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Fiscal austerity, structural reforms and 
re-election: explaining the “possible 

trinity” in the Latvian case



Introduction

• Paradox of Dombrovskis’ re-election in 2010 and 2011
⇒How did he succeed in defying the Juncker’s 
curse? 

• Comprehensive review of possible explanatory factors 
based on political economy literature

• Distinction between exogenous (country-specific) factors 
and endogenous (incumbent-specific) factors

• Can lessons be drawn from the Latvian experience for 
euro area Member States?



TO WHAT EXTENT DOES THE COUNTRY CONTEXT EXPLAIN 
THE SUCCESSFUL IMPLEMENTATION OF THE INTERNAL 

DEVALUATION STRATEGY IN LATVIA?

I) Latvia in the late 2000s, an “easy” 
country to stabilise and reform?



Economic factors

• Small open economy attached to the euro peg
• Preserving the euro peg was supported by a strong national 

consensus.

• High share of FX denominated loans
• Devaluation would have been rather unpopular among all 

those households and firms indebted in euro.

• Overall resilience and flexibility of the Latvian economy 
• Has partly helped the government, but could not prevent the 

most severe output contraction ever since the 1930s.



Political and institutional factors

• History of short-lived heterogeneous coalition 
governments

• Political context not conductive to the swift implementation of 
fiscal consolidation.

• External pressure from international lenders
• Played decisive role at critical junctures of the political 

process and allowed “blame-shifting”.

• Role of the Constitutional Court
• Constrained the government but also offered rules-based 

forum to express dissatisfaction.



Intensity of the crisis

• “Up against the wall” effect
• Lack of viable alternatives strongly emphasised by the 

government.

• Widespread sense of urgency among the population
• Crisis also revived political fears (e.g. accelerating 

emigration).

• Severity of the crisis did facilitate public acceptance of 
reforms but also imposed constraints on Dombrovskis’ 
course of action.



TO WHAT EXTENT CAN THE POLITICAL OUTCOME BE 
ATTRIBUTED TO THE SPECIFIC STRATEGY FOLLOWED BY 

DOMBROVSKIS?

II) The Latvian experience, the 
outcome of a skillful political strategy?



Policy design

• ‘Front-loading’ approach
• Swift reaction was key to avoid ‘adjustment fatigue’.

• Adoption of measures targeted at the two extremes of 
the social scale (cuts in privileges + social safety net 
measures)

• Perception of fairness contributed to foster social 
consensus. 

• Importance of the advice provided by the EC and the 
IMF



Political support

• Initial absence of electoral mandate
• Was received only after

 
the toughest decisions were made 

(October 2010).

• Weak cohesion and parliamentary strength of the 
government

• Partly undermined the successful implementation of the anti- 
crisis policy, in particular structural reforms.



Public communication strategy

• Public perception of Dombrovskis
• Benefited from an untainted reputation and from being in 

the opposition during the build-up of the crisis.

• Transparent and straightforward communication
• “Speaking the truth” policy and clear sense of direction 

helped to convince voters.

• Pedagogic role played by international lenders



Conclusion (1/2)

• The Latvian government operated in a specific economic, 
political and institutional setting.

=> prevents excessive generalisation on the basis 
of the Latvian example

• But country-specific factors cannot fully account for the 
political outcome.

• The strategy followed by the Dombrovskis government – 
with the support and advice of EC/IMF – did contribute to 
the (political) success of internal devaluation in Latvia.

=> hence possible to draw lessons for euro area 
countries



Conclusion (2/2)

• Austerity measures do not necessarily imply a “political 
suicide”.

• There is no “one-size-fits-all” policy.

• The current crisis circumstances can compensate for 
unfavourable structural starting conditions.

• The political willingness and strategic choices of 
national policy-makers do make the difference.

• The perspective of joining the euro area remains a 
powerful incentive for conducting sound economic 
policies. 



ANY QUESTION? ANY COMMENT?

PLEASE CONTACT ME AT:
MARION.SALINES@ECB.EUROPA.EU

THANK YOU FOR YOUR ATTENTION!

mailto:MARION.SALINES@ECB.EUROPA.EU


BACKGROUND SLIDES



Overview of the effects of exogenous 
factors in the Latvian case

Main exogenous factors identified by the literature Effects on the success of the anti-crisis policy in Latvia

Economic factors

Size and openness

+

(small open economy very much attached to the euro peg and 

with a high share of FX denominated loans)

Degree of liberalisation of markets

+

(relatively liberal economy which has shown its flexibility and 

resilience during past crisis)

Political and institutional factors

Form of government and electoral rules 

-

(parliamentary democracy with proportional representation 

and high number of parties)

Political instability and fragmentation
-

(history of short-lived heterogeneous coalition governments)

External pressure

+

(constant pressure to respect commitments vis-à-vis 

international creditors)

Intensity of the crisis

“Up against the wall” effect
+

(shared sense of urgency)

Specific effect on structural reforms
+/-

(imposed constraints on reformist course of action) 



Overview of the effects of endogenous 
factors in the Latvian case

Main endogenous factors identified by the literature Effects on the success of the anti-crisis policy in Latvia

Policy design

Distribution of costs

+

(broad scope with symbolic targeting of the most privileged 

categories)

Compensation strategy
+

(specific measures to alleviate the effects on the poorest)

Front loading approach
+

(took advantage of the sense of urgency)

Political support

Electoral mandate No effect under the first term (March 2009-October 2010)

Cohesion of government

-

(did not manage to keep the government united behind course of 

action)

Parliamentary Strength/Attitude of 

opposition

-

(did not garner sufficient parliamentary support for all the desired 

reforms)

Public communication strategy

Differentiation from previous government

+

(had criticised policy of previous governments during the ‘boom 

years’)

Transparency and sense of direction
+

(generally “spoke the truth” and set clear goals)

Communication by international lenders
+

(pedagogic role)
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