working out of Primary Health Care 

Development Plan for 2014 -2016 in order to strengthen primary health care as the most 

efficient and the most comprehensive health care level, to increase the role of primary health 

care in prophylaxis, diagnostics and treatment, as well as to improve the quality of primary 

health care. Within the framework of primary health care it is also planned to work out the 

proposals to involve pharmaceutical care specialists in the popularisation of healthy lifestyle, 

physical activities, in the education of society, control of the correct use of medicine among 

chronic patients. 

Development of ambulatory mental health services. The measure aims to improve 

integration of persons with mental and behavioural disorders into society, by developing 

ambulatory mental health services. To provide support to inhabitants in a situation, which 

occurred in Latvia due to economic and financial crisis as well as due to the structural reforms 

of several branches, there was the Social Security Network Strategy approved by the Cabinet 

on 8 September 2009, within the framework of which from 1 October 2009 the 

implementation of extraordinary security measures has been started in the sphere of welfare, 

education and transport as well as in the sphere of health care. One of the measures started 

within the Strategy the sphere of health care was exactly the development of the day-hospitals 

of psychiatric profile. The service of day-hospitals is oriented towards the development of 

ambulatory health care service system, which can be provided possibly nearer to the place of 

residence, what is an essential factor for poor persons, for example, from the view of transport 

expenses and costs for a hospital stay. The services of the day-hospitals of psychiatric profile 

allow to reduce the duration of medical treatment in day-hospitals, prevent unnecessary 

hospitalisations, facilitate faster recovery of patients after day-hospital discharge, provide 

rehabilitation and stabilisation of remission period, facilitate patient‟s integration into society. 

From the Strategy‟s funding in 2012 care to 2 066 peculiar patients with mental disorders was 

provided in day-centres, what forms 93.9% from the planned number of peculiar patients for a 

year (2 200 patients) and what is by 17.7% more than in 2011. Increase of the number of day-

hospital services for persons with mental disorders is explained by the fact that at large 

ambulatory care is being developed in the state, including day-hospital services. The level of 

awareness and understanding regarding this service has increased among patients and their 

people as well as among medical persons. During the period of 2014 – 2016 the further 

development of ambulatory mental health care services is planned what is one on the planned 

activities within the task “Improvement, Planning and Co-ordination of the Quality of Health 

Care Services” of the course of action “Healthy and Able-bodied Person” of the National 

Development Plan for 2014 – 2020, specifically – the development of ambulatory mental 

health centres.   

Improvement of the efficiency of hospital health care institutions. The measure aims to 

improve the quality, security and efficiency of health care services provided in hospitals. To 

promote the efficient use of health care resources, in 2012 the development of patients‟ 

observance services has been started in hospitals – since 2012 university and multi-profile 

hospitals receive additional payment for treatment  and observance of patients in emergency 

department up to 24 hours to evaluate patient‟s state of health and the necessity for 

hospitalisation. In order to perfect the system of payment for health care services and to 

improve the work efficiency of hospital health care institutions, it is planned to introduce 

gradually the DRG (diagnosis related groups) system. The DRG is a detailed health care 
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services accounting system, which, is attached to diagnoses and is used to maintain records 

and perform payment for the state-paid health care services provided to patients in hospital. 

As well it is planned to create a quality management system according to the unified 

principles for the improvement of the efficiency of hospital health care institutions, improving 

the quality, availability and security of health care services. 

Strengthening of health care system. On the Cabinet session of 16 April 2013 there was 

the Draft Concept approved, which was worked out by the Ministry of Health, on the funding 

model of health care system, prescribing to create a new health care funding system in Latvia, 

introducing state mandatory health insurance. The main objectives of the Concept: 1) to link 

planned receipt of health care with the payment of “health tax”; 2) increase of the number of 

financial resources and health care services and the improvement of availability, gradually 

achieving the health care state budget in the amount of 4.5% of GDP not later than the year 

2020 (in 2014 – 3.3%, in 2015 – 3.5%, in 2016 – 3.7%) 3) creation of the financial system of 

sustainable health care, its transparency and stability. The possibilities of the provision of 

health care budget amount that are planned in the Concept, will be viewed during the process 

of preparation of the Draft Law “On the Medium-term Budget Framework for 2014, 2015, 

and 2016” and the Draft Law “On the State Budget for 2014” together with the applications 

on new policy initiatives of all line ministries and other central state institutions, taking into 

account the fiscal possibilities of the budget. It is planned to introduce the new model for 

health care funding from the second half of 2014, not increasing tax burden for inhabitants as 

it is planned to separate the mandatory contributions of the state health insurance from 

currently effective personal income tax rate, reducing negative impact on the budget of local 

governments, and they will be specified during the working-out of the Law. Gradually 

achieving the health care state budget in the amount of 4.4% of GDP, it will be possible to 

increase the framework of health care amount – to increase the number of ambulatory visits 

and laboratorial examinations paid from the state budget, to reduce waiting time for health 

care service, to improve the availability of the compensated medicine, and also to increase 

remuneration for the medical personnel working in the health care system. 

3.5. Education and Science  

Provision of the availability of primary and secondary education. Since February 2011 

unified procedure has been established in the state according to which an educational 

institution shall inform parents of the learners, local or state institutions, if a learner does not 

attend an educational institution without a plausible reason. In February 2012 procedure came 

into effect according to which learners are admitted in general education institutions and 

expelled from them (except boarding-schools and special educational institutions). The 

procedure provides for mandatory support measures for pupils having difficulties in learning, 

so that the leaving of pupils for the second year would take place only in special cases. In the 

school year of 2011/2012 the proportion of pupils repeating a year in day-schools fall from 

2.5% to 1.7%, compared to the previous school year. 

 Structural changes in vocational education. The aim is to increase the quality of 

vocational education, by ensuring it compliance with the requirements of the labour market, to 

promote more efficient use of available resources as well as to enhance the attractiveness of 

vocational education involving in vocational education more and more pupils after finishing a 

primary school. In order to modernise the infrastructure and training facilities of vocational 

education institutions, within the first turn for the selection of the ERDF projects‟ applications 

the implementation of 4 projects of vocational education institutions has been completed, and 

until 31 December 2013 the implementation of 11 started projects in vocational education 

institutions is being continued. The work is organised also for 11 vocational education 
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institutions, which have qualified for the receipt of support within the second turn for the 

selection of projects‟ applications in order to ensure absolute modernisation of infrastructure 

in the priority educational thematic fields of vocational education programmes, implemented 

by vocational education institutions, or in programmes‟ groups. Preconditions for the transfer 

of vocational education institutions to local governments are being created. It is planned to 

transfer 3 state vocational education institutions to local governments until 1 September 2013, 

and until 31 December 2015 it is planned to transfer also 8 vocational education institutions to 

local governments. In order to provide a possibility for pupils to acquire vocational education 

possibly nearer to the place of residence, local social partners will actively participate in the 

preparation of the specialists that are necessary to the labour market, but local governments 

could plan on their own all-kind consolidation of educational institutions in the administrative 

territory of a local government. The Ministry is of the opinion that 11 small (300 or less 

pupils) vocational education institutions shall be transferred to local governments. As a result, 

learners could master both comprehensive and vocational education programmes at one place, 

including vocational further education and vocational development education programmes, 

ensuring the rational and efficient use of the infrastructure and training facilities of all-kind 

educational institutions, but for teachers – to keep week‟s workload. From the educational 

institutions of such type it is planned until 1 September 2013 to transfer to local governments 

the vocational education institutions involved in the projects of the respective ERDF Action 

Programmes. 

Modernisation of higher education. The main aim of the measure is to provide 

qualitative, internationally competitive and based-on-science higher education, which is 

implemented by the efficiently administered institutions with consolidated resources. The 

initiated reforms in the sphere of higher education are being continued according to the tasks 

prescribed in Latvia‟s development planning documents in the sphere if higher education and 

science. As a result of the assessment of study programmes, until July 2013 the 

recommendations of experts will be prepared for further perfection, improvement, 

development, consolidation, closing of study programmes, for the promotion of their 

international competitiveness, efficient use of resources and funding from the state budget of 

study programmes. There will be also recommendations prepared for the perfection of study 

programmes‟ assessment and accreditation process and the improvement of the system of 

laws or regulations. To facilitate the competitiveness of higher education, until 2016 the 

provision of support will be started for the attraction of foreign teachers, as well there will be 

amendments made to the Law on Higher Educational Institutions, determining a new structure 

for the administration of higher educational institutions. There will be also support provided 

for the improvement of facilities in higher educational institutions, thus, continuing 

investments in infrastructure in order that learners could acquire knowledge and skills in 

compliance with the changing requirements of the labour market. In 2012 infrastructure was 

modernized in 14 higher educational institutions implementing priority programmes, the 

improvement of facilities in 17 higher educational institutions is being continued. 

Increase of the percentage of graduates. The measure aims to facilitate the maximum 

availability of higher education, as a result of which from 2014 it is planned to prepare for the 

introduction a fundamentally new model for the funding of higher education. The data 

obtained as a result of the research on the funding model and alternative variants of the 

existing higher education system, will be used as a basis for the introduction of a new model 

for the funding of higher education. During the period of 2014 – 2016 it is planned to fully 

finance doctoral programmes from the State budget, however the possibility for the allocation 

of additional funding will be viewed during the preparation process of the Draft Law “On the 

Medium-term Budget Framework for 2013, 2014 and 2015” and the Draft Law “On the State 

Budget for 2014” together with the applications on new policy initiatives of all ministries and 
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other central state institutions. One of course of actions of the Ministry of Education and 

Science for the subsequent years will be connected with reduction of students‟ dropouts – the 

main reasons for the interruption of studies will be examined, and there will be search for 

solutions made in order that students, who have abandoned their studies, could return to a 

higher educational institution and continue studies as fast as possible. 

Attraction of foreign students. The implementation of measures for the increase of 

exportability in higher education will be continued, providing informative support to higher 

educational institutions, improving a normative base, as well as motivating higher educational 

institutions to offer study programmes in English and in other EU languages. At the same 

time it is planned to make amendments to the Law of Higher Educational Institutions, what 

will increase the use of the EU languages during the implementation process of study 

programmes. To facilitate exportability of higher education, until 2016 the provision of 

support will be started for the working out of new study programmes in the EU languages, 

and support will be provided for the international publicity of study programmes by using the 

ESF resources. In 2013 the implementation of the EU Lifelong Learning Programmes will be 

continued with an aim to provide support to higher educational institutions and other parties 

involved for the further establishment of the Common European Higher Education Area in 

Latvia. At the same time the participation in the Erasmus Mundus, projects jointly 

implemented by the National Structures, will be continued. 

Consolidation of state scientific institutions. The measure aims to provide the 

international assessment of scientific institutions and obtain recommendations for the 

strengthening of science competitiveness and the concentration of resources. The Technical 

Agreement is signed on the international assessment of scientific institutions, and on the basis 

of the provided recommendations as a result of science assessment, in 2013 – 2014 there will 

be necessary measures provided for the implementation of structural reforms in science. As of 

2015 it is planned to introduce new principles for the allocation of the State budget funding, 

which also prescribe allocation of funding to the Centres of Excellence. 
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4. General Government Budget Balance and Debt 

4.1. Current Fiscal Situation  

After the global financial crisis, which has severely affected the Latvian economy, 

creating a critical situation in the financial sector and in the State budget, for the overcoming 

of which Latvia received the financial assistance of international organizations. At present 

Latvia has returned to rapid growth and considerable improvement in the fiscal position. At 

the end of 2011 Latvia successfully concluded the Loan Programme, by implementing the 

Latvian Economic Stabilization and Growth Revival Programme, and it will also further will 

implement the medium-term directions of actions prescribed by the LSDP within the 

framework of determined priorities: economic growth, social security and public 

administration reforms.  

The overcoming of the crisis and return to growth has been made by preserving the 

attachment rate of the lat to the euro, implementing considerable fiscal consolidation. 

In total during the time period from 2008 until 2012 the fiscal consolidation measures 

have been performed with fiscal impact of 16.9% of GDP, from which approximately 6.7% of 

GDP are measures taken on the revenue side, while measures on the expenditure side in total 

constitute approximately 10.2% of GDP (see Figure 4.1). On average during the year in the 

time period from 2008 until 2012 Latvia has performed the fiscal consolidation measures in 

the amount of 3.4% of GDP. 

 

 

Figure 4.1. Fiscal consolidation in 2008 – 2012, % of GDP 

Latvia during all years of the Programme‟s implementation has been able to 

successfully comply with the established objectives of general government budget balance 

and implement fiscal policy more successfully than it had been previously planned. Latvia 

performed efficient and qualitative fiscal consolidation measures, as well as in order to secure 

itself as much as possible against possible bad fiscal, economic and social risks caused by 

macroeconomic processes, economic growth was forecasted on the basis of a comparatively 

conservative macroeconomic scenario. Fiscal consolidation is not end in itself but an 

instrument for the overcoming of unsustainable budget deficit, renewal of economic balanced 

position and for the increase of the State competitiveness. It is not possible to perform the 

consolidation measure in the amount of 16.9% of GDP only by reduction of funding where it 
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is economically grounded, for example, return of remuneration to the lever corresponding to 

productivity. Fiscal consolidation affected also the amount and quality of public services 

provided by the State. Insufficiency of funding has accumulated problems that currently have 

become urgent and not solving of which may further create irreversible processes, for 

example, deterioration of roads. Therefore the years 2013- 2016 are marked as an after-crisis 

period, during which the State shall restore adequate funding for the implementation of the 

States‟ functions, completely respecting the conditions of the fiscal discipline. This period has 

been already marked in 2012, which is characterized by considerable increase in revenue in 

the State budget, providing an opportunity to improve the fiscal position better than it was 

planned and increase expenditure, making amendments to the budget of 2012.            

The State budget of 2012 initially was adopted by providing general government debt 

deficit in the amount of 2.1% of GDP (according to the ESA methodology), making 

amendments to the State budget in autumn 2012, in compliance with which there were 

additional expenditure made in the amount of 0.9% of GDP, the objective of general 

government budget deficit was revised and established in the amount of 1.9% of GDP. 

According to the notification on general government budget deficit and debt in April 2013, the 

general government budget deficit in 2012 was 1.2% of GDP. According to the calculations 

made by the MoF the structural deficit was 0.5% of DGP.  

In the aspect of the fiscal policy the year 2012 is important because: 

1. General government budget deficit is considerably below the Maastricht 

criterion of 3%, providing the reason to cancel for Latvia the Excessive 

Budget Deficit Procedure; 

2. Structural deficit has reached the level of 0.5% what corresponds to the 

Latvia‟s national MTO. 

The improvement of the general government budget balance in 2012 was mainly 

determined by very good implementation in all tax revenue positions. By evaluation of the 

development of the situation over budgets, a substantial improvement was observable in all 

general government sectors – the central government budget and social security funds as well 

as in the local government budget
5
.   

                                                 

 

5
 According to the division of the sub-sectors of the state administration sectors stated in Paragraph 2.70 of the 

Annex A of Council Regulation (EC) No 2223/96 of 25 June 1996 on European national and regional 

account system in the Community. Within the meaning of this Regulation, the central government is the 

state basic budget, social security funds – the state special budget and local government – local government 

budget. 
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Figure 4.2. General government budget balance (according to ESA methodology) and 

consolidated general budget balance (according to cash-flow methodology) in 2007 – 2016, % 

of GDP
6
 

 

As it was mentioned previously, a better macroeconomic situation than it was 

forecasted, changes in laws or regulations and the tax administration measures performed by 

the SRS have positively influenced the implementation of fiscal indices. Revenues have 

grown more rapidly than expenditures, and in 2012 the balance of the  consolidated general 

fovernment budget according to the cash flow methodology was with surplus of 19.2 million 

lats. Development of tax revenues was provided due to increase in employment and in wages 

what facilitated successful fulfilment of labour tax – compulsory state social insurance 

contributions and personal income tax, but good indices of retail turnover ensured increase in 

revenue from the value added tax. However, moderate increase was seen in all expenditure 

groups, except the expenditures for social benefits.    

The general government budget deficit according to ESA methodology in comparison 

with the the general government budget according to the cash flow methodology is influenced 

by the adjustments in compliance with the ESA methodology. In 2009 – 2011 substantial 

adjustments in the central government sector were mainly determined by government 

investments in financial institutions as a result of the economic crisis, while in the local 

government sector – construction of significant infrastructure objects (the South Bridge). In 

2012 the most substantial adjustments were made by general government capital transfers to 

different enterprises, the losses of enterprises that are reclassified to general government 

sector, as well as the equalization of the revenue from the cash flow of foreign financial 

assistance. 

                                                 

 
6
 Data source: Notification on general government budget deficit and debt in April 2013, forecasts of 

the MoF. 
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4.2. Fiscal Development Scenario 

The main objective of the Latvian fiscal policy is to continue to implement economic 

recovery and growth promotion measures and to facilitate responsible and sustainable fiscal 

policy, observing strict fiscal discipline in the subsequent years. 

In view of the mentioned above, Latvia will continue to introduce the commitments 

defined in the Memorandum of Understanding, implement the directions determined in the 

LSDP within the framework of the priorities set – economic growth, social security and 

public administration reforms, which correspond to the priorities of the Annual Growth 

Report and the commitments of the Euro Plus Pact (see Sections 3 and 6, as well as the NRP). 

Latvia‟s MTO in compliance with the FDL is a structural deficit in the amount of 

0.5% of GDP. Latvia achieved it in 2012. Therefore, the task for the subsequent years is not 

decrease of a structural deficit anymore but keeping it on the MTO level, allowing only the 

derogations corresponding the Stability and Growth Pact. 

It should be noted that in 2013the FDL came into force, the conditions of which will 

refer to the Framework Law for 2014 – 2016 and the State Budget Law for 2014. The FDL 

stipulates that the fiscal objectives are determined in structural terms rather than in nominal 

terms, thus, the permitted deficit in 2013 still is determined in nominal terms, but as of 2014 

the permitted deficit will be determined in structural terms. 

This case is of importance, evaluating the fiscal indices of 2013. The objective of 

general government budget deficit, which is determined in the Framework Law for 2013 – 

2015, is 1.4% of GDP. The current forecasts, if government policy remains unchanged, 

indicates that general government budget deficit in 2013 will be 1.1% of GDP and structural 

deficit also 1.1% of GDP. Although a nominal deficit against the year 2012 decreases form 

1.2% to 1.1%, a structural deficit increases from 0.5% to 1.1%.  

The deviation of the structural deficit from the MTO value is in accordance with the 

Stability and Growth Pact as it is connected with the increase in contributions to the 2
nd

 

pension level in 2013 from 2% to 4%. Increase in contributions creates decline of revenue in 

social security funds in the amount of 0.5% of GDP. According to the Stability and Growth 

Pact, the Member states may deviate from the MTO in the amount, which does not exceed the 

fiscal impact of increase in contributions to the 2
nd

 pension level, i.e. by 0.5% of GDP. Thus, 

there is assumed that the structural deficit forecasted for 2013 of 1.1% of GDP within the 

precision limits of the forecast error corresponds to the objective of a structural deficit - 0.1% 

of GDP and is in compliance with the conditions of the Stability and Growth Pact. 

  Though the current forecasts show that in 2013 a budget deficit will be lower than it 

was planned (1.1% against 1.4%), fiscal risks may occur, by which a budget deficit could 

increase not exceeding the deficit objective determined by the Framework Law in the amount 

of 1.4% of GDP. 

Fiscal Development Scenario for 2014 – 2016 is made by defining fiscal objectives 

according to the top – down
7
 principle, complying with the FDL norms regarding expenditure 

increase and the level of structural deficit and observing an optimal balance between the 

decrease of tax burden and expenditure increase. 

                                                 

 

7 According to the balance condition of Section 10 the FDL 
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The permitted objective of a structural deficit is determined on the basis of the 

national MTO (-0.5%) and by use of possible deviations for increase in contributions to 2
nd

 

pension level. 

Increase in contributions to 2
nd

 pension level is performed in three stages: by 

increasing the contributions in 2013 from 2 to 4% (fiscal impact 0.50% of GDP), increasing 

the contributions in 2015 from 4 to 5% (fiscal impact 0.27% of GDP) and increasing the 

contribution in 2016 from 5 to 6% (fiscal impact 0.29% of GDP).  

Article 9 of Regulation 1175/2011 inter alia prescribes: “When defining the 

adjustment path to the medium-term budgetary objective for Member States that have not yet 

reached this objective, and in allowing a temporary deviation from this objective for Member 

States that have already reached it, provided that an appropriate safety margin with respect 

to the deficit reference value is preserved and that the budgetary position is expected to 

return to the medium-term budgetary objective within the programme period, the Council and 

the Commission shall take into account the implementation of major structural reforms which 

have direct long-term positive budgetary effects, including by raising potential sustainable 

growth, and therefore a verifiable impact on the long-term sustainability of public finances. 

Particular attention shall be paid to pension reforms introducing a multi-pillar system that 

includes a mandatory, fully funded pillar. Member States implementing such reforms shall be 

allowed to deviate from the adjustment path to their medium-term budgetary objective or 

from the objective itself, with the deviation reflecting the amount of the direct incremental 

impact of the reform on the general government balance, provided that an appropriate safety 

margin with respect to the deficit reference value is preserved.” 

According to the conditions of this Regulation, the Member States are allowed to 

deviate from the MTO by the amount corresponding to the fiscal impact of the reform, and 

this deviation shall be “extinguished” in the subsequent 3 years. 

In compliance with this condition the objective of a structural deficit in 2014 and 2015 

is determined in the amount of 1.0% of GDP and in 2016 in the amount of 0.9% of GDP. 

Latvia will completely extinguish the deviations and will return to the MTO in 2019. Scenario 

for the creation and decrease of deviations is shown in Table 4.1. 

 

Table 4.1. Structural balance deviation from MTO according to the increase in contributions 

to 2
nd

 pension pillar and scenario for decrease of deviations.  

 

2013 2014 2015 2016 2017 2018 2019 

MTO -0.500% -0.500% -0.500% -0.500% -0.500% -0.500% -0.500% 

Permissible 

deviation 

from 2% to 

4% -0.500% -0.500% -0.250% 0.000%       

  

from 4% to 

5%     -0.274% -0.137% -0.069% 0.000%   

  

from 5% to 

6%       -0.286% -0.191% -0.095% 0.000% 

Structural balace objective -1.0% -1.0% -1.0% -0.9% -0.8% -0.6% -0.5% 

In 2013 it is planned to increase the contributions to the 2
nd

 pension level from 2% to 

4%. Fiscal impact or decrease of revenue in social insurance budget this year according to the 

ESA is 0.5% of GDP, thus, in compliance with Regulation 1175/2011 a possible level of 

deviation in 2013 is 0.5% and the objective of structural balance is -0.1% of GDP. According 

to Regulation 1175/2011, the deviation in the amount of 0.5% shall be eliminated within 3 

years. The Fiscal Development Scenario prescribes that in 2014 deviation remains in the 

amount of 0.5% of GDP, in 2015 is 0.25% and in 2016 deviation is 0. 
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In 2015 it is planned to increase contributions to 2
nd

 pension level form 4% to 5%. 

Fiscal impact decrease of revenue in social insurance budget this year according to the ESA 

methodology is 0.274% of GDP, thus, in compliance with Regulation 1175/2011 a possible 

level of deviation in 2015 is 0.274%. According to Regulation 1175/2011, this deviation shall 

be eliminated within 3 years. The Fiscal Development Scenario prescribes that in 2016 

deviation is in the amount of 0.137% of GDP, in 2017 is 0.069% and in 2018 deviation is 0. 

In 2016 it is planned to increase contributions to 2
nd

 pension level form 5% to 6%. 

Fiscal impact decrease of revenue in social insurance budget this year according to the ESA 

methodology is 0.286% of GDP, thus, in compliance with Regulation 1175/2011 a possible 

level of deviation in 2016 is 0.286%. According to Regulation 1175/2011, this deviation shall 

be eliminated within 3 years. The Fiscal Development Scenario prescribes that in 2017 

deviation is in the amount of 0.191% of GDP, in 2018 is 0.095% and in 2019 deviation is 0. 

By summing up three above mentioned permitted deviations, the objectives of 

structural balance are obtained that accordingly in 2013 – 2015 are -0.1 of GDP and further 

decrease, until in 2019 they return to the MTP -0.5% of GDP.   

It should be noted that the objective of a structural balance in any year does not exceed 

the minimum MTO, established according to the Stability and Growth Pact, which in Latvia‟s 

case is -1% of GDP, and a sufficient security reserve is fulfilled against the deficit reference 

value that in Latvia‟s case is -1.8% of GDP in structural terms.8  

Fiscal Development Scenario provides that difference in issues ends in 2013, and 

cyclical component in 2013 is zero, in 2014 and 2015 it is +0.1 of GDP and in 2016 is zero. 

The Scenario does not provide for single measures during the period of 2014 – 2016, 

therefore general government deficit in 2014, 2015 and 2016 is forecasted as unaffected in the 

amount of 0.9% of GDP. 

                                                 

 

8 The Stability and Growth Pact determines the maximum possible structural deficit in order to ensure that there 

is no risk that the nominal deficit could exceed the Maastricht criteria‟ limit of 3% or the so-called safety 

margin in relation to the reference value of deficit. This safety margin is specific for each Member State and 

for Latvia it is 1.8% of GDP. According to Regulation 1175/2011 any derogation shall not exceed this safety 

margin, so, for Latvia any cumulative derogation from the MTO shall not permit structural deficit, which 

would be higher than 1.8% of GDP. 
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Figure 4.3. General government budget balance (according to ESA methodology) in 2004-

2016 and structural balance (structural balance target) in 2004-2019, % of GDP 

Fiscal Development Scenario has been tested also in relation to the condition of 

expenditure increase. Article 9 of Regulation 1175/2011 prescribes: “For Member States that 

have achieved their medium- term budgetary objective, annual expenditure growth does not 

exceed a reference medium-term rate of potential GDP growth, unless the excess is matched 

by discretionary revenue measures. The expenditure aggregate shall exclude interest 

expenditure, expenditure on Union programmes fully matched by Union funds revenue and 

non-discretionary changes in unemployment benefit expenditure. The reference medium-term 

rate of potential GDP growth shall be determined on the basis of forward-looking projections 

and backward-looking estimates. Projections shall be updated at regular intervals. The 

Commission shall make public the calculation method for those projections.” 

According to the calculations9 made by the MoF, real adjusted general government 

expenditure increase in 2015 against 2014 is 1.13% but increase in average potential GDP is 

2.68%. Real adjusted general government expenditure increase in 2016 against 2015 is 1.44% 

but increase in average potential GDP is 3.29%. 

Thus, the developed Fiscal Development Scenario is in compliance with the condition 

on expenditure increase determined by Regulation 1175/2011 and the FDL. 

The Fiscal Development Scenario is made by harmonising the top-down approach, in 

correspondence with the FDL, by establishing the objectives of structural balance for the 

medium term and the bottom-up10 approach, which is based on the revenue and expenditure 

forecasts of general government sector. Forecasts on budget expenditure of the central 

government are based on expenditure calculations of State budget base for 2014 -2016, which 

were approved by the government on 19 March 2013. Fiscal forecasts show that the 

                                                 

 

9 Complying with the adjustment due to derogation from the MTO in relation to the increase of contributions in 

the 2nd pension level. 
10 The calculation of the revenue and expenditure of the general government. 
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expenditure amount of the central government according to the approved base expenditure is 

lower than the maximum possible expenditure amount of the central government that is 

calculated in compliance with the top-down method. According to the present calculations, 

this difference in 2014 constitutes 0.3% of GDP, in 2015 it is 0.5% of GDP and in 2016 is 

1.5% of GDP.  

The conditions of the Fiscal Discipline Law prescribe that this difference can be used 

for additional expenditure, by the development of 2014 - 2016 Framework Law, and in this 

Fiscal Development Scenario it is assumed that this difference also will be completely used. 

As at the moment of preparation of the Convergence Programme the decisions on the use of 

this difference have not been taken, and its allotment is not known (decisions will be made 

during the process of the preparation of the Draft Law “On the Medium-term Budget 

Framework for 2014, 2015 and 2016” and the Draft Law “On the State Budget for 2014”), it 

is included in the Table 2a of the Annex to the Convergence Programme in the expenditure 

position “other expenditure” due to methodological aspects. It should be mentioned that this 

difference makes only 2.4% of the total expenditure and does not substantially affect the 

allotment of the forecasted expenditure by expenditure positions.      

In the developed Fiscal Development Scenario the fiscal indicators forecasted by the 

general government are shown in Table 4.2. 

Table 4.2. General government budgetary prospects   

  2012 2012 2013 2014 2015 2016 

 ESA code mln lats % of GDP 

 Net lending (EDP B.9) by sub-sector 

1. General government S.13 -187.2 -1.2 -1.1 -0.9 -0.9 -0.9 

2. Central government S.1311 -122.2 -0.8 -0.6 -1.5 -1.4 -1.6 

3. State government S.1312       

4. Local government S.1313 -36.4 -0.2 -0.2 -0.2 -0.3 -0.2 

5. Social security funds S.1314 -28.6 -0.2 -0.4 0.8 0.7 0.9 

 General government 

6. Total revenue  TR 5468.1 35.2 35.2 33.8 30.9 31.2 

7. Total expenditure TE 5655.3 36.4 36.3 34.7 31.9 32.0 

8. Net lending/borrowing EDP B.9 -187.2 -1.2 -1.1 -0.9 -0.9 -0.9 

9. Interest expenditure EDP D.41  204.5 1.3 1.5 1.6 1.5 1.4 

10. Primary balance  17.3 0.1 0.4 0.8 0.6 0.6 

11. One-off and other temporary 

measures 
 81.3 0.5 0.0 0.0 0.0 0.0 

Analysing budget forecasts according to the cash flow methodology by government 

sectors, the main assumptions used therein are described further.  

 

Central Government 

 It is forecasted that the situation in the central government budget will improve until 

2015, and there is surplus expected, however, in 2016 deficit is forecasted what is explained 

by higher expenditure for the implementation of the EU funds‟ projects, for which there will 

not payments received yet from the EC. In the revenue part there are updated tax revenue 

forecasts used that provides for moderate increase in tax revenue in 2014 – 2016. Expenditure 

in the subsequent years will be influenced by the approved changes in relation to the transfer 

of pension surcharge costs from social security funds to the central government budget as of 

2014. The development of budget will be also influenced by lower expenditure for the 

implementation of the EU funds‟ projects, which will decrease until 2015, taking into account 

the end of the current planning period. At the same time it should be noted that the forecasted 
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amount of general government capital expenditure in the subsequent years decreases. But it 

should be taken into account that the significant amount of financial resources planned in the 

budget for the implementation of the EU funds‟ projects both in the current and in a new 

planning period is not fully redistributed at present in the budgets of the line ministries (in the 

current planning period – agreements are not approved, therefore financing in the budgets of 

the line ministries cannot be forecasted, but in relation to a new planning period – currently 

the planning documents are being developed, definition of action programmes is being made). 

By planning not redistributed financial resources in the budgets of the line ministries, it is 

expected that in the subsequent years the amount of capital expenditure will be higher than the 

currently planned amount. 

 

Social Security Funds 

Positive development trends in the subsequent years are expected in social security 

funds, in which as of 2014 there is surplus forecasted. It should be mentioned that the 

situation in social security funds will be mainly influenced by changes in the revenue part, 

providing that starting from the next year there will be transfers received from the central 

government budget for the facilitation of pension surcharge, thus decreasing a burden in 

social security funds for defrayment of expenditure. Legislation in force provides for gradual 

increase of rates for the contributions to the funded pension scheme – in 2013 from 2% to 4%, 

in 2015 to 5% and in 2016 to 6%, as a result of which revenue in social security funds 

decrease. However, taking into consideration the forecasted development in the labour 

market, in the subsequent three years in the revenue of this budget there is small increase 

forecasted. But expenditure in the medium term are forecasted with moderate increase. 

 

Local Government 

In the budget of a local government in 2013 – 2015 there is deficit forecasted, which 

will be influenced by the changes both in revenue and expenditure part. In tax revenue there is 

decrease forecasted in 2014 and 2015 what is explained by the approved changes regarding 

the decrease of personal income tax rate. However, in 2016 there is increase expected, taking 

into account the forecasted situation in the labour market. According to the effective policy, in 

other revenue there are no substantial changes expected. It is anticipated that expenditure for 

the implementation of basic functions in the subsequent years will increase almost in all 

positions, except expenditure for social benefits. In expenditure forecasts there are the trends 

of the previous years taken into account as well as the factor that further implementation of 

the EU funds‟ projects will be actively continued.  

4.3. Medium-term Objective and Structural Balance 

According to the calculation of the MoF, the output gap closes in 2013, negative 

output gap or unused economic capacity, which accumulated in the crisis period, draws nearer 

to exhaustion – the level of the total factor productivity has reached the maximum of the pre-

crisis period, accumulated capital continues to strengthen economic potential – even with 

lower growth rates than before the crisis, however enough to ensure convergence to the EU 

average level. Further economic development to great extent depends on the amount of 

investments, which will allow to improve productivity. The potential labour force component 

raises concerns, which will reach its historical maximum in the forecasting period, as the 

labour market is influenced by unfavourable demographic indicators, and it is of big 
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importance, how successfully the structural reforms of the labour market will be implemented 

in order to facilitate more effective admission into the labour market, by increasing the 

activity of working-age population and balancing the demand and supply of the labour 

market.  

 

Figure 4.4. Potential GDP growth in comparison with previous year and factor contributions, 

% 

According to the estimates of the MoF, potential growth in the long term stabilizes at 

4 per cent. Growth will be mainly based on increase in the total factor productivity and 

investments. Output gap will close in 2013 and in the medium term will remain stable near 

neutral position.  

 

Figure 4.5. Output gap development, % of potential GDP 

Taking into account the historical fluctuations of the estimated value of output gap, 

there is a reason to assume that the indicator is characterised by moderate uncertainty. 

Therefore, it can be assumed that differences between the estimates of the MoF and the EC 

are insignificant and therefore broadly in line. 

 

 

Table 4.3. Cyclical development 
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% of GDP  
ESA 

Code 
2012 2013 2014 2015 2016 

1. Real GDP growth (%) B1g 5.6 4.0 4.0 4.0 4.0 

2. Net lending of general government B.9 -1.2 -1.1 -0.9 -0.9 -0.9 

3. Interest expenditure   D.41 1.3 1.5 1.6 1.5 1.4 

4. One-off and other temporary measures   -0.5         

5. Potential GDP growth (%)   1.6 3.1 3.8 4.1 4.2 

contributions:             

 - labour   -0.3 0.5 0.7 0.7 0.5 

 - capital   1.2 1.3 1.3 1.4 1.5 

 - total factor productivity   0.7 1.3 1.7 2.0 2.1 

6. Output gap, % of potential GDP   -0.7 0.2 0.4 0.3 0.2 

7. Cyclical budgetary component   -0.2 0.0 0.1 0.1 0.0 

8. Cyclically-adjusted balance (2-7)   -1.0 -1.1 -1.0 -1.0 -0.9 

9. Cyclically-adjusted primary balance (8+3)   0.3 0.4 0.6 0.5 0.5 

10. Structural balance (8-4)   -0.5 -1.1 -1.0 -1.0 -0.9 

From the analysis of the general government budget balance structure it is concluded 

that it is based on the structural component, but during the period of rapid economic growth 

(in 2006 – 2007) and recession (in 2008 – 2010) the impact of fluctuations in the economy 

has increased. In the years of economic growth the structural budget balance11 was improved 

by higher tax revenue, while during the economic crisis revenue decreased and expenditure 

for social benefits increased, for example, due to increased unemployment rate.  

It should be noted that changes in budget balance are influenced also by interest 

expenditure, and it is forecasted that in 2013 – 2016 it will constitute 1.4 – 1.6% of GDP. In 

cyclically adjusted calculations of primary budget balance the interest expenditure is not taken 

into account and, therefore, excluding interest expenditure, budget balance will be even better. 

 

 

                                                 

 

11 In calculations the following is taken into account: 

1) In the calculation of the budget balance cyclical component the budget sensitivity 0.28 is taken into 

account. (Data source: New and updated budgetary elasticity and sensitivity parameters for all EU 

Member States, REP/54284, 20.09.2005); 

2) One-off measures: in 2009-2011 government investment in JSC “Parex banka” (in 2009 

113.5 mln  lats, in 2010 219.0 mln lats, in 2011 27.4 mln lats); in 2012 due to the reclassification of 

JSC Reverta to government sector financial correction for revaluation of market value of its assets 

(81.3 mln lats). 
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Figure 4.6. Output gap and general government budget balance by components in 2005-2016, 

% of GDP 

-12

-10

-8

-6

-4

-2

0

2

4

6

8

10

12

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

actual forecast

One-off

measures

Cyclical

component of

the balance

Structural

component of

the balance

Output gap, %

of potential

GDP



 

 

50 

4.4. Development Trends of Government Debt in the Medium 

Term  

According to the notification results of the State budget deficit and debt of April 2013, 

which were prepared according to the ESA‟95 methodology, the general government debt at 

the end of 2012 reached 6 309.2 million lats or 40.7% of GDP. The level of the general 

government debt is mainly influenced by the central government debt, which at the end of 

2012 was 5 821.5 million lats.  

The objective of the central government debt management is to ensure necessary 

financial resources for the refinancing of government debt, financing of budget deficit and 

maintaining of the financial reserves at lowest possible costs, by limiting financial risks and 

taking into account development of the Latvian national macroeconomic situation, capital 

market and the development of the whole financial system that is directed towards accession 

to the euro zone.  

Objectives, fundamental principles and tasks of the central government debt portfolio 

and loan management within the framework of debt management in the medium term are 

determined by the Latvian Government Debt Management Strategy providing for compliance 

with the optimal indices of the central government debt portfolio structure regarding the debt 

currency composition, maturity profile, average weighted fixed period of interest rates, and 

the optimal proportion of the fixed interest rate in the debt portfolio. 

The amount of borrowing and the central government debt level is influenced by the 

total financing requirement (the amount of necessary resources to ensure execution of the 

government budget and repayment of central government debt obligations in a respective 

period) and financing necessary to maintain the financial reserves. 

After the successful completion of the Loan Programme Latvia has attested several 

times the ability to attract funding in international financial markets with favourable 

conditions, by organising public debt securities issues. Although after  Eurobond  issue in 

February 2012 (in the amount of 1 billion USD) the borrowing plan of 2012 in international 

financial markets was fulfilled, in December 2012, by using particularly favourable situation 

on international financial markets as well as positive changes in the level of Latvia‟s credit 

rating, there was a decision taken to return to international financial markets opportunistically 

with one more bond issue in the amount of 1.25 billion USD and with a seven-year maturity. 

This issue can be considered as especially successful as the coupon rate was fixed at 2.75% 

what is historically the lowest interest rate of securities since Latvia performs public 

borrowing in international financial markets, and at the time of issue it was the lowest rate in 

comparison with the borrowing rates of other peer countries, and it is also lower than the 

funding rates of the Loan Programme. The funding with bond issues at especially low rate 

demonstrates not only investors` high evaluation of work accomplished in Latvian economy 

in the previous years, but also the trust to the long-term development strategy of Latvia, the 

most substantial priority of which is direction towards the accession to the euro zone from 1 

January 2014. 

The attracted funding within the last Eurobond issue was used to make early 

repayment of the IMF loan in full amount at the end of 2012. By performing early repayment, 

the refinancing risk of the central government debt was decreased, and the central government 

debt interest expenditure were optimised in the medium term.  

In the domestic financial market in 2012 the Treasury  continued regular auctions of 

government debt securities, increasing the  domestic bonds and decreasing the supply of T-

bills to investors. Similarly as in the previous years the auctions of T-bills were organised to 
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ensure regular update benchmark of short-term borrowing in lats and availability of the cheap 

short-term resources for liquidity management. However, to provide the supply of the 

medium-term and the long-term securities to institutional investors in 2012 there were new 5 

and 10-year bonds programmes started, the results of which acknowledge the stable interest of 

domestic investors in the investments in the long-term securities. 

In order to follow guidelines set in the Latvian Government Debt Management 

Strategy avoiding central government debt refinancing risk and optimising  debt management 

costs, there are following priorities set for the implementation of the medium-term borrowing 

strategy: 

1) to continue a gradual and timely borrowing in international financial markets, 

mainly by organising regular public issue of government debt securities in order to ensure in 

accordance with the determined repayment schedules the refinancing of the central 

government debt obligations, undertaken within the framework of the Loan Programme, with 

favorable conditions in terms of borrowing rates and tenors; 

2) to ensure  diversification and expansion of the base of government securities 

investors through regular, constant dialogue and the long-term work with investors and co-

operation partners to facilitate active participation of investors from various regions of the 

world in the primary placement of government securities in the international markets; 

3) taking into consideration Latvia‟s direction to the accession to the euro zone, to 

facilitate the development of the domestic financial market and ensure the appropriate 

investment possibilities for the participants of the domestic financial market, by improving 

the spectrum of the financial instruments offered in compliance with the demand of investors, 

in order to use the borrowing potential in the domestic financial market. 

Taking into account the considerable amount of the repayable in the medium term 

central government debt obligations (2013 – 2016 in the amount of 2.6 billion LVL), the 

greatest proportion of which are the repayable loans in 2014 and 2015 granted within the 

Loan Programme by the EC and the repayable euro bonds in 2014 (see Figure 4.6), the 

attraction of appropriate funding shall be timely ensured to decrease the central government 

debt refinancing risk . 

 
Figure 4.6. Central government debt repayment profile   

(liabilities outstanding as of March 31, 2013, nominal value) 

Taking into account the borrowing strategic objectives, in the coming years exactly the 

foreign borrowing instruments will form the most substantial part of the total amount of 

financial resources to be attracted. It is planned to ground borrowing in international financial 

and capital markets on public debt transactions in global financial markets – in the USA and 

Europa, as well as to turn to the investors in other regions.  

In the domestic financial market there is also further planned to offer the full spectrum 

of the standard terms of domestic debt securities – from the short-term to the long-term 

securities, facilitating the development and activity of government securities market with 
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Primary Dealers System introduced in the beginning of 2013. The Primary Dealers System 

will stimulate the activities of government securities market by having it more liquid and 

attractive to investors, facilitating increase in demand for the domestic debt securities. To 

encourage a new potential investors group - private persons - to invest in the instruments of 

domestic financial market, it is planned that in 2013 possibility to buy government savings 

bonds will be offered to private persons. 

Making timely borrowing activities according to the medium-term strategy, as well as 

continuing the implementation of the sustainable fiscal policy, it is possible to refinance the 

current central government debt obligations with favorable conditions in terms of rates and 

tenors, as well as to achieve in the long term the decrease and stabilization of the general 

government debt level, with certainty complying with the amount criterion of the general 

government debt provided in the Maastricht Treaty (see Figure 4.7). 

 

Figure 4.7. General government debt development trends (% of GDP) 
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5. Sensitivity Analysis and Comparison 

5.1. Macroeconomic Scenario Risks  

The implementation of the macroeconomic scenario in 2013 – 2016 will be influenced 

by the further development of external environment. Dependence of the Latvian economy on 

the changes of external environment is determined by the high export share in GDP and the 

share of Scandinavian banks in the Latvian banking sector. The main source of risk to the 

global economic growth is unimprovement or even further worsening of the situation in 

Europe – shocks in the financial system, financial sustainability of individual countries and 

debt servicing costs, necessary fiscal consolidation measures. 

In addition to external environment risks the implementation of the macroeconomic 

scenario will be also influenced by internal factors – possibilities of enterprises to attract 

financial resources and carry out investment projects to increase production capacity, situation 

in the labour market, development of crediting and other factors that directly affect the state‟s 

credit rating, interest rates, confidence indicators and domestic demand. 

Macroeconomic risks, which will determine the development of national economy 

during the period of the Convergence Programme, can be divided into negative and positive 

risks. The macroeconomic development scenario is based on conservative assumptions about 

increase in external and domestic demand, and it takes into account both internal and external 

risks. It should be taken into account that simultaneous worsening of several risks may 

intensify their impact. 

 

Negative risks 

 Recovery of economic growth in the euro zone make appear slower than it has 

been forecasted. The solutions achieved during the last months in the number of 

issues related the euro zone debt crisis (establishment of the European Stability 

Mechanism, progress in the formation of the joint union of credit institutions) may not 

be sufficient. If the Member States do not perform significant structural reforms and 

reduce budget deficits, tension in financial markets may be renewed. This would 

negatively affect the cautiously growing confidence indicators of the euro zone‟s 

businessmen and consumers, reduce demand and thus would negatively influence 

Latvia‟s exports. Taking into consideration a low level of reserves and the size of the 

economy, domestic demand cannot grow protractedly and consistently without 

increase in exports. Therefore, substantial decrease in Latvia‟s overall growth is 

possible. 

 Non-convincing economic recovery in the euro zone and decrease in the 

development rate of Latvian economy may affect the confidence of businessmen 

and consumers, as a result of which overall increase in demand may decrease in 

Latvia, if households choose to save (according to previously observed consumers‟ 

cyclical savings) and postpone consumption, and if businessmen in their turn reduce 

the amount of increase in investments.  

 Increase in costs on labour force, decrease in the number of economically active 

population, imbalances in supply and demand for labour force in terms of skills and 

geographic availability, in particular occupations the ageing of labour force in the 

medium term may cause problems to employers in the provision of labour force 
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resources, reduce growth in the amount of Latvian exports, in the competitiveness of 

exports as well as in investments.  

 As the Latvian banking sector is closely connected with Scandinavian banks, 

aggravations of problems in financial markets of the euro zone countries may 

accelerate the reduction of credit obligations against parent banks and facilitate 

decrease in the availability of credits in Latvia, also reducing borrowing possibilities 

to businessmen for the realisation of investment projects), as well as raising costs of 

credit. 

 Expected increase in electricity prices in Latvia and uncertainties related to the 

impact of the energy policy on costs in the future is one of negative risks for the 

competitiveness of manufacturers and the attraction of investments. 

 Negative stimuli for increase in population’s purchasing ability – reduction of 

unemployment rate slower than forecasted, businessmen‟s caution for increase in 

wages and the state fiscal discipline, which restricts increase in wages of public sector, 

reduction of debt commitments and caution when taking new credits, or the inflation 

that is higher than forecasted  can substantially delay increase in private consumption.  

 Upwards directed price shocks for global energy resources and raw materials as 

well as the factors of demand in the domestic market may facilitate more rapid 

increase in prices than it was forecasted.  

 U.S. fiscal policy problems as well as “hard lending” of certain developing country‟s 

economy would substantially worsen external environment by reducing total global 

demand. If global economic growth decreases, including by the reduction in demand 

for the EU manufactured goods and by reduction of investments‟ flow, also the 

development of Latvian exports would be substantially affected by the negative 

impact. 

 

Positive risks 

The main positive risks for the development of Latvian economy are connected with 

non-implementation of the negative risks. 

 Solutions of the euro zone debt crisis may provide better result than it is 

expected. The recovery of financial market and structural reforms may improve 

more quickly the availability of funding and the confidence indicators of 

businessmen and consumers, which would allow the EU economy to return to 

growth faster than expected. This would substantially improve the prospects for 

the development of Latvian economy, due to more rapid growth of demand for 

exports and due to the improvement of consumers‟ and investors‟ confidence. 

 Better than expected development of the global economy, including in the USA 

and developing countries, may provide additional stimulus for the high-income 

countries, inter alia facilitate the overcoming the euro zone crisis. 

 Favourable assessment of international creditors and credit rating agencies of 

Latvian national economy confirms that Latvian business environment continues 

to improve. It can lead to facilitate investments‟ inflows, which will possibly 

increase the capacity of manufacturing industry and exports. 

 Sufficiency of liquidity in banks and readiness to credit let to preserve more rapid 

increase in crediting amounts as a positive risk, which would allow to businessmen 

to make additional necessary investments in order to increase production capacity. 

Thus, the amount of exports and investments, as well as the amount of private 

consumption would be positively influenced, especially in the medium term. 
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 Increase in the intensity of the acquisition of the EU funds and the accrued 

resources of businessmen during the last two years is a positive risk for the 

increase in investments in Latvian economy.  

 Latvia‟s planned accession to the euro zone in 2014 in the medium term is a 

substantial positive risk for the attraction of new investors, by the increase of the 

state‟s identification and reliability. Decrease in currency risk may facilitate also 

more rapid growth of exports. 

 Strong stimuli for the increase in private consumption – increase in wages, 

reduction of tax burden, low inflation and increase in confidence in relation to 

economic development during the last two years and the planned introduction of 

the euro, may accordingly provide higher growth of private consumption than it 

was forecasted. 

 Increase in wages due to increase in productivity and the state support for the 

balancing measures on re-emigration, mobility, requalification, educational 

reforms and other balancing measures of the labour market in the medium term 

may create positive risks for the increase in re-emigration, mobility of labour force 

and correspondence of labour force‟s skills to the demand, what would facilitate 

more rapid economic development than it was forecasted. 

 Downwards directed price shocks for global energy resources and raw materials 

as well as slower activities and increase in wages in Latvia‟s labour market than it 

was forecasted creates a positive risk that inflation will be lower than forecasted.  

5.2. Sensitivity Analysis  

Based on the possible impact of macroeconomic risks described in Section 5.1 on 

national economy, two alternative macroeconomic development scenarios have beenworked 

out. The central macroeconomic development scenario of the Convergence Programme is 

worked out on the basis of conservative assumptions regarding external environment. 

Therefore, the probability of pessimistic scenario is considered as small. 

Table 5.1. Optimistic macroeconomic scenario 

                                                   2012 2013 2014 2015 2016 

GDP in current prices, mln Ls  15520 16777 18310 19986 21821 

Increase at current prices, %  8.7 8.1 9.1 9.2 9.2 

Increase at constant prices, %  5.6 6.0 6.0 6.0 6.0 

CPI (annual average),  2.3 2.0 3.0 3.0 3.0 

Average wage in economy, lats  481 509 541 577 615 

Increase at current prices, %  3.7 5.8 6.4 6.6 6.5 

Employment, thsd people  885.6 906.5 928.2 950.5 973.6 

Increase, %  2.8 2.4 2.4 2.4 2.4 

Export growth rate at current prices, %  14.9 11.8 9.9 7.8 5.8 

Import growth rate at current prices, %  13.1 10.1 11.2 10.6 10.7 

GDP in current prices, mln Ls  10.1 10.6 11.7 11.5 11.5 

 

Realisation of the optimistic scenario is possible, if the solutions of the euro zone debt 

crisis will provide a better result than expected, what would allow the EU economy to return 

more rapidly than it is forecasted to growth. By the realisation of the optimistic scenario, 
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increase in the availability of funding (including more rapid acquisition of the EU funds) and 

recovery in demand in Latvia‟s exports markets would fscilitate more substantial increase in 

the confidence of investors and consumers than it is planned in the central scenario. This 

would provide more rapid growth of Latvia‟s investments and exports, which together with 

such consumption stimulating factors as increase in wages, reduction of tax burden, low 

inflation and increase in confidence in relation to economic development during the last two 

years and the planned introduction of the euro, may accordingly provide higher growth of 

private consumption than it was forecasted in the central scenario. More positive GDP growth 

rates would be based both on increase in productivity and improvements in employment. In 

this scenario unemployment in medium term would rapidly decrease but the state support for 

the balancing measures on re-emigration, mobility, requalification, educational reforms and 

other balancing measures of the labour market in the medium term would provide increase in 

wages in compliance with increase in productivity. The optimistic macroeconomic 

development scenario provides for increase in gross domestic product at comparable prices in 

2013 and in the medium term by 6.0% per year. 

In case of the optimistic macroeconomic scenario, which provides faster GDP growth 

than the central scenario and determines more positive indicators of consumption and the 

labour market, budget revenue base would also be improved significantly. If economic 

development follows according to the optimistic scenario, the budget revenue, compared to 

the central scenario, would be higher by 0.6% of GDP in 2013, while in 2014 – by 1.3%, 

however in 2015 and in 2016 accordingly by 1.8% and 2.4%.   

The pessimistic macroeconomic scenario is based on the realisation of the negative 

risks. Slower than forecasted recovery of economic growth in the euro zone, as a result of 

which growth in the whole region remains weak, can substantially reduce growth of Latvian 

GDP. Lower demand for exports than in the central scenario can substantially reduce growth 

rate of the export of goods and services as well as negavively affect the confidence of 

businessmen, investors and consumers. Instability in financial markets and problems on the 

availability of funding together with decrease in investors‟ confidence can significantly slow 

down investments‟ inflow, thereby reducing growth not only in the short but also in the 

medium term. If this scenario comes into effect, increase in employment and wages would be 

substantially lower than in the central scenario, but unemployment rate in the medium term 

would remain high. Reduction of unemployment rate slower than forecasted, businessmen‟s 

caution for increase in wages and the state fiscal discipline, which restricts increase in wages 

of public sector, reduction of debt commitments and caution when taking new credits may 

result in significantly lower increase in private consumption than in the central scenario. The 

development of the pessimistic macroeconomic scenario provides that from 2013 GDP would 

increase only by 2.0% per year. Lower growth would also reduce inflation‟s pressure, and 

increase in prices in 2013 would be 0.5% per year but in the medium term  - 1.5% per year. 

 

Table 5.2. Pessimistic macroeconomic scenario 

                                                   2012 2013 2014 2015 2016 

GDP at current prices, mln Ls  15520 15916 16471 17057 17657 

Increase at current prices, %  8.7 2.5 3.5 3.6 3.5 

Increase at constant prices, %  5.6 2.0 2.0 2.0 2.0 

CPI (annual average),  
2.3 0.5 1.5 1.5 1.5 

Average wage in economy, lats  481 492 506 522 538 

Increase at current prices, %  3.7 2.2 3.0 3.1 3.1 

Employment, thsd people  885.6 889.9 894.0 898.1 902.4 
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Increase, %  2.8 0.5 0.5 0.5 0.5 

Export growth rate at current prices, %  14.9 13.4 12.7 12.1 11.7 

Import growth rate at current prices, %  13.1 4.7 5.1 4.3 4.3 

GDP at current prices, mln Ls 10.1 4.5 5.0 3.9 4.0 

 

Slower GDP growth than in the central scenario, based on worser assumptions of 

external environment and lower private consumption, as well as weaker labour market 

indicators, will negatively affect also the budget revenue. If economic development follows 

according the pessimistic scenario, the budget revenue, compared to the central scenario, will 

decline by 0.8% of GDP in 2013, by 1.5% of GDP in 2014, but in 2015 and 2016 accordingly 

by 2.2% and 2.8%.   
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6. Comparison with the Latvia’s Convergence Programme 

for 2012 – 2015 and the Implementation of the EU 

Council’s Recommendations 

6.1. Comparison of the General Government Budget Balance and 

Debt Forecasts  

In 2012 GDP growth was considerably faster than it was forecasted by the 

Convergence Programme scenario of the year 2012. Despite the deterioration of the situation 

in external markets, high growth rates persisted in industry and exports, while the recovery of 

domestic demand was faster than expected, providing the total GDP growth of 5.6% 

comparing to the forecasted 2.0%. 

As in 2012 Latvia‟s economic growth was faster than forecasted, the forecast of 

economic growth in 2013 is slightly higher than in the previous Convergence Programme 

scenario. However, the forecasted GDP growth for the subsequent years has not changed, and 

remains at 4% as in the previous Convergence Programme scenario. 

 

Table 6.1. Comparison with forecasts in the Convergence Programme 2012– 2015 

 ESA 

code 
2012 2013 2014 2015 2016 

Real GDP growth (%) B1g      

2012  2.0 3.7 4.0 4.0 - 
2013  5.6 4.0 4.0 4.0 4.0 

Difference  3.6 0.3 0.0 0.0 - 

General government net 

lending (% of GDP) 
B.9      

2012  -2.1 -1.4 -0.8 -0.3 - 

2013  -1.2 -1.1 -0.9 -0.9 -0.9 

Difference  0.9 0.3 -0.1 -0.6 - 

General government gross 

debt (% of GDP) 

      

2012  44.5 45.8 46.7 38.9 - 

2013   40.7   44.5   41.0   36.4 34.6 

Difference  -3,8 -1,3 -5,7 -2,5 - 

 

As in 2012 rapid economic growth continued, the situation in the general government 

budget has considerably improved, and as a result deficit of -1.2% of GDP was considerably 

lower comparing to the forecasted deficit level of -2.1% of GDP in the previous Convergence 

Programme. Better fiscal situation was determined by more rapid increase in revenue than 

increase in expenditure, what is mainly explained by good performance of tax revenue. 

According to the newest forecasts, the general government budget deficit in 2013 is projected 

in the amount of 1.1% of GDP, which is lower than the previously forecasted. Taking into 

account that last year structural budget balance was corresponding to the previously 

determined medium-term objective, in the subsequent years structural budget balance will be 

preserved on the previous year‟s level, complying with the permissible deviation regarding 

increase of contributions in the 2
nd

 pension level, and the general government budget deficit is 

planned in the amount of 0.9% of GDP.  
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The updated general government debt forecast is more positive in comparison with 

the forecasts of the Convergence Programme for 2012 – 2015 (see Table 6.1), mainly due to: 

- the pre-term repayment of the IMF loan in full amount  in 2012, using the obtained 

resourced as a result of the Eurobond issueat the end of 2012, 

- due better than planned results of the State budget execution in 2012, borrowing 

strategy for the medium-term at the beginning of the year 2013 was updated, by reducing the 

total borrowing amounts for 2013 - 2016,  

- faster GDP growth in the actual and forecasted period. 

 

6.2. Latvia’s Action Regarding the Implementation of the EU 

Council’s Recommendations  

On 9 July 2012 the Council of the European Union expressed a number of 

recommendations to Latvia regarding the Convergence Programme for 2012 – 2015 prepared 

by Latvia. For the implementation of the recommendations Latvia has performed a series of 

measures in 2012. 

At the same time during the implementation of these measures Latvia complies with the 

Annual Growth Survey and macroeconomic and fiscal guidelines, as well as with the 

commitments stated in the Euro Plus Pact. 

In this Section there is description provided on the performed measures for the 

implementation of the 1
st
 and 2

nd
 recommendation, however, the information on other 

recommendations expressed to Latvia is provided in Chapter 2 of the NRP. 

1. Recommendation 

To provide the planned progress, in order to prevent budget deficit in the estimated 

time. In order to achieve that, the annual budget of 2012 shall be implemented as planned, and 

the impact of fiscal measures shall be ensured, which is indicated in the Council‟s 

recommendation according to the procedure on the prevention of excessive budget deficit. 

Then in 2013 and further budget strategy shall be implemented, on the basis of which there 

are sufficiently specific structural measures, sufficient orientation towards the attainment of 

the budget medium-term objective shall be performed, and expenditure criterion shall be 

observed. Cyclical revenues, which are bigger than it was planned, shall be used for reduction 

of government debt. 

 

Latvia has performed sufficient measures to prevent budget deficit - according to 

the estimate, in 2012 the general government budget deficit in Latvia was 1.2% of GDP 

according to the ESA‟95 methodology. This is substantially below the Maastricht budget 

deficit criterion, thus, Latvia fulfils the conditions of the Decision of 7 July 2009 of the 

Stability and Growth Pact and the EU Council for the termination of the procedure on the 

prevention of excessive budget deficit.  

In 2012 Latvia achieved the determined medium-term budget objective – 0.5% of 

GDP. In the subsequent years there is a short-term deviation from the medium-term budget 

objective forecasted, what will be mainly influenced by the increase of gradual mandatory 

contribution rate in the state-funded pension scheme to 6%, in general providing the return to 

the medium-term budget objective according to the conditions of the Stability and Growth 

Pact.  
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The principles and conditions of the fiscal policy, which provide a balanced budget (the 

general government budget balance shall not be lower than -0.5% of GDP) in the economic 

cycle, are defined in the FDL. In this Law there are new conditions of the EU fiscal discipline 

introduced, which are included in the Fiscal Treaty and correspond to the conditions of the 

Stability and Growth Pact (the compliance with the balance condition, expenditure growth 

condition, debt condition and other requirements).  

Latvia’s fiscal policy is based on the opinion that the implementation of counter-

cyclical fiscal policy is a condition for sustainable economic growth – in the period when 

GDP exceeds a potential level, a restrictive fiscal policy shall be performed, but in the period 

when the State GDP is lower than a potential level – a stimulating economic policy shall be 

performed. 

According to the summer macroeconomic forecasts of 2012, Latvia‟s GDP in 2012 was 

below its potential level. The latest forecasts of February 2013 testify that till now negative 

difference in issues concludes in 2013, and in the subsequent years difference in issues is 

expected to be neutral, i.e., in fact there a small positive difference in issues appears. 

However, taking into consideration historical fluctuation of the indicator, a deviation from 

zero value is not statistically significant. It is important to note that although difference in 

issues has concluded, the fiscal policy of the subsequent years will be with a stimulating 

orientation – specifically targeted at the provision of economic potential growth in the long 

term. Calculations on the potential GDP already in the medium term indicate the necessity to 

pay enhanced attention to the situation in the labour market, by implementing measures that 

will facilitate more efficient admission into the labour market, increasing the activity of 

working-age people and balancing the supply and demand of the labour market.  

The State‟s functioning in the after-crisis period is also a substantial argument for the 

use of stimulating fiscal policy, providing the necessity both in 2012 and in the following 

years to include compensatory measures in the fiscal policy, what would diminish the 

negative impact of the crisis period, providing possibility to finance currently the most 

necessary measures, the suspension of which is not possible, or in the long term it will cost 

more. Therefore, in 2012 it was decided to perform amendments to the budget, by increasing 

funding slightly for the spheres, to which the funding was of the utmost importance. 

However, at the same time there were fiscal discipline preserved, and the objective of the 

general government budget deficit of 2012, including the budget amendments of 2012, was 

determined in the amount of 1.9% of GDP (lower than the initial objective of the general 

government budget deficit of 2012 – 2.1% of GDP). The actual general government budget 

deficit in 2012 is 1.2% of GDP. This means that only part of fiscal space was used for the 

growth of expenditure, but other resources were shifted for the reduction of budget deficit and 

government debt. 

In 2012 providing the general government budget deficit below the Maastricht budget 

deficit criterion, as well as providing for the structural deficit objectives stated in the Fiscal 

Development Scenario in the subsequent years, the obligations prescribed in the Euro Plus 

Pact are being carried out for the provision of the sustainability of public finances (Measure 

3.1 of the Latvia‟s Euro Plus Pact). 

 

2. Recommendation 

To perform measures for the diversion of tax burden from labour force to consumption, 

properties and for the use of natural and other resources, alongside improving a structural 

balance. To ensure the adoption of Fiscal Discipline Law and work out the Law on the 

Medium-term Budget Framework, which would facilitate the sustainability of public finances 
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in the long term. To return from the year 2013 to the contributions of 6% from gross wage in 

the private mandatory funded pension scheme. 

 

Tax burden is transferred from labour force to consumption – the share of taxes on 

labour in the total tax revenue decreased from 52.5% in 2010 to 49.9% in 2012. 

Consequently, the share of revenue from consumption and capital taxes in the total tax 

revenues gradually increased from 47.5% in 2010 to 50.1% in 2012. 

On 24 May 2012 the Saeima adopted amendments to the Law “On Personal Income 

Tax”, prescribing that in three years a personal income tax rate will be reduced by 5 

percentage points – from current 25% to 20%. It is planned that as of 1 January 2013 a 

personal income tax rate is 24%, in 2014 – 22% but in 2015 - 20%. On 6 November 2012 the 

Cabinet has adopted “Regulations on the amount of monthly exemption and tax concession 

for the calculation of personal income tax”, providing that as of 1 July 2013 the amount of 

dependent-care personal income tax credit is 80 lats monthly. 

Working out of the Draft Budget for 2014 and taking into account the fiscal possibilities 

of the State budget, the discussions are planned on the increase of minimum wage, 

employees‟ non-taxable minimum and deduction for dependent persons. 

The FDL is adopted and the medium-term budget planning is introduced – the 

FDL came into force on 6 March 2013. Its central idea is to provide a balanced budget in the 

economic cycle, in the meaning as stated in the ratified Fiscal Treaty. This means – structural 

deficit shall not exceed 0.5% of GDP and expenditure shall not increase faster than the 

average potential GDP growth within ten years. The Framework Law, which is annually 

prepared for the period of three subsequent years, is planned to be the primary instrument for 

the observance of fiscal discipline. 

In 2012 the Law “On the Medium-term Budget Framework for 2013, 2014 and 2015” 

was worked out, which was approved by the Saeima on 15 November 2012. The Law “On the 

Medium-term Budget Framework for 2014 – 2016” will be worked out in autumn 2013 

simultaneously with the working out of the Draft Law “On the State Budget for 2014”.  

With the approval of the FDL there are such principles of fiscal policy strengthened as 

economy principle, savings principle, counter-cyclical fiscal policy principle, etc. In the FDL 

there are also new conditions of the EU fiscal discipline introduced, which are included in the 

Fiscal Treaty. Thus, Latvia is one of the first EU Member States, which will provide the 

compliance of national legislation with the EU level principles of fiscal discipline. 

By the approval of the FDL and the working out of Law “On the Medium-term Budget 

Framework”, the obligations prescribed in the Euro Plus Pact are being carried out for the 

provision of the sustainability of public finances (Measure 3.1 and 3.2 of the Latvia‟s Euro 

Plus Pact). 

Recommendation “To return from the year 2013 to the contributions of 6% from 

gross wage in the private mandatory funded pension scheme” is fulfilled partially. 

According to the Law “Amendments to the State-funded Pension Law” adopted on 15 

November 2012, from 2013 there is planned gradual increase in mandatory contributions rates 

to the state-funded pension scheme – from 2% in 2012 to 4% in 2013 and in 2014, 5% - in 

2015 and 6% - in 2016 and hereafter. Such decision was made to facilitate faster stabilisation 

of the special budget – gradual increase of the rate in the 2
nd

 pension level (2%) provides a 

possibility for resources to flow into the special budget faster than in case, when the rate 

would be increased by 4 percentage points at once. Part of pension insurance contribution 

rate, which is not shifted for the 2
nd

 pension level, does not disappear but is shifted 
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accordingly for the 1
st
 level, thus increasing the capital of the 1

st
 level and consequently also 

the amount of the future old-age pension. Thus, there is no reason to believe that the gradual 

reallocation of contribution rate will negatively affect the adequacy of the future pensions (for 

a more detailed explanation please see Section 2.2. of the NRP). 
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7. Quality of Public Finances 

7.1. Efficiency of the State Budget Resources and Expenditure 

Control  

Procedures for the working out, approval and implementation of the State budget and 

responsibility within the budget process are determined by the LBFM. The Minister for 

Finance is responsible for the organization and management of the State budget‟ 

implementation process. 

According to the LBFM, the heads of budget-financed institutions, budget non-

financed institutions and local governments, as well as capital companies, in which the State 

or local governments‟ capital shares are invested, shall be responsible for the observance, 

implementation and control of the procedures and requirements determined in the above 

mentioned Law, as well as for the efficient and economic expenditure of budget resources 

according to the planned objectives. 

According to the LBFM, the Minister for Finance shall work out the annual Draft Law 

on the State Budget. By the working out of the annual Draft Law on the State Budget, the 

minister for Finance evaluates budget requests according to their compliance with the planned 

objectives, the results to be achieved, economy and efficiency and, if necessary, requests 

additional information necessary for such evaluation. On the basis of the evaluation and the 

information provided, the Minister for Finance (before the submission of the annual Draft 

Law on the State Budget to the Cabinet) shall decide on the inclusion of budget requests in 

the annual Draft Law on the State Budget. The Minister for Finance at any stage of the 

examination of the Draft Law on the State Budget may express his opinion, by adding 

necessary conclusions, as well as the results of particular audits. 

According to LBFM, the executors of the State budget may perform the State budget 

expenditure or assume the short-term obligations only within the framework of the 

allocations, determined in the financing plans, which are issued by the Treasury. The Treasury 

in turn provides allocations for expenditure on the basis of the appropriation stated in the 

annual State Budget Law and ensures their implementation according to the procedures 

established by the Cabinet. Budget public authorities may assume the long-term obligations, 

not exceeding the maximum permissible amounts of the State budget long-term obligations 

determined in the State Budget Law for the business year. 

To ensure the supervision of the implementation of the State budget, as well as to 

facilitate control over the budget expenditure, the Treasury prepares reports on the execution 

of the State and local government‟s budgets, providing information to Ministries, other central 

state institutions, MoF experts and society on the budget execution process.  

At the same time to achieve the above mentioned objectives Line Ministries and other 

central state institutions prepare quarterly reports on the budget execution process and submit 

them to the MoF. The report provides information on the state budget execution in a particular 

reporting period – comparison of the performed expenditure with the reporting period of the 

previous year, comparison with the plan of a reporting period, overview on performed and 

non-performed activities, information on the measures for finance management improvement, 

etc. 

During the working out of the annual Draft Law on the State Budget or its amendments 

the Minister for Finance informs the Budget and Financial (Tax) Commission of the Saeima 



 

 

64 

on the State budget planning process and not rarely than once in a quarter – on the State 

budget execution process. 

From the working out of the State budget for 2012 the procedure for the planning and 

presentation of operational level results and their performance indicators is improved in the 

budget requests of Ministries and other central state institutions. This information is included 

in the explanations attached to the annual State Budget Law, thus providing information to the 

Parliament and society. 

Ministries and other central state institutions set a definite objective for the budget 

programmes and sub-programmes, which they are implementing, providing the activity‟s that 

characterize the results of the objective‟s achievement level and their performance indicators, 

for which the trends are planned also in the medium term and at the same time historical 

information for a three-year period is reflected. Policy results are primary planned in the 

development plan documents.   

Account documents regarding policy planning documents are prepared in a form of 

informative reports both during the medium period of the implementation of the policy 

planning document and after the end of its validity period. 

In 2012 the MoF continued the improvement of the State budget management system 

and the mutual integration of the State budget management and performance indicators‟ 

system. On 31 July 2012 the Cabinet adopted new Regulations No 523 “Regulations on the 

Fundamental Principles for the Working out and Submission of Budget Requests”. According 

to these Regulations there were common principles introduced for the formation of the 

structure of the State budget programmes, thus providing closer cohesion of the structure of 

the State budget programmes with the policy planning and performance indicators system. 

Budget programmes shall ensure the achievement of the objectives set in the development 

planning documents as well as the achievement of the planned results and performance 

indicators. The structure of budget programmes is determined by the course of action 

(activity) defined in the action strategy of an institution or by the functions of the Ministry or 

other central state institution according to its regulation, if the action strategy of an institution 

is not approved. These Regulations also prescribe possibilities for the revision of budget 

programmes and determine common principles on the numbering and application of titles for 

budget programmes, including for the application of projects and measures financed and co-

financed by the State budget‟s EU policy instruments and by the financial assistance of 

foreign countries for the planning of funding in the next EU budget planning period for 2014 

– 2020. At the same time there are cases determined, in which the Ministry does not provide 

information on the results of activity and their performance indicators. There are also 

conditions determined for the revision of the results of activity and their performance 

indicators during the implementation of the State budget. 

In order to develop the performance indicators‟ system and integrate it into the budget 

management process, from 2012 the analysis on the performance of the State budget 

expenditure is supplemented with information on the achievement of the results of activity 

and their performance indicators for budget programmes and sub-programmes within the set 

objectives, i.e., Ministries and other central state institutions in the report on the analysis on 

the performance of current year 2012 State budget execution provided necessary explanations 

of the previously planned results and performance indicators, their implementation during the 

year, as well as of deviations in the execution of performance indicators‟ values from the 

planned  performance indicators‟ values that exceed 15 per cent (both in positive and negative 

terms). Annual assessment of activity results and their performance indicators of budget 

programmes and sub-programmes will provide a possibility to evaluate the compliance of 

budget expenditure with the priorities defined by the government.  
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The Treasury grants allocations for expenditure according to the appropriations set in 

the annual State Budget Law and ensures their implementation according to the procedures 

prescribed by the Cabinet, while Ministries and other central state institutions are responsible 

for the establishment of the control system on the execution of the appropriations set in the 

annual State Budget Law and for the control of the expenditure of the State budget resources 

transferred to the Treasury current accounts according to planned objectives.   

In addition, in the LBFM it is stated that State budget institutions shall open State 

basic budget and State special budget accounts only at the Treasury in order to receive 

allocations and perform expenditure from the State budget resources. Institutions non-

financed from the budget shall open current accounts only at the Treasury. Budget-financed 

institutions (except the State budget institutions) shall open current accounts only at the 

Treasury in order to receive the State budget resources and perform expenditure financed by 

these resources, unless otherwise provided in other laws or regulations. Local governments 

and derived public persons partly financed from the State budget, as well as capital 

companies, in which the State or local governments‟ capital shares are invested, may open 

current accounts at the Treasury. 

In order to strengthen the control possibilities of the expenditure of resources, the 

LBFM includes a provision, stating that the Minister for Finance may delay or reduce 

allocation for the period up to three months, by giving order to the Treasury on that, if there is 

at least one of such conditions present: 

 during three months period  actual revenue from the State budget taxes and non-taxes 

in relation to the planned revenue for the respective period decreases by more than 0.5 

per cent from the GDP forecast stated in the annual State Budget Law; 

 the State budget financial deficit in three months period exceeds the State budget‟s 

financial deficit planned for the respective period by more than 0.5 per cent from the 

GDP forecast stated in the annual State Budget Law; 

 if on the Treasury budget accounts there is insufficient amount of resources for the 

covering of the payment obligations planned for the next month; 

Key sanctions determined by the LBFM for misappropriation of budgetary funds: 

 for delayed or incomplete payment of the sums owed to the State budget into the 

Treasury budget accounts – the Treasury (unless it falls within the competence of 

other public institution) shall recover the amount owing to the basic budget revenue 

and may collect late payment interest in the amount of 0.1% from the overdue amount 

for each delayed payment day, if laws and regulations do not provide otherwise; 

 if losses to the budget shall be covered – the Treasury may pay amounts into the basic 

budget revenue, revoke or suspend the allocations, if reports on budget and financial 

management are not submitted in time or are incomplete, if budget resources or 

transactions with these resources are not registered according to the procedure 

prescribed by the law, and they are not reported, if record keeping does not correspond 

to the set procedure and thus, funds owed to the budget are concealed, as well as if the 

head of the budget-financed institution has assumed obligations, exceeding the 

allocation provided by  the Treasury; 

 if budget-financed institutions, budget non-financed institutions and local 

governments, as well as capital companies, in which the State or local governments‟ 

capital shares are invested, have violated financial management rules set in the LBFM, 

the Minister for Finance, Treasury Administrator, the heads of Ministries and other 

central state institutions (according to their competence) may temporary disable the 

authorization to allocate or rule the budget revenue or expenditure,  may impose 

restrictions on the use of accounts, revoke or suspend the allocations in order to 
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reimburse illegally disposed funds, or require the repayment of illegally disposed 

funds, to bring a civil action to the court or submit materials to competent officials for 

the decision on the initiation of criminal proceedings, as well as cancel or suspend 

payments; 

 The Treasury, according to the Law “Local Government Financial Equalization Law”, 

is entitled to recover on an unchallenged basis from the amounts of money from local 

government budget resources, which were not timely or fully transferred by the 

respective local government into the equalization fund of local governments‟ finance, 

writing off these amounts from the budget of the respective local government. 

 

In order to preserve general economic balance and provide the unified state financial 

policy, in the annual State Budget Law there are separately the amounts determined of the 

total increase in local governments‟ borrowings and guarantees. The Treasury is entitled to 

withhold sums from the amounts, which is due to a local government from personal income 

tax or from the grant of the equalization fund of local governments‟ finance, in the following 

cases and in the following amount: 

 

1) if a local government does not provide timely fulfilment of obligations prescribed by 

the state loan agreements – in the amount of the sum unpaid in due time; 

2) if a local government does not ensure the use of state loan according to the objective 

set in the loan agreement – according to the order of the Minister for Finance, in the 

amount of the loan sum improperly used in relation to the objective set in the 

agreement. 

 

New amendments to the LBFM prescribe that the Cabinet regulates a procedure, 

according to which State budget institutions allocate the State budget funds to private persons, 

including non-governmental organisations, for the performance of state administration tasks, 

and supervises the expenditure of the allocated funding. Thus, there will be unified principles 

introduced for the funding of the delegated tasks of state administration, control of used 

funding, reporting on the used State budget funds for a procedure, as well as for the provision 

of the publicity of the above mention process.  
 

 
 

7.2. Efficiency of Revenue Structure and System  

One of essential aspects of the quality of public finances is the provision of stable and 

predictable tax revenue to the budget for the funding of the priority social and economic 

activities of the government. 

Table 7.1. Tax revenue in general government budget (S.13), mln lats 

 Code 

(ESA 95) 
2012 2013 2014 2015 2016 

Tax revenue       

1. Production and import taxes D.2 1 792.7 1 861.7 1 951.5 2 037.8 2 119.5 

2. Income and property current taxes D.5 1 192.9 1 237.6 1 239.1 1 241.1 1 291.6 

3. Capital taxes D.91 1.5 2.1 2.4 2.7 2.7 

4. Social contributions D.61 1 341.3 1 343.1 1 409.2 1 430.3 1 477.2 

From actual social contributions D.611 1 318.9 1 323.1 1 389.2 1 410.3 1 457.2 
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It should be mentioned that for several years the overall tax burden in Latvia remained 

one of the lowest in the EU. In 2011 it was 27.6% of GDP, which is lower than the EU 

average index of 40.0% of GDP. 

 

Figure 7.1. Tax revenue of Latvia
12

 and EU in 2011, % of IKP. 

The majority of all tax revenue in Latvia consist of labour taxes. In recent years the tax 

policy is oriented towards the reduction of the share of labour taxes in the total tax revenue, 

which decreased from 52.5 % in 2010 to 49.9 % in 2012. Consequently, the share of revenue 

from consumption, capital taxes in the total tax revenue gradually increased from 47.5% in 

2010 to 50.1% in 2012. 

 

 

Figure. 7.2.Tax revenue according to economic functions, % of GDP 

                                                 

 

12 Including contributions to the State-funded pension scheme 
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After the accession to the European Union, increase in tax revenue was mainly 

facilitated by rapid economic growth, but in 2009 due to the economic crisis, tax revenue 

decreased. In order to ensure fiscal consolidation and achieve the reduction of the budget 

deficit, the budget fiscal consolidation was started in 2008 and continued till 2012. The 

changes performed in tax policy in 2013 are mainly focused on the reduction of labour tax 

burden. 

In order to facilitate economic activity, investments and employment, as well as to 

restrict the shadow economy, in 2012 there was the labour force tax reform started. Within its 

framework from 1 January 2013 a personal income tax rate was reduced from 25% to 24% 

and it will be reduced also in the subsequent years – from 1 January 2014 to 22% and from 1 

January 2015 to 20%.  As of 1 July 2013 the amount of allowance for dependants will be also 

increased from 70 lats to 80 lats. 

Table 7.2. Impact of tax policy changes on the main tax revenue, % of GDP 

 2013 2014 2015 2016 

Value added tax revenue -0.25 +0.05 +0.06 +0.06 

Excise duty -0.02 +0.01 - +0.01 

Real estate tax -0.001 - - - 

Personal income tax -0.18 -0.39 -0.39 +0.02 

Social insurance contributions -0.32 -0.50 -0.66 +0.04 

Corporate income tax -0.02 -0.03 +0.03 +0.03 

Vehicle Exploitation Tax - -0.004 - -0.11 

Total impact of changes: -0.78 -0.85 -0.96 0.05 

 

To reduce tax burden for the recipients of low wages and to facilitate the attraction of 

employment in comparison with the receipt of social transfers, within the framework of the 

budget process of 2014 there is a discussion planned on the package of the following 

proposals: 

 increase of minimum wage; 

 increase of the amount of allowance for dependants; 

 increase of non-taxable minimum for the recipients of low wages in order to 

provide more pronounced progressiveness in the personal income tax system. 

Non-taxable minimum could be increased to the recipients of minimum wage. For the 

employees receiving more than a minimum wage, the increased non-taxable minimum could 

be reduced proportionally from the income exceeding a minimum wage, but not lower than 

current 45 lats monthly. 

It is planned that increase of a minimum wage will positively affect the reduction of 

“envelope wages” partially compensating decrease in tax revenue, which occurs due to the 

increase of non-taxable minimum and the amount of allowance for dependants. 

The application of the proportionality of non-taxable minimum will positively affect the 

recipients of low wages and it is planned that it will reduce dependency on social benefits. 

The proposals for the changes in tax burden will be worked out by viewing them in total 

as well as taking into account both mutual impact and impact on the achievement of fiscal 

objectives. By compliance to fiscal responsibility, further action will be determined according 

to the priorities mentioned in the Annual Growth Survey and in the euro Plus Pact, taking into 

account the objective to primarily reduce tax burden for labour force. 

Additional revenues are expected by the improvement of the procedure for the 

registration of enterprises, i.e., reducing the establishment of “fictitious” enterprises that are 
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mainly founded for the participation in tax fraud schemes, thus, reducing tax fraud risks. 

There are also additional revenue expected, by the improvement of the preventive measures 

for envelope wages, especially struggling with the tax payers who do not apply the regulation 

existing in tax sphere according to its economic essence. 

 

Value Added Tax 

Value added tax revenue have a substantial share in total tax revenue. During the years 

of economic growth, value added tax revenue had a high growth rate, however, when the 

economic recession began in 2008, which is characterized by decrease in retail turnover as 

well as by decline in the amount of  economic activity and import, value added tax revenue 

decreased. In addition, the impact of the economic crisis has been so significant that the 

increase of the value added tax standard rate13 could not compensate decrease in revenue, 

which occurred as a result of the economic recession. By the successful development of 

economy after the economic recession, since the year 2011 value added tax revenues have 

considerably increased. In 2012 value added tax revenues increased by 16.5% compared to 

2011. 

In order to approximate indirect tax rates to the neighbouring countries that would 

particularly facilitate the regional competitiveness of Latvia‟s service sector and reduce the 

pressure of inflation, occurred due to increase in world prices, on less wealthy inhabitants, as 

of 1 July 2012 the VAT standard rate was reduced from 22% to 21%.  

As the economy grows, it is forecasted that in 2013 the revenue from value added tax 

will increase by 3.0% compared to 2012. 

The value added tax revenue forecast for 2013 has been prepared taking into account the 

expected development trends of national economy, growth of private consumption, actual 

income of value added tax in 2012 and taking into account the impact of the reduction of the 

standard rate. 

Table 7.3. Impact of tax policy changes on value added tax revenue, mln lats 

 2013 2014 2015 2016 

Reduction of value added tax standard rate from 22% to 21% -40.5 - - - 

Shadow economy reduction measures - +9.2 +11.2 +11.8 

Total impact of changes: -40.5 +9.2 +11.2 +11.8 

 

Corporate income tax 

It is expected that the corporate income tax rate – 15%, which is effective since 2004 

and is one of the lowest in the EU, will remain unchanged. As the economy developed 

successfully and corporate financial results improved after the economic recession, since the 

year 2011 corporate income tax revenue have considerably increased. 

                                                 

 

13 from 1 January 2009 from 18 % to 21 %; 

    from 1 January 2011 from 21% to 22% 
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As the economic situation improved in 2012, corporate income tax revenue, compared 

to 2011, increased by 24.1%,  which shows that enterprises closed the year 2011 with 

significantly better financial results than in 2010.  

As the economy continues to develop, in the subsequent years corporate income tax 

revenue are forecasted with an upward trend. In 2013 it is forecasted that corporate income 

tax revenue will increase by 10.1%, compared to 2012.  

In 2013 and 2014 corporate income tax revenue will be influenced by the legislative 

changes adopted in 2012 providing the establishment of more attractive corporate income tax 

regime in order to reduce the necessity to use offshore structures for the purposes of tax 

reduction, and the unification of corporate income tax rate, creating a negative impact on 

revenues in 2013 in the amount of 2.9 million lats and in 2014 – in the amount of 8.0 million 

lats.  Still in medium term corporate income tax revenue will be positively affected by 

additional revenue from the shadow economy reduction measures. 

Table 7.4. Impact of tax policy changes on corporate income tax revenue, mln lats 

 2013 2014 2015 2016 

 Establishment of a more attractive corporate income tax 

regime, unification of corporate income tax rate 
-2.9 -8.0 - - 

Shadow economy reduction measures - +3.0 +5.0 +5.3 

Total impact of changes: -2.9 -5.0 +5.0 +5.3 

 

Excise Duty 

Evaluating excise duty revenue and the factors affecting it, it should be noted that in the 

medium term a big role will be given to the harmonization of excise duty rates with EU 

requirements in the implementation of the excise duty policy. According to the transition 

periods granted to Latvia, in 2014 and 2016 there will be changes regarding excise duty rates 

on tobacco products and the application of excise duty for natural gas. 

The overall deterioration of the economic situation caused decline in the amount of the 

realization of excise goods, which directly affected reduction in excise duty revenue in 2009 

and 2010, however in 2011 as  theeconomy of Latvia improved, in 2012 there were also 

positive trends observable in the performance indicators of excise duty. In 2012 excise duty 

revenue increased by 2.7%, compared to 2011. 

In 2013 excise duty revenue are forecasted with the increase of 1.4% compared to 2012. 

The amendments approved on 16 April 2013 in the Cabinet Regulation No 344 of 3 

May 2011 “Procedure, according to which diesel fuel (gas oil) is exempt from excise duty, 

which is used for the production of agricultural products, cultivation of agricultural land and 

for the cultivation of forest and marshland, where cranberries or bilberries are cultivated, as 

well as for the cultivation of land under fishing ponds” prescribe to increase the non-taxable 

fuel amount for farmers for the financial year of 2013/2014. 

As of 1 January 2014 there will be specific rate for excise duty on cigarettes increased 

from 25 lats to 28 lats for 1000 cigarettes, and there will be also percentage rate reduced from 

34% to 33.5%, providing the minimum level of excise duty of 56 lats for 1000 cigarettes 

instead of 52 lats. The rate will be increased for cigars as well from 26 lats to 28 lats and for 

smoking tobacco from 34 lats to 39 lats. 

From 2014 excise duty will be imposed on natural gas that is used in greenhouses and 

for the operation of the technological equipment of industrial production and for the provision 

of technologically necessary climate in the premises of industrial production. 
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According to the transitional provisions of the Law “On Excise Duty”, as of 1 January 

2016 the specific rate for excise duty will be repeatedly increased from 28 lats to 30 lats for 

1000 cigarettes and there will be also percentage rate reduced from 33.5% to 33%, providing 

the minimum level of excise duty of 60 lats for 1000 cigarettes instead of 56 lats. 

Table 7.5. Impact of tax policy changes on excise duty revenue, mln lats 

 2013 2014 2015 2016 

Increase of the non-taxable fuel amount for farmers for the 

financial year of 2013/2014 

-2.7 -2.7 - - 

Increase of excise duty rate for tobacco  - +3.6 - +1.8 

Repeal of excise duty exemption on natural gas  - +1.7 - - 

Total impact of changes: -2.7 +2.6 - +1.8 

 

Real Estate Tax 

In 2013 real estate tax revenue is forecasted with the increase of 1.4%, compared to 

2012. 

The most substantial legislative changes, effective as of 1 January 2013, concern the 

entitlements of local governments to determine real estate tax rates within the limits of  0.2 – 

3.0% from the assessed value of real estate, establishing them in the binding regulations of the 

respective local government. The real estate tax rate of a local government above 1.5% may 

be determined only in case when property is not maintained according to the procedure 

provided in laws or regulations, as well for the uncultivated agricultural land. 

By the issue of binding regulations, in 2013 and 2014 local governments are entitled to 

apply a restriction for the increase of the tax amount for land or preserve the amount of tax for 

land at the previous year‟s level, as well as to determine the restrictive amount and the 

conditions of application for such increase.  

Changes in legislation also prescribe to allow a discount of 50% from the calculated tax 

amount for residential buildings to large families, but such discount shall not exceed 300 lats. 

The implementation of this legislative provisions will reduce real estate tax revenue in 2014 

and in the subsequent years by 101.0 thousand lats. 

 

Personal Income Tax 

With the economic recession, in 2009 personal income tax revenue significantly 

decreased. However, with the economic development, in 2011 personal income tax revenue 

grew, despite the changes in the legislative provisions performed in 2011, including the 

reduction of the tax rate from 26% to 25%, increase of the non-taxable minimum from 35 lats 

to 45 lats monthly and the increase of the amount of allowance for dependants from 63 lats to 

70 lats monthly. 

The medium-term macroeconomic development forecasts provide an increase in the 

wage fund from 2012, which in turn will increase labour tax revenue in the subsequent years. 

However, personal income tax revenue will be negatively affected by the changes performed 

in legislation. 

In 2013 personal income tax revenue is forecasted with the increase of 3.4%, compared 

to 2012. 

As of 1 January 2013 personal income tax rate has been reduced from 25% to 24 %. 

Also in the medium term it is planned to continue the reduction of personal income tax rate up 

to 22% in 2014 and up to 20% in 2015. 
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As of 1 July 2013 the amendments in legislation will come into force, prescribing the 

increase of the amount of allowance for dependants  from 70 lats to 80 lats.   

Changes in legislation with a positive effect on personal income tax revenue as of 1 

January 2013 provide the integration of maintenance compensation in monthly wages for the 

system institutions of the Ministry of Interior and for Latvian Prison Administration Officials 

with Special Service Ranks. Also additional revenue from the shadow economy reduction 

measures are forecasted. 

Table 7.6. Impact of tax policy changes on personal income tax revenue, mln lats 

 2013 2014 2015 2016 

Reduction of personal income tax rate  -30.5 -64.9 -69.3 - 

Increase of the amount of allowance for dependants  -3.4 -7.6* -6.9* - 

Integration of maintenance compensation in the monthly 

wages 
+5.0 

- - - 

Shadow economy reduction measures - +4.8 +4.6 +4.7 

Total impact of changes: -28.9 -67.7 -71.6 +4.7 

 

* impact of the changes of the year 2013 and rate changes.  

 

Social Security Contributions
 14

 

In the medium term the dynamics of the revenue from social security contributions will 

be determined not only by the expected increase in the wage fund, but also by the changes in 

legislation and by the changes in the contribution rates to the state-funded pension scheme.
15

  

In 2013 social security contributions are forecasted to increase by 2.7%, compared to 

2012.  

The adopted legislative changes in 2012, which positively affect the revenue from social 

security contributions, are the integration of maintenance compensation in monthly wages for 

the system institutions of the Ministry of Interior and for Latvian Prison Administration 

Officials with Special Service Ranks as of 1 January 2013, creating a positive impact on the 

revenue from social security contributions in 2013 in the amount of 7.9 million lats. The 

revenue from social security contributions will also be positively influenced by additional 

revenue from the shadow economy reduction measures. 

From 2013 the rate of the contributions to the state-funded pension scheme is increased 

from 2% to 4%,in 2015 it will be increased to 5% and in 2016to 6%, which substantially will 

influence the amount of social security contributions in the State special budget not only in 

2013 but also in the medium term.  

In 2015 and in the subsequent years the revenue from social security contributions will 

be significantly influenced by the reintroduction of the maximum amount of social security 

                                                 

 

14 Not including the contributions to the State-funded pension scheme. 
15 According to the methodology of the European system of accounts, social insurance contributions, which are 

transferred to the State-funded pension scheme, are not accounted as the general government budget revenue. 
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contributions from 2014, which is provided in the transitional provisions of the Law On State 

Social Insurance. 

Table 7.7. Impact of tax policy changes on revenue from social insurance contributions, mln 

lats 

 2013 2014 2015 2016 

 Integration of maintenance compensation in the monthly 

wages 
+7.9 

- - - 

 Changes in the social security contribution rate in the state 

funded pension scheme16 
-59.7 

-93.3 -130.3 - 

Shadow economy reduction measures - +6.7 +7.2 +7.3 

Total impact of changes: -51.8 -86.6 -123.1 +7.3 

 

Table 7.8. Social insurance contributions to the state-funded pension scheme 

Period 
Contr. 

rate 

Forecasted social insurance 

contributions to the state funded 

pension scheme, mln lats 

Forecasted social insurance 

contributions to the state funded 

pension scheme, % of GDP 

2013 4% 129.9 0.8 

2014 4% 165.6 1.0 

2015 5% 200.3 1.1 

2016 6% 257.9 1.3 

 

Vehicle Exploitation Tax 

In 2013 vehicle exploitation tax revenue are forecasted with the increase of 3.8% 

compared to 2012. 

The most substantial legislative changes, which have come into force from 1 January 

2013, concern the procedure for the payment of vehicle exploitation tax, where current 

procedure is preserved, prescribing the change in the procedure for the payment of the tax 

from 1 January 2016. At present vehicle exploitation tax is paid for all current year, actually 

in advance, however, the new procedure prescribes that the tax shall be paid for the actual  

period of vehicle operation, as a result of which deviation in the tax revenue occurs in the year 

of introduction (-21.9 million lats). 

As of 1 January 2013 the amendment to Law “On Road Traffic” comes into force, 

which affects vehicle exploitation tax revenue. Changes concern new vehicles that were not 

registered in Latvia previously and which may perform the first time State‟s technical 

inspection not later than 24 month after their first registration. Therefore, deviation in vehicle 

exploitation tax revenue occurs in 2014 (-0.7 million lats). 

 

Table 7.9. Impact of tax policy changes on vehicle exploitation tax revenue, mln lats 

 2013 2014 2015 2016 

Changes in payment procedure - - - -21,9 

New vehicles shall perform the first time State‟s technical 

inspection not later than 24 months after their first registration  

- -0,7 - - 

Total impact of changes: - -0,7 - -21,9 

 

                                                 

 

16 Compared to 2012 (base year). 
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8. Sustainability of Public Finances  

8.1. The Long-term Development Scenario of Public Finances  
Demographic changes, particularly increase in the number of the elderly population, 

may facilitate increase in public sector‟s expenditures in the long term. The initial budget item 

also affects the sustainability of public finances. In 2012 there were considerable changes 

made in the Latvian pension system, including the gradual increase of retirement age, thus 

partially restricting the negative impact of population ageing on Latvia‟s public finances in 

the long term. The fiscal consolidation performed in 2008 – 2012 also provided the reduction 

of the general government deficit and structural deficit, significantly improving the position of 

public finances in Latvia and also stabilizing the general government debt level. In the context 

of the sustainability of public finances, it is essential that the medium-term budget objective is 

achieved, and the realization of the MTO in the long term is significant as well. This will be 

facilitated by the FDL, entered into force on March 6, 2013, and its provisions. Taking into 

consideration population ageing in Latvia, it is essential to continue reforms, especially in the 

sphere of health care and education.  

The EC in co-operation with the Member States, every three years works out the long-

term projections on expenditure related to population ageing as well as evaluates the 

sustainability of public finances for each Member State. Long-term projections are based on 

the demographic projections provided by the Eurostat, and the assumptions on economic 

growth and its determinatives in the long-term. In May 2012 the EC published The 2012 

Ageing Report, in which the analysis is provided on changes in expenditure related to 

population ageing in the EU and in each Member State in the long term. The publication of 

the next report is planned in 2015.  

Long-term demographic projections (EUROPOP2010) were made taking into account 

the actual data for 2010 before the population census and according to the Eurostat actual 

data. On January 1, 2010 the total population of Latvia was 2.25 million. In 2011 the 

population census was carried out in Latvia. Taking into account the results of the census, the 

CSB calculated that at the beginning of the year 2010 the number of permanent residents was 

2.12 million what is 127.9 thousand less than it was used in the long-term forecasts.   

 

Figure 8.1. Age structure of Latvian population in 2010 – 2060 (data 

source: Eurostat) 

It should be noted that at the beginning of 2012 the number of permanent residents fell 

to 2.04 million. The results of the population census will be included in the next demographic 

projections of the Eurostat, which are planned to be prepared until spring 2014.  
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According to the Eurostat demographic projections, the total number of Latvian 

population will continue to decline and in 2060 it will be 25.6% less or 576.6 thousand less 

than in 2010. It is expected that the number of working-age (15-64) population in 2060, 

compared to 2010, will be 43.4% less. The number of children in Latvia will also continue to 

decline, and in 2060, compared to 2010, will be 35.6% less. It is explained by a comparatively 

low birth level and the improvement forecasted in the long term is not sufficient for the 

reproduction of population. While the population aged over 65 in 2060, compared to 2010, 

will increase by 52.7%, but the population aged over 80 - by 140.3%. It can be concluded 

that, in comparison with the previous Eurostat demographic projections (EUROPOP2008), 

substantial changes in the total number of population are not projected, but a bigger 

proportion of the elderly people is expected, what is explained by increase in life expectancy, 

which, in turn, is a condition of the convergence assumption. The convergence assumption in 

the long term provides the approach of the new Member States to the EU average level of 

welfare.  

 

Figure 8.2. Latvian population by age groups in 2010-2060 

(data source: Eurostat) 

Taking into account the changes in population age structure, it is forecasted that the 

total dependency ratio17 in the long term will increase almost twice. Besides, in 2060 for 1 

person aged over 65 there will be 1.5 person of working-age (in 2010 for 1 person aged over 

65 there were 4 persons of working-age). According to projections, the economic dependency 

ratio18 will grow slower than the total dependency ratio, however already in 2010 this index 

was very high due to increase in the number of persons receiving pensions and unemployment 

benefits and due to the reduction of the number of employed persons. It should be pointed out 

that in 2012 there was increase in the number of the employed observable. 

Economic growth is essential to ensure sustainability. It is expected that demographic 

changes will affect the development of employment. It is expected that in the long-term the 

level of participation19 will increase and unemployment will decrease. This will allow to 

compensate partially the impact of the decline in working-age population on employment. It 

is forecasted that productivity in the long term will be a determining factor for economic 

                                                 

 

17 Proportion of children and retirement-age population against working-age population (aged 15-64). 
18 Proportion of the recipients of pension and unemployment benefits against the employed population. 
19 Proportion of the number of the employed against the total number of population at particular age. 
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growth and it will be the basis of convergence in the long term. However, compared to the 

previous long-term forecasts, the latest assumptions suggest slower increase in productivity 

and therefore slower economic growth. Increase in productivity can be facilitated by structural 

reforms, technological progress, education and vocational training, efficiency of the disposal 

of resources and capital stocks. 

When assessing the sustainability of public finances, the changes in expenditure related 

to population ageing, i.e., expenditure for pensions, health care, long-term care and education, 

in the long term are taken into account. 

Table 8.1. Sustainability of public finances (Data source: AWG
20

) 

% of GDP 2010 2020 2030 2040 2050 2060 

Total expenditure       

Of which: age-related expenditure 18.5 15.4 14.4 14.4 14.9 15.1 

Pension expenditure 9.7 6.8 6.0 6.1 6.2 6.0 

Social security pensions  9.7 6.8 6.0 6.1 6.2 6.0 

Old-age and early pensions 8.7 6.1 5.4 5.6 5.8 5.6 

Other pensions (disability, survivors) 1.0 0.7 0.6 0.5 0.5 0.4 

Occupational pensions        

Health care expenditure 3.7 3.9 4.1 4.3 4.4 4.4 

Long-term care expenditure 0.7 0.7 0.7 0.8 0.9 1.0 

Education expenditure 4.4 4.0 3.6 3.2 3.4 3.7 

Other age-related expenditure       

Interest expenditure       

Total revenue       

Of which: property income       

Of which: from pensions contributions
21

 6.9 8.9 8.9 9.1 9.0 8.9 

Pension reserve fund assets       

Of which: consolidated public pension fund 

assets       

Social contributions diverted to mandatory 

private scheme 0.5 1.6 1.7 1.7 1.7 1.8 

Pension expenditure paid by mandatory private 

scheme 0.0 0.1 0.3 0.8 1.8 2.9 

Labor productivity growth 5.4 1.9 2.3 2.3 1.9 1.5 

Real GDP growth -0.3 2.1 2.1 1.4 0.3 0.5 

Participation rate males (aged 20-64) 83.2 86.2 87.1 86.9 85.6 87.2 

Participation rate females (aged 20-64) 76.7 80.3 82.3 82.5 81.9 83.7 

Total participation rate (aged 20-64) 79.9 83.2 84.7 84.7 83.8 85.5 

Unemployment rate (20-64) 18.4 18.0 8.6 7.5 7.2 7.1 

Population aged 65+ over 

total population 17.3 19.2 23.2 26.8 31.2 35.6 

 

According to the latest projections of the AWG, the expenditure of public sector related 

to population ageing in 2060 compared to 2010 will decrease by 3.4 percentage points, 

reaching 15.1% of GDP. The decrease will be mainly determined by the forecasted decrease 

in expenditure (by 3.7 percentage points). 

                                                 

 
20

 AWG –Working Group on Ageing Population and Public Finances‟ Sustainability of the European Council 

Economic Policy Committee. 
21

 Including contributions to the State funded pension scheme. 
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According to forecasts, in 2060 compared to 2010 expenditure for pensions will 

decrease by 3.7 percentage points, reaching 6.0% of GDP. The decrease will be determined 

by a smaller share of pension expenditure in GDP in 2060. Pension expenditure will continue 

to increase in nominal terms. However, the forecasted growth rate of pension expenditure will 

be moderate in nominal terms, what is explained by the recent changes performed in the 

Latvian pension system (pension surcharges to anew granted pensions were abolished, 

pension indexations were temporary suspended, etc.) as well as by increase in pension 

expenditure forecasted in the long term from the State-funded pension scheme. Decrease is 

forecasted also for the expenditure in education (by 0.7 percentage points) what will be 

mainly determined by the long-term demographic trends. 

It is expected that in 2060 compared to 2010 expenditure for health care will increase by 

0.7 percentage points, reaching 4.4% of GDP, however expenditure for long-term care will 

increase by 0.3 percentage points, reaching 1.0% of GDP. It is explained by the fact that 

health and long-term care services are mainly attributable to elderly people, the proportion of 

which will increase in the long term. Together demographic changes, health and long-term 

care expenditures can be significantly influenced by technological progress and the 

development of national economy. Therefore, the reforms are important, which are directed 

towards the optimisation of health care system, including the optimisation of funding 

mechanisms. It should be mentioned that the share of the long-term care expenditure in the 

total expenditure related to ageing population is small (4% in 2010). 

In the long-term forecasts the year 2010 was used as the base year, which taking into 

account the consequences of the economic and financial crisis of 2008 – 2009 also influenced 

the result of the long-term forecasts. Compared to the long-term forecasts worked out in 2009, 

expenditure trends are similar. 

In 2012 the following changes were made (approved by the Saeima) in the Latvian 

pension system: 

 gradual increase in retirement age from the year 2014 by 3 months each year  

until in 2025 there are 65 years reached 

 possibility to accept early retirement 2 years before the normal retirement age, if 

the insurance period is at least 30 years    

 increase of the minimum insurance period up to 15 years, starting from 2014, 

and up to 20 years, starting from 2025. 

 gradual increase of contribution rate in the 2
nd

 pension systems‟ level, i.e., in 

2012 by 2%, in 2013-2014 by 4%, in 2015by 5% and in 2016 by 6%   

At the beginning of the year 2013 the Ministry of Welfare has developed the new long-

term pension expenditure forecasts, taking into account the changes mentioned above. 

According to these forecasts the expenditure of public sector for pensions will be lower until 

the year 2050 in comparison with the forecasts published in The 2012 Ageing Report. It is 

mainly determined by the increase of participation in the labour market what is explained by 

the gradual increase of retirement age. As a result, the forecasted GDP is slightly higher than 

the one used in The 2012 Ageing Report. Therefore, the expenditure level of health care, 

long-term care and education also has slightly changed.  

Assessing the expenditure of public sector related to ageing population, uncertainty in 

assumptions should be taken into account. Due to certain negative factors, especially in the 

health and long-term care sectors, the total amount of expenditure in the long term could 

increase from 3 to 4 percentage points.  

According to the Fiscal Sustainability Report 2012 of the EC, Latvia is evaluated as the 

state with a low risk in relation to the sustainability of public finances. It should be noted that 
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in the Sustainability Report 2009 of the EC Latvia was ranked among the states with a high 

risk in relation to the sustainability of public finances, mainly due to the initial budget item, 

which was significantly improved in the recent years.  

 

8.2. State Guarantees  
The Law on Budget and Financial Management determines that only the Minister of 

Finance is entitled to provide guarantees on behalf of the State within the framework of the 

annual State Budget Law to commity public funds for the implementation of state investment 

projects and business support programmes, as well as for the crediting of studies and students. 

The transparency of the state guarantee provision process is provided by the regulation 

of the Cabinet of Ministers, stating that the potential recipients of the guarantees provided on 

behalf of the State and their projects, which should be implemented, shall be evaluated 

according to the uniform criteria before the inclusion of guarantees into the annual State 

Budget Law. Evaluation is made by the Line Ministry and the Ministry of Finance. The list of 

guarantees, which should be provided for a particular year and recommended by the Ministry 

of Finance, shall be approved by the Cabinet of Ministers, including it in the annual draft on 

the State Budget Law.  

The risk management of state guarantees is ensured before the provision of the 

guarantee, by the assessment of the business plans, for which the guarantees should be 

provided, by the assessment of creditworthiness of the project executor, risk analysis of the 

project to be implemented, assessment of guarantee‟s security and by decision of the Minister 

of Finance on the issue of the guarantee and on risk interest rates to be applied. After the issue 

of the guarantee there is surveillance conducted, analyzing regular financial statements of the 

borrower, assessing the probability of repayment of the guaranteed loan and making 

appropriate savings. 

In 2012 there were the state guarantees, provided in the Law “On State Budget for 

2012”, issued for the obligations of studies and students in the total amount of 11.1 million 

lats, and there were also the state guarantees issued for the borrowing of SJSC Mortgage and 

Land Bank of Latvia from the European Investment Bank in the amount of 70.3 million lats 

for the implementation of the support programme on the improvement of the competitiveness 

of enterprises as well as Kreditanstalt für Wiederaufbau (KfW) for the obligations of SJSC 

Mortgage and Land Bank of Latvia in the amount of 12.3 million lats. 

At the end of 2012 the remaining amount of the state guaranteed loans was 532 

million lats what in comparison with the remaining amount of the state guaranteed loans at 

the end of 2011 has increased by 34 million lats (see Figure 8.3). 
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Figure 8.3. State guaranteed outstanding debt as of the end of respective year (mln 

LVL) 

 

Figure 8.4. reflects on the use of provided state guaranteed loans by sectors. 

 

 

 

 

 

 

 

 

 

 

Figure 8.4. Use of the provided state guaranteed loans by sectors as of the end of 2012 

(%) 

 

Having evaluated the current information on the borrowers‟ financial situation, 

previous credit history, the liquidity and amounts of collaterals, and other available 

information, the guarantees to 19 borrowers have been assessed as relatively the more risky 

(the most of them are guaranteed loans issued to hospitals and for the support of the financial 

sector. As of 31 December 2012 the outstanding amount of the non-refunded guaranteed loans 

for the above mentioned borrowers was 68.7% from the total outstanding amount of the non-

refunded guaranteed loans or 365.5 million lats. Taking into consideration this situation, there 

is a possibility that the obligations of the relatively risky state guaranteed loans or part of 

these obligations may be not fulfilled by the determined deadline. In the Law “On State 

Budget for 2013” the permissible limits of the government‟s action to cover expenditure, 

which may appear by the fulfillment of the state guaranteed debt obligations attributed to the 

State budget in 2013, are established in the amount of 103.4 million lats (~0.6% of GDP). 
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9.1. Institutional Features of Public Finances  

9.1. Implementation of the Rules on the State Budget  

On 31 January 2013 in the third reading the Saeima adopted the FDL, which came into 

force on 6 March 2013. Thus, it will be ensured that from the planning period of 2014 -2016 

the Framework Law and the annual Law on the State Budget for 2014 will be worked out 

according to the FDL rules, including the exceptional cased provided in transitional period. 

The FDL was developed from June 2010 and was mainly developed in close co-

operation with the experts of the IMF and the EC, as well as taking into consideration new 

rules of the European Union fiscal discipline that are included in the Treaty on Stability, 

Coordination and Governance in the Economic and Monetary Union, which Latvia ratified in 

June 2012. In the FDL there are defined the most essential fiscal policy principles and fiscal 

rules for the implementation of responsible and considered policy. FDL is based on the rule of 

the balanced general government budget within economic cycle, and as the main instrument 

for the observance of fiscal discipline the Law on the Medium-term Budget Framework is 

planned, which is prepared for the period of three subsequent years.    

The FDL is based on 3 numerical fiscal rules: 

1. Balance rule. The FDL provides for a balanced budget in structural terms, 

establishing that a structural balance shall not be less than -0.5% of GDP. The 

transitional provisions of the FDL prescribe that this rule shall be applied, if the 

planned structural balance of the previous year exceeds -1.0% of GDP, but until the 

fulfilment of this rule a structural balance is planned to be higher by 0.5% of GDP 

than in the previous year. 

2. Expenditure growth rule. The FDL prescribes that additionally to the fact that 

structural deficit is being limited, it is provided that also expenditure, excluding GDP 

deflator (inflation), shall not increase faster than growth of potential GDP. For this 

rule there are exceptions provided according to the determined derogations in Article 9 

of Council Regulation No 1175/2011 amending Council Regulation No 1466/97 on 

the strengthening of the surveillance of budgetary positions and the surveillance and 

coordination of economic policies.  

3. The establishment of the State budget expenditure thresholds in the medium 

term. The FDL provides the initial fiscal indicators, according to which the 

Framework Law is developed. In this Law one of the most essential indicators is the 

State expenditure thresholds for 3 subsequent years. The FDL determines that the rule 

on these expenditure thresholds is a standard rule – the expenditure thresholds of the 

first and the second year of the Framework Law are inherited from the expenditure 

thresholds of the second and the third year of the previous Framework Law. As 

deviation from the above mentioned rule – expenditure thresholds shall not be 

inherited, if the amount of thresholds according to the updated macroeconomic 

forecasts differs from the inherited thresholds by more than 0.1% of GDP. 

The FDL provides a series of exceptions for the rule on expenditure threshold (foreign 

financial assistance, revenue from paid services and other own revenue, etc.). 

There is also the expenditure smoothing mechanism planned, preventing the impact of 

the fluctuations of expenditure on the central government debt servicing and the EU Structural 

Funds, the Cohesion Fund, the expenditure of the Common Agricultural Policy and  the 

Common Fisheries Policy on other expenditure of the State budget. The transitional 



 

 

81 

provisions of the FDL prescribe that as of 2017 there will be the expenditure smoothing 

mechanism applied for the expenditure on the central government debt servicing, but as of 

2016 the expenditure  smoothing mechanism will be applied to the expenditure of the EU 

Structural Funds, accordingly when new planning period starts.  

In order to ensure the stability of fiscal indicators in the medium term regardless of the 

changes caused by external factors and to reduce the impact of the changes caused by external 

factors on fiscal indicators in each year of the Framework Law period, the declaration of 

fiscal risks will be attached to the Framework Law. In the risk declaration there will be fiscal 

risks identified, dividing them into quantifiable and non-quantifiable risks. For the 

quantifiable fiscal risks the possibility of occurrence and fiscal impact will be determined. In 

correspondence with that there will be fiscal safety reserve calculated, which shall not be less 

than 0.1% of GDP and which will be left in the reserve, by defining the threshold for the State 

budget expenditure. In case of necessity, to compensate expenditure caused by the non-

quantifiable fiscal risks included in the declaration and by the not-included fiscal risks, and if 

their total amount exceeds 0.1 per cent of gross domestic product, the Cabinet elaborates the 

proposals for the reduction of expenditure in other expenditure positions or for the increase of 

revenue. The transitional provisions of the FDL provide for sufficient time in order to 

implement the management of fiscal risks, therefore the risk declaration is not attached to the 

Framework Draft Law for 2014 – 2016. 

The FDL also prescribes the automatic ex-post correction mechanism, i.e., the 

adjustment of the minimum planned structural balance of the general government budget, in 

order to ensure that of the previous years‟ actual deviations from the balance rule do not affect 

the balanced position of budget. If during the implementation of the budget the structural 

balance worsens in relation to the planned one more than by the established amount, the 

adjustment is determined in the subsequent years, which eliminates this deviation. The 

adjustment mechanism is based on Switzerland‟s and Germany‟s example. 

The excess of the actual revenue of the State basic budget over the actual expenditure is 

transferred into the long-term stabilisation reserve or shifted for the repayment of government 

debt according to the Cabinet‟s decision. 

The FDL prescribes also the establishment of the Council with a purpose to provide 

independent surveillance on the observance of the fiscal discipline rules, which will start its 

work from 2014 (more detailed description in section 9.4.). 

The objective of the FDL is to provide the long-term existence of this systemically new 

approach for the formation of fiscal policy and the observance of discipline, not changing it 

regularly. There are also amendments to the Constitution prepared, which were submitted to 

the Saeima on 6 December 2011 and which are being viewed in the commissions of the 

Saeima. However, it should be taken into account that for the performance of amendments to 

the Constitution the substantial majority of the votes is necessary of the Parliament Members. 

Therefore, the achievement of changes in the Constitution demands for wide political 

unanimity. 

9.2. The Medium-term Budget Planning 

According to the LBFM, the medium-term budget planning – process, in which there 

are the available resources determined for the medium term and the expenditure of these 

resources is provided according to the priorities established by the government. The medium 

term – a three-year period formed by the financial year for which the State budget is planned 

and the subsequent two financial years. 
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As of 2007 there was the Framework prepared for the next three financial years, in 

which there is the analysis of the medium-term state macroeconomic situation indicated, the 

objectives of government fiscal policy for the medium term, the forecasts of the State budget 

revenue and the maximum permissible amount of the State budget total expenditure for each 

Ministry and for other central government institutions for the medium term. The Framework 

did not have legally binding nature, it only showed indicatively the maximum permissible 

amount of the State budget total expenditure for the medium term. From 1 January 2012 it is 

started to work out the Framework, which since 2007 was approved by the Cabinet, in the 

form of the Law as the Framework Law, which is approved by the Saeima. Thus, it is ensured 

that the achievable financial indicators, included in the Framework Law, have legally binding 

force and the working out of the annual Law on the State Budget and the further working of 

the Framework Laws shall be based on  these indicators. The Framework Law is worked out 

every year for the period of the next three years, and for the first and the second year of the 

each next period of the Framework Law the indicators are used, which were established in the 

previous Framework Law, but in the third year the planned indicators are new.  

The Framework Law is connected with the development planning documents, thus 

ensuring the cohesion of the available resources with the priorities of the government policy 

in the medium-term, and it complies with the fiscal rules established by the FDL, providing 

transparent and responsible fiscal policy. The first year of the Framework Law functioning 

period is in detail expanded in the annual Law on the State Budget. According to the LBFM, 

in the Framework Law for each year of the Law‟s period there are the medium-term budget 

objectives indicated and the priority directions of development stated in the National 

Development Plan, as well as the formulation of the objectives of the government fiscal 

policy, the maximum permissible amount of the State budget total expenditure (also total 

amount of expenditure for each budget department), the forecasts on gross domestic product, 

forecasts on the State budget revenue, the amount of the State budget financial balance (the 

maximum level of deficit or the minimum level of surplus). However, according to the FDL 

also other indicators shall be indicated. For example, starting with the year 2016 it is planned 

to supplement the content of the Framework Law with fiscal security reserve, the aim of 

which is to ensure the planned level, determined by the Framework Law for a particular year, 

of the general government budget balance in case of slight macroeconomic fluctuations and in 

case of the covering of expenses caused by the quantifiable fiscal risks included in the 

declaration of fiscal risks. 

Regarding the question of the medium-term objectives and initiatives, in the LBFM it is 

stated that Ministries and other central state institutions submit proposals for the NPI, if in the 

next respective financial years according to the latest macroeconomic development forecasts 

there will be resources available for the funding of the NPI. The proposals for the NPI are 

submitted in the term defined in the schedule for the preparation and submission of the Draft 

Law on the Medium-term Budget Framework and the annual Draft Law on the State Budget. 

Ministries and other central state institutions prepare the NPI on the basis of the priorities and 

objective defined in the National Development Plan and the State Defence Concept. New 

amendments provide that the Cabinet may determine that Ministries and other central state 

institutions by the preparation of the NPI follow also the priorities and objectives defined in 

other development planning documents, taking into account the necessity to perform the 

measures for the strengthening of the budget institutions‟ capacity (administrative capacity). 

Thus, the planning of the State finance is provided according to the set medium-term 

directions of development and according to the defined priorities. 

According to the information prescribed in laws or regulations, the explanations of the 

Law on the Medium-term budget Framework for the medium-term period include the analysis 

of macroeconomic situation and the development scenario, the description of the measures to 
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be implemented for the achievement of governments‟ fiscal policy objectives, the description 

of tax and non-tax revenue forecasts, the medium-term development trends of the government 

debt. 

The first Framework Law has been worked out for the period of 2013 – 2015, and the 

Saeima approved at the end of 2012. The LBFM prescribes that the Cabinet Framework Draft 

Law for three subsequent years shall be submitted to the Saeima until 15 May of a current 

year. But as the new FDL was adopted on 31 January 2013 and came into force on 6 March 

and the complete and gradual implementation of the its prescribed previsions, in the new 

amendments to the LBFM there are transitional provisions planned regarding the year 2013 

(the year of the FDL adoption), 2014 and 2015, stating that the respective Framework Draft 

Laws shall be submitted to the Saeima simultaneously with the annual Draft Laws on the 

State Budget. Thus, the Cabinet will submit the next Framework Draft Law to the Saeima 

until 1 October, but at the year of the Saeima‟s elections according to of Section 21, 

Paragraph three of the LBFM – not later than four months after the Saima has expressed its 

trust to the Cabinet.  

The budget planning and financial management is implemented in the medium term by 

observing the fiscal policy principles prescribed by the FDL.  

9.3. Budget Procedures, Including Public Finance Statistical 

Management  

9.3.1. Budget Procedures  

The Constitution of the Republic of Latvia provides that the Saeima annually before 

the beginning of the financial year decides on the State revenue and expenditure budget, the 

draft of which is submitted to the Saeima by the Cabinet. The annual Law on the State 

Budget shall be approved by the Saeima. 

In the planning of the expenditure of the State budget resources, the base budget 

expenditure initially is calculated and harmonised. The calculation of the base expenditure 

and the principles their cohesion with the Framework Law is determined by Cabinet 

Regulations No 867 of 11.12.2012 “Procedure, according to which the maximum permitted 

total amount of the State budget expenditures and the maximum permitted total amount of the 

State budget expenditures for each ministry and other central State institutions is established 

for the medium term”. Thus, the necessary amount of expenditure is established in order to 

ensure the fulfilment of the state functions at a constant level in comparison with the previous 

year. In addition, the Ministries and other central government institutions may submit 

proposals on the reduction possibilities of the budget base expenditures, which result from 

reorganizations or the revision of functions. 

During the preparation process of the annual Draft Law on the State Budget the 

following indicators are evaluated in complex and then reflected in the State Budget Law:  

 the State budget revenue divided by the types of revenue (in the allocation 

among the responsible Ministries); 

 the State budget expenditure divided by programmes (sub-programmes) and 

the types of expenditure according to the economic substance;  

 the financial balance of the State budget;  

 the government debt ceiling at the end of the financial year;  

 the amount of guarantees to be issued on behalf of the state; 
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 the total increase in the state budget loans;  

 the amount of the State budget earmarked grants for local governments as well 

as the amount of the State budget grant for the equalization fund of local 

governments finances;  

 the total increase of local governments‟ borrowings and the total increase of 

the guarantees provided by local governments; 

 other conditions, such as a contribution rate to the State-funded pension 

scheme and the amount of contributions.  

 The explanations of the annual Draft Law on the State Budget include the description 

of macroeconomic and fiscal development, revenue analysis, the most substantial elements of 

the State budget expenditure planning, the explanations of budget programmes and 

performance indicators, the State budget expenditure in division by functional, administrative 

and economic categories, as well as information on the planned investment projects, 

information on the state financial obligations (summary), as well as information on the 

amendments to laws or regulations made within the package of the budget draft laws. The 

budget explanations for each state basic budget or special budget programme (sub-

programme), included in the draw law of the State budget, are prepared in a separate section, 

in which information on the objectives, planned results and performance indicators of the 

programme (sub-programme) shall be included, as well as information on institutions, which 

will ensure the implementation of the programme (sub-programme), the recipients of 

resources (public target groups, whose interests are covered, or institutions), as well as the 

main activities planned, largest projects, measures or services provided in accordance with 

laws or regulations, which will be implemented next year, as well as the performance of the 

previous year. The explanations of programmes (sub-programmes) also contain information 

on the average number of staff positions and on the average wage. 

Ministries and other central state institutions work out and submit the State budget 

requests to the MoF according to Cabinet Regulations No 523 of 31 July 2012 “Regulations 

on the basic principles for the preparation and submission of budget requests” (issued 

according to Section 17 Paragraph one of the Law on Budget and Financial Management). 

The Regulations determine the common principles for the preparation of budget programmes, 

the fundamental principles for the preparation of the requests of the State basic budget and the 

State social insurance special budget, as well as the composition of budget request. 

Ministries and other central government institutions work out and submit the budget 

requests to the MoF according to the established maximum permissible amount of the State 

budget expenditure for each ministry and other central state institutions in the medium term. 

The budget shall be prepared within the following sections. In order to provide a clear idea to 

society, which resources are involved in the implementation of the state basic functions and 

which - in the implementation of the EU and foreign policies instruments‟ measures, budget 

shall be prepared within the following sections: 

1) The implementation of the state basic functions (except for the implementation of 

the projects and activities financed and co-financed from the European Union policy 

instruments and other foreign financial assistance); 

2) The implementation of the projects and activities financed and co-financed from the 

EU policy instruments and other foreign financial assistance. 

Ministries and other central state institutions work out and submit the State budget 

requests to the MoF according to the schedule for the preparation and submission of the Draft 

Law on the Medium-term Budget Framework and the annual Draft Law on the State Budget. 

According to the LBFM, the Minister for Finance submits this schedule to the Cabinet until 
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15 December of the current year. In compliance with Cabinet Order No 40 of 5 February 2013 

“On the Preparation Schedule for the “Draft Law on the Medium-term Budget Framework for 

2014, 2015 and 2016” and the Draft Law “On the State Budget for 2014”, Ministries and 

other central state institutions until 2 September 2013 shall prepare and submit to the MoF the 

State budget requests for 2014, 2015 and 2016. 

During the preparation process of the Draft Law on the State budget, the negotiations 

between the LALRG and the Ministry of Finance are held, as a result of which the Draft 

Protocol is prepared. The Draft Protocol comprises questions on financial resources for local 

governments‟ basic budget and special budget, the equalization of local governments‟ 

finances, questions on loans, guarantees and long-term obligations, the acquisition of the EU 

Structural Funds and the necessary funding in order to comply with the requirement of the 

laws or regulations. The Draft Protocol is submitted for consideration during the enlarged 

session of the Cabinet‟ Committee. The protocol on disputes and agreements between the 

LALRG and the Cabinet shall be mandatory attached to the next-year Draft Budget when the 

government submits it to the Saeima. The LBFM prescribes to negotiate with the LALRG 

also during the preparation process of the Draft Framework Law and to attach the result of the 

negotiations to the Draft Law in a form of a protocol.  

According to the Law “On Local Governments Budgets”, local governments work out 

their budgets not later than within two months after the announcement of the annual Law on 

the State budget. 

To role of independent institutions (courts, the State Audit Office, Ombudsman and 

others) in the budget process has been strengthened. From 2012, the LBFM prescribes that 

during the preparation of the Draft Framework Law and the annual Draft Law on the State 

Budget the Cabinet shall take advice of independent institutions regarding the sections of the 

funding of the respective institutions, the opinion of the Cabinet shall be substantiated in case 

of the reduction of funding, as well as the results of the above mentioned negotiations shall be 

made known in a form of protocols to the legislator, by attaching them to the relevant draft 

laws. 

If, at the beginning of the financial year, the annual Law on the State Budget has not 

come into force, the Minister for Finance approves the State budget expenditure, loans and the 

limits of borrowings necessary for the state functioning on condition that monthly expenditure 

does not exceed the twelfth part of the previous-year appropriation. 

The Cabinet is entitled to establish additional rules for the planning of the State and 

local governments‟ budget in order to provide measures for the prevention and reduction of 

the increased fiscal, economic and social risks caused by macroeconomic processes and to 

ensure the fulfilment of fiscal criteria stated in the international obligations. 

 

9.3.2. Management of government finance statistics 

Central Statistical Bureau (CSB) compiles government finance statistics which is 

calculated accordingly requirements of European System of Accounts ESA‟ 95. 

Framework of general government sector (S.13) in Latvia accordingly methodology 

ESA‟95 consists of three subsectors: central government subsector (S.1311), local 

government subsector (S.1313) and social security fund subsector (S.1314). 

In December 31, 2011 in general government sector there were 1167 independent 

budgetary institution, of which 270 institution were in central government subsector; 896 
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institutions - in local government subsector and 1 institution - in social security fund 

subsection; moreover, there was 125 enterprise controlled and financed by central and local 

governments, of which 41 enterprises were controlled by central government, 84 enterprises – 

controlled by local governments.  

The list of enterprises related to general government sector is prepared by CSB by 

verifying enterprise compliance with the following criteria: 

- either it has institutional unit features; 

- either it is belonging to public sector (central and local government participation 

in enterprise equity capital exceeds 50%); 

- either it is considered an institutional unit of non-market public sector. 

If the main function of unit is participation in national income and treasure division 

and it has Classification of Economic Activities NACE 2 rev. code starting with „84” granted 

to it (classification section „Public administration and defence; compulsory social security”), 

the unit is related to general government sector. Belonging to general government sector is 

determined by analysing data on financial activity provided in annual report. Data from 

reports of last five years is used for the analysis. If the condition fulfils stably (for the last 

three years) that unit net turnover minus received central or local government budget 

assignation is less than 50% of the unit activity costs, the unit is related to general government 

sector. Moreover, if main income source of the unit is price for services of other units of the 

government, it is related to general government sector. 

Each quarter the CSB prepares detailed information on income, expenditure, as well as 

on financial accounts and government debt of general government sector, which is provided 

to Eurostat (Statistical Office of the European Union) 3 months after the end of reference 

period.  

Moreover government budget deficit and debt notification, which is regularly sent to 

the EU institutions accordingly unified form established to all EU countries, is prepared in set 

terms (twice a year – until April 1 (provisional data) and until October 1 (final data)). 

Institution responsible for the preparation of notification is CSB, which during the preparation 

of notification carries out regular inter-institution working group meetings. Specialists from 

Ministry of Finance, the Treasury and Ministry of Economy, as well as from the Bank of 

Latvia are involved in the preparation of notification. If necessary additionally specialists 

from other institutions (the Ministry of Defence, the Ministry of Welfare, Riga City Council, 

etc.) are involved.  

With government budget deficit and debt notification member countries of the 

European Union (EU) inform European Commission on public disposable budgetary means 

of own country and their expenditure.  

Notification results are used for assessment of countries regarding how the compliance 

of the respective economic indicators with the criteria established by the Maastricht Treaty is 

ensured, that is, the ratio of the planned and actual government budget deficit to the Gross 

Domestic Product (GDP) at current prices must not exceed 3% and the ratio of the 

government debt to the gross domestic product at current prices must not be higher than 60% 

which are  calculated in accordance with the requirements of ESA‟95.  

Main data sources for all previously mentioned information are “Annual report on 

implementation of central government budget and on budgets of local government in year n-

1” (provisional data – the Treasury “Official monthly report on implementation of budget in 

January – December of year n-1”) of the Ministry of Finance, Summaries on accountancy 

balance of central and local governments budgetary institutions at the end of year n-1 

(provisional data – Summary on financial assets and liabilities in year n-1), as well as 
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information from CSB statistics report form 1-FAP “Financial assets and liabilities in year n-

1” (provisional data – 2-FAP “Financial assets and liabilities in n-1 year”). 

 

9.4. Other Institutional Developments Regarding Public Finances  

The FDL also provides for the surveillance mechanism, which would control whether 

the fiscal rules determined in the Law are observed in the Framework Law or in the annual 

Law on the State Budget. For the provision of surveillance the Council has been established:  

The Council will be an independent collegiate authority. It will have 6 members – fiscal 

policy experts from Latvia and other EU Member States, who will be approved by the Saeima 

for six years. The Council will have the following functions: 

- to supervise the observance of the fiscal rules prescribed by the FDL during the 

preparation, implementation of the Draft Framework Law and the annual Draft Law 

on the State Budget and during the preparation of amendment to them; 

- to verify the correctness of the application of the balance rule or the expenditure 

growth rule, also performing the independent evaluation of potential gross domestic 

product and nominal gross domestic product and the calculation of structural balance;  

- to supervise the observance of the FDL rules by the implementation of the annual Law 

on the State Budget, the compliance of the summary fiscal indicators of local 

governments‟ consolidated budget and derived public persons‟ budgets with the 

forecasted values;  

- to prepare an opinion stating how big deviation from the balance rule is permissible 

during the significant economic recession; 

- to prepare an opinion on the compliance of the amount of fiscal safety reserve with the 

fiscal risks existing in the state;  

- to prepare the surveillance report on fiscal discipline and, if necessary, the irregularity 

report;  

- to prepare and submit to the Saeima and the Cabinet an opinion on other matters of 

fiscal policy and macroeconomic development, if they are considered essential for the 

observance of the FDL provisions;  

- in order to prepare the reports prescribed by the FDL, evaluate and analyse the 

sustainability of fiscal policy. 

The Council will submit the annual Report to the Saeima, attaching it to the Draft 

Framework Law, however after establishing a discrepancy, the Council will prepare the 

irregularity report immediately, including recommendations in the report for the elimination 

of discrepancies. Both reports will be available on the home page of the MoF, and all the 

Council‟s decisions will be also publicly available. In order to determine its activity, the 

Council works out and approves the regulations of an establishment.   

To ensure the implementation of functions, the Council will have the right to request 

and obtain information from the public institutions, which is necessary for the execution of 

the Council‟s tasks, to cooperate within its competence with the state and local government 

institutions, natural and legal persons as well as with foreign institutions, to invite experts and 

other specialists to participate and provide opinion at the Council‟s sessions. The Council is 

also entitled to provide proposals to MoF and the Cabinet on the matters of the development 

of the Draft Framework Law and the annual Draft Law on the State Budget, as well as to 

provide proposals to the Cabinet on the necessary amendments to the laws or regulations 

related to the fiscal discipline. 
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In order to determine its activity, the Council will develop and approve the regulations 

of an establishment, also providing the time and procedure for the convocation of the 

Council‟s current sessions. The daily work of the Council will be provided by the Council‟s 

Secretary, the Council‟s functioning will be technically ensured by the MoF. The expenditure 

necessary for the provision of the Council‟s work will be planned in a separate budget 

subprogramme of the MoF.   

The FDL prescribes that the Council will start its work as of 1 January 2014. 
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Annexes 

 

Table 1a. Growth and Its Factors 

 ESA 

Code 
2012 2012 2013 2014 2015 2016 

  million lats Growth % 

1. Real GDP (at prices of the year 

2000) 

B1*g 7488 5.6 4.0 4.0 4.0 4.0 

2. Nominal GDP  B1*g 15520 8,7 5.6 6.4 6.3 6.1 

Real GDP by Expenditure (at Prices of the Year 2000) 

3. Private consumption P3 5153.3 5.4 4.1 4.0 4.0 4.0 

4. Public consumption P3 1051.4 -0.2 0.5 1.0 1.5 1.5 

5. Gross fixed capital formation P51 1992.7 12.3 5.2 6.0 6.0 6.0 

6. Changes in inventories and net 

acquisition of valuables 

P52+P53 -132.7 -1.9 0.7 0.5 2.7 -1.9 

7. Exports P6 4290.5 7.1 5.3 5.9 5.8 5.9 

8. Imports P7 4867.2 3.1 5.2 6.0 6.0 6.0 

Contributions to real GDP growth 

9. Final domestic demand  - 6.8 4.3 4.5 4.6 4.6 

10. Changes in inventories and net 

acquisition of valuables 

P52+P53 - -3.2 0.0 0.0 0.0 0.0 

11. External balance of goods and 

services 

B11 - 2.0 -0.3 -0.5 -0.6 -0.6 

 

Table 1b. Price developments 

 ESA 

Code 
2012 2012 2013 2014 2015 2016 

  Level rate of change,% 

1. GDP deflator   3.0 1.5 2.3 2.2 2.0 

2. Private consumption deflator   3.0 1.5 2.3 2.2 2.0 

3. HICP   2.3 1.5 2.3 2.2 2.0 

4. Public consumption deflator   -3.7 2.0 2.0 2.0 2.0 

5. Investment deflator   6.6 2.5 2.0 2.0 2.0 

6. Export price deflator (goods 

and services) 

 
 

5.6 1.0 1.0 1.0 1.0 

7. Import price deflator (goods 

and services) 

 
 

6.9 1.0 1.0 1.0 1.0 
 

Table 1c. Labour market developments 

 ESA 

Code 
2012 2012 2013 2014 2015 2016 

  Level rate of change % 

1. Employment, persons  885.6 2.8 1.4 1.2 1.3 1.3 

2. Employment, hours worked  1259099372 4.5 3.1 3.2 3.2 3.2 

3. Unemployment rate (%)   14.9 12.6 11.3 9.9 8.7 

4. Labour productivity, persons   2.7 2.5 2.8 2.7 2.6 

5. Labour productivity, hours 

worked 
  

1.0 0.8 0.8 0.8 0.8 

6. Compensation of employees D.1 6322.7 8.4 5.6 6.2 6.1 6.1 

7. Compensation per employee  482 3.9 4.2 5.0 4.9 4.7 
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Table 1d. Sectoral balances 

% of GDP ESA 

Code 
2012 2013 2014 2015 2016 

1. Net lending/borrowing vis-à-vis the 

rest of the world 

B.9 1.3 0.9 0.9 -0.7 -0.8 

of which:- Balance on goods and services  -3.0 -3.3 -3.3 -3.4 -3.6 

- Balance of primary incomes and 

transfer 

 1.3 1.1 1.2 0.9 0.9 

- Capital account  3.0 3.1 3.0 1.8 1.9 

2. Net lending/borrowing of the private 

sector 

B.9 2.5 1.8 1.8 0.2 0.1 

3. Net lending/borrowing of general 

government 

EDP B.9 -1.2 -0.9 -0.9 -0.9 -0.9 

4. Statistical discrepancy  -0.1 0.0 0.0 0.0 0.0 
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Table 2a. General government budgetary prospects 

  2012 2012 2013 

2014 

2015 

201

6 

 ESA code mln lats % of GDP 

 Net lending (EDP B.9) by sub-sector 

1. General government S.13 -187.2 -1.2 -1.1 -0.9 -0.9 -0.9 

2. Central government S.1311 -122.2 -0.8 -0.6 -1.5 -1.4 -1.6 

3. State government S.1312       

4. Local government S.1313 -36.4 -0.2 -0.2 -0.2 -0.3 -0.2 

5. Social security funds S.1314 -28.6 -0.2 -0.4 0.8 0.7 0.9 

 General government (S.13) 

6. Total revenue TR 5 468.1 35.2 35.2 33.8 30.9 31.2 

7. Total expenditure TE 5 655.3 36.4 36.3 34.7 31.9 32.0 

8. Net lending/borrowing EDP B.9 -187.2 -1.2 -1.1 -0.9 -0.9 -0.9 

9. Interest expenditure  EDP D.41  204.5 1.3 1.5 1.6 1.5 1.4 

10. Primary balance  17.3 0.1 0.4 0.8 0.6 0.6 

11. One-off and other temporary 

measures   81.3 0.5 0.0 0.0 0.0 0.0 

 Selected components of revenue 

12. Total taxes (12=12a+12b+12C)  2 987.1 19.2 18.9 18.3 17.7 17.4 

12a. Taxes on production and imports  D.2 1 792.7 11.6 11.4 11.2 11.0 10.8 

12b. Current taxes on income, wealth etc.  D.5 1 192.9 7.7 7.6 7.1 6.7 6.6 

12c. Capital taxes D.91 1.5 0.0 0.0 0.0 0.0 0.0 

13. Social contributions D.61 1 341.3 8.6 8.2 8.1 7.7 7.5 

14. Property income D.4 175.2 1.1 0.9 0.6 0.6 0.3 

15. Other   964.5 6.2 7.1 6.8 4.9 6.0 

16. Total revenue TR 5 468.1 35.2 35.2 33.8 30.9 31.2 

 Tax burden (D.2+D.5+D.61+D.91 – 

D.995)
 

 4 372.0 28.2 27.3 26.6 25.6 25.1 

 Selected components of expenditure 

17. Compensation of employees + 

intermediate consumption  D.1+P.2 2 455.4 15.8 14.7 14.0 13.2 12.4 

17a. Compensation of employees D.1 1 407.1 9.1 8.7 8.4 7.9 7.5 

17b. Intermediate consumption P.2 1 048.2 6.8 5.9 5.7 5.3 4.9 

18. Social payments (18=18a+18b)   1 603.0 10.3 10.4 9.8 9.4 8.7 

of which Unemployment benefits  40.9 0.3 0.3 0.3 0.3 0.2 

18a. Social transfers through market 

producers 

D.6311, 

D.63121, 

D.63131  80.0 0.5 0.9 0.8 0.7 0.7 

18b. Social transfers which are no 

transfers in kind 
D.62  

1 523.0 9.8 9.5 9.0 8.7 8.1 

19.=9. Interest expenditure EDP D.41  204.5 1.3 1.5 1.6 1.5 1.4 

20. Subsidies D.3 125.1 0.8 0.7 0.9 0.8 1.0 

21. Gross fixed capital formation P.51 607.4 3.9 3.5 2.9 2.3 2.2 

22. Capital transfers D.9 135.4 0.9 0.2 0.0 0.0 0.0 

23. Other  524.6 3.4 5.3 5.5 4.6 6.2 

24.=7. Total expenditure TE 5 655.3 36.4 36.3 34.7 31.9 32.0 

Government consumption P.3 2 375.0 15.3 15.5 14.8 13.9 13.1 



 

 

92 

 

Table 2b. No-policy change projections 

 2012 2012 2013 2014 2015 2016 

 mln lats % of GDP 

1. Total revenue at unchanged policies 5 468.1 35.2 35.2 33.8 30.9 31.2 

2. Total expenditure at unchanged 

policies 5 655.3 36.4 36.3 34.4 31.3 30.5 

 

 

Table 2c. Amounts to be excluded from the expenditure benchmark 

 2012 2012 2013 2014 2015 2016 

 mln lats % of GDP 

1. Expenditure on EU programmes fully 

matched by EU funds revenue 763,7 4,9 4,9 4,6 3,3 4,1 

2. Cyclical unemployment benefit 

expenditure 0,0 0,0 0,0 0,0 0,0 0,0 

3. Effect of discretionary revenue 

measures 27,1 0,2 -0,2 -0,3 -0,5 -0,1 

4. Revenue increases mandated by law 0,0 0,0 0,0 0,0 0,0 0,0 

 

Table 3. General government expenditure by function 

% of GDP COFOG 

code 
2011 2016 

1. General public services 1 4.5 4.5 

2. Defense 2 1.0 0.8 

3. Public order and safety 3 1.8 1.6 

4. Economic affairs 4 5.6 5.6 

5. Environmental protection 5 0.7 0.5 

6. Housing and community amenities 6 1.3 0.5 

7. Health 7 4.1 3.2 

8. Recreation, culture and religion 8 1.6 0.9 

9. Education 9 5.7 3.7 

10. Social protection 10 12.1 10.7 

11. Total expenditure TE 38.4 32.0 
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Table 4. General government debt developments and contributions to change in gross 

debt in 2012-2016 

% of IKP 
ESA 

code 
2012 2013 2014 2015 2016 

1. Gross debt   40.7% 44.5% 41.0% 36.4% 34.6% 

2. Change in gross debt ratio   2.2% 6.0% -0.9% -2.1% 0.3% 

Contributions to change in gross debt 

3. Primary balance   0.1% 0.4% 0.7% 0.6% 0.6% 

4. Interest expenditure 
EDP 

D.41 
1.3% 1.5% 1.6% 1.5% 1.4% 

5. Stock-flow adjustment,  of which   1.0% 5.0% -1.8% -3.1% -0.6% 

- Differences between cash and accruals*   -0.1%         

- Net accumulation of financial assets **   0.7%         

of which: privatisation proceeds   0.1%         

- Valuation effects and other ***   0.4%         

Implicit interest rate on debt   3.4% 3.9% 3.9% 3.9% 4.2% 

Other relevant variables 

6. Liquid financial assets   8.4%         

7. Net financial debt (7=1-6)   32.3%         

8. Debt amortization (existing bonds) since the 

end of the previous year 
  0.3% 0.8% 1.8% 0.7% 0.6% 

9. Percentage of debt denominated in foreign 

currency 
  86.4% 88.0% 88.3% 85.4% 84.5% 

10. Average maturity   
4,89 

years 
        

For information  - in calculations used GDP 

data: 
            

Nominal GDP,  mln lats   15 520.5 16 382.4 17 426.4 18 520.2 19 651.5 

       
   

 
According to the data of Table 3.A of the notification on general government budget deficit and debt in 

April 2013: 

* in the row "Difference between interest (EDP D.41) accrued (-) and paid (+)", 

** in the row "Net acquisition of financial assets", 

*** in the row "Adjustments", except the data of the row "Difference between interest (EDP D.41) 

accrued (-) and paid (+)", and in the row "Statistical discrepancies". 
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Table 5. Cyclical development 

% of GDP  ESA 

code 
2012 2013 2014 2015 2016 

1. Real GDP growth (%) B1g 5,6 4.0 4.0 4.0 4.0 

2. Net lending of general government B.9 -1.2 -1.1 -0.9 -0.9 -0.9 

3. Interest expenditure   D.41 1.3 1.5 1.6 1.5 1.4 

4. One-off and other temporary measures   -0.5         

5. Potential GDP growth (%)   1.6 3.1 3.8 4.1 4.2 

contributions:             

 - labour   -0.3 0.5 0.7 0.7 0.5 

 - capital   1.2 1.3 1.3 1.4 1.5 

 - total factor productivity   0.7 1.3 1.7 2.0 2.1 

6. Output gap, % of potential GDP   -0.7 0.2 0.4 0.3 0.2 

7. Cyclical budgetary component   -0.2 0.0 0.1 0.1 0.0 

8. Cyclically-adjusted balance (2-7)   -1.0 -1.1 -1.0 -1.0 -0.9 

9. Cyclically-adjusted primary balance (8+3)   0.3 0.4 0.6 0.5 0.5 

10. Structural balance (8-4)   -0.5 -1.1 -1.0 -1.0 -0.9 

 

Table 6. Divergence from previous update 

 ESA 

code 
2012 2013 2014 2015 2016 

Real GDP growth (%) B1g      

2012  2.0 3.7 4.0 4.0 - 
2013  5.6 4.0 4.0 4.0 4.0 

Difference  3.6 0.3 0.0 0.0 - 

General government net 

lending (% of GDP) 
B.9      

2012  -2.1 -1.4 -0.8 -0.3 - 

2013  -1.2 -1.1 -0.9 -0.9 -0.9 

Difference  0.9 0.3 -0.1 -0.6 - 

General government gross 

debt (% of GDP) 

      

2012  44.5 45.8 46.7 38.9 - 

2013   40.7   44.5   41.0   36.4 34.6 

Difference  -3,8 -1,3 -5,7 -2,5 - 
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Table 7. Sustainability of public finances 
 

% of GDP 2010 2020 2030 2040 2050 2060 

Total expenditure       

Of which: age-related expenditure 18.5 15.4 14.4 14.4 14.9 15.1 

Pension expenditure 9.7 6.8 6.0 6.1 6.2 6.0 

Social security pensions  9.7 6.8 6.0 6.1 6.2 6.0 

Old-age and early pensions 8.7 6.1 5.4 5.6 5.8 5.6 

Other pensions (disability, survivors) 1.0 0.7 0.6 0.5 0.5 0.4 

Occupational pensions        

Health care expenditure 3.7 3.9 4.1 4.3 4.4 4.4 

Long-term care expenditure 0.7 0.7 0.7 0.8 0.9 1.0 

Education expenditure 4.4 4.0 3.6 3.2 3.4 3.7 

Other age-related expenditure       

Interest expenditure       

Total revenue       

Of which: property income       

Of which: from pensions contributions
22

 6.9 8.9 8.9 9.1 9.0 8.9 

Pension reserve fund assets       

Of which: consolidated public pension fund 

assets       

Social contributions diverted to mandatory 

private scheme 0.5 1.6 1.7 1.7 1.7 1.8 

Pension expenditure paid by mandatory private 

scheme 0.0 0.1 0.3 0.8 1.8 2.9 

Labor productivity growth 5.4 1.9 2.3 2.3 1.9 1.5 

Real GDP growth -0.3 2.1 2.1 1.4 0.3 0.5 

Participation rate males (aged 20-64) 83.2 86.2 87.1 86.9 85.6 87.2 

Participation rate females (aged 20-64) 76.7 80.3 82.3 82.5 81.9 83.7 

Total participation rate (aged 20-64) 79.9 83.2 84.7 84.7 83.8 85.5 

Unemployment rate (20-64) 18.4 18.0 8.6 7.5 7.2 7.1 

Population aged 65+ over 

total population 17.3 19.2 23.2 26.8 31.2 35.6 

Data source: AWG 

 

Table 7a. Contingent liabilities 

Mln lats 2012 

Public guarantees  457,4 

(Of which: linked to the financial sector 178.3 

  

% of IKP 2012 

Public guarantees  2.9% 

(Of which: linked to the financial sector 1.1% 

  IKP 15 520.5 

                                                 

 
22

 Including contributions to the State funded pension scheme. 
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Table 8. Basic assumptions
23

 

 2012 2013 2014 2015 2016 

Short-term interest rate in eurozone (annual 

average)  
0,57 0,37 0,67 0,67 0,67 

Long-term interest rate in eurozone (annual 

average) 
1,5 1,74 2,01 2,01 2,01 

USD/€ exchange rate (annual average) 1,28 1,35 1,35 1,35 1,35 

Nominal effective exchange rate -5,3 6,8 0,2 0,2 0,2 

World excluding EU, GDP growth 3,9 4,0 4,5 4,5 4,5 

EU GDP growth -0,3 0,1 1,6 1,6 1,6 

World export volumes, excluding EU 4,9 4,6 5,8 5,8 5,8 

World import volumes, excluding EU 4,0 4,2 6,0 6,0 6,0 

Oil prices (Brent, USD/barrel) 111,8 113,7 106,4 106,4 106,4 

 

 

 

 

 

 

                                                 

 

23 Technical assumptions 


