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EXECUTIVE SUMMARY

The proposed Latvia's Stability Program (SP) for 2018-2021 shows that the Government continues to
implement responsible fiscal policy and in general respects the requirements of fiscal discipline. It
provides both nominal and structural balance improvements from 2019 as compared to previous plans.
SP requires to create a fiscal safety reserve in line with the minimum requirements of the FDL,
although it is necessary to approve the reserve for all years of the medium-term budgetary framework
law (MTBFL) to eliminate the FDL violation.

Meanwhile, the Council highlights a significant expansion of the fiscal policy plans compared to 2015
and 2016, which is not in line with the current favorable economic conditions and facilitates pro-
cyclical directions. Plans should be made for a more effective reduction of sovereign debt against
GDP, where currently the planning documents for the longer-term continuously aims to be revised
upwards of the debt-to-GDP ratio.

The tax reform in 2018 and 2019 does not strengthen the revenue side of the state budget and departs
from the government's target of 1/3 of tax-to-GDP. Strong economic growth undermines the negative
effects of the tax reform, but in the medium term, the issue of revenues level will become more and
more relevant with the decreasing share of EU funds. The upturn in the economic cycle also leads to a
more critical assessment of the shadow economy reduction pace.

The Council underlines the Government's practice of redistributing savings to budget items used to
determine the maximum amount of budget expenditure as stated by the FDL. In 2017, the Council
issued six irregularity reports, with a total impact of 44.9 million euro and in 2018 — one irregularity
report. Such redistribution without revision of spending ceilings violates FDL requirements. In
addition, measures for the development of the electricity market worsened the budget balance by 140
million euro. Actual outcome of the structural balance for 2017 is estimated at -0.7% of GDP — better
than approved in the budget law, but below the FDL ceiling of -0.5% of GDP.

The Council has reviewed the negative opinion on the additional deviation from the government's
balance objective for the implementation of the health reform. The Council refrains from evaluating
the quality of the content of the reform, but positively evaluates the performance indicators included in
the Ministry of Health's progress reports.

The Council points to the need to improve the assessment of fiscal risks. Public-private partnership
(PPP) projects, state and municipal owned enterprises and financial system risks need to be quantified
and taken into account in determining the amount of fiscal risk safety reserve. An in-depth analysis of
fiscal risks facilitates the development and implementation of an effective risk management strategy.

The Council points to a negative fiscal space in the calculation of SP in 2019 and 2020. Taking into
account the Government's commitments not to increase the tax burden in the coming years at the time
of the adoption of the tax reform, the Government will have at its disposal limited instruments for
balancing MTBF.

The counter-cyclical fiscal policy is a guarantee of stable economic growth in the future. The Council
agrees with the MoF forecasts that, at present, Latvia's economy is growing faster than potential and is
in the upswing phase, based on high confidence indicators and employment, which also exerts
pressure on rising wage inflation expectations. These conditions indicate that changes in the economy
are not so much linked to structural change, but are cyclical in nature when considering and
implementing fiscal policies.

The Council considers that further analysis is needed on the developments of the public sector and the
adjustment of public service scope in line with long-term demographic projections. In the short term, it
would be useful to reduce the number of employees in the public sector, especially in a situation where



the labor market is in the good condition for worker migration to the private sector. Relevant strategies
should also be reflected in the long-term fiscal framework.

The Council notes a significant improvement in the macroeconomic scenario and its sensitivity
analysis compared to the SP reports of previous years. First, it presents the changes in the GDP growth
in each of the scenarios at the level of GDP components and it provides the forecast on the tax and
other revenues by the type of tax/income. Secondly, it shows the effect on the government budget
deficit and debt, if risks emerge. Finally, it includes both the forecast in absolute terms and in
comparison to the base line scenario.

The Council invites the Government to use the updated fiscal and potential GDP estimates for the
assessment of budget implementation and to adjust the maximum amount of budget expenditure in line
with the requirements for ex post fiscal assessment set out in Directive 2011/85 / EU.

The Council considers it necessary to establish the implementation mechanism to the debt rule, despite
the fact that in the near future there is no direct risk of violating the 60% of GDP debt level. There is a
risk that interest payments will increase in the medium term.
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MANDATE OF THE COUNCIL

According to the FDL (FDL Chapter III Fiscal Discipline Surveillance) the Council is an
independent collegial institution which has been established to monitor compliance with the FDL. The
Council's core competence is related to the assessment of fiscal discipline, and assess fiscal policy and
issues related to macroeconomic developments.

Specifically the Council is responsible for:

monitoring compliance with FDL provisions in the annual state budget law and the MTBFL
during their preparation, execution, and amendment;

verifying whether the fiscal balance and the expenditure growth provisions have been properly
applied, including an independent assessment of the potential GDP and nominal GDP, and the
calculation of the structural balance;

supervising the observance of FDL provisions in the implementation of the annual state
budget law, conformity of total fiscal indicators of the consolidated budget of local
governments and budgets of derived public persons with the forecasted values.

preparing opinions regarding major permitted departures from the balance condition during a
severe economic downturn;

preparing an opinion on whether the FSR is set at an appropriate level to counter extant fiscal
risks

preparing a surveillance report on fiscal discipline and, if necessary, a non-conformity report;
preparing and submitting to the Saeima and the Government opinions regarding issues of
fiscal policy and macroeconomic development if they pertain to compliance with the terms set
out in the FDL;

endorsing the MoF macroeconomic forecasts twice a year — while preparing the SP, and the
annual state budget and while preparing the MTBF (according to the Memorandum of
Understanding (hereafter — MoU)', signed on 8 February 2016);

preparing interim report (opinion) on SP (according to the MoU);

assessing and analysing the sustainability of fiscal policy for the purposes of preparing the
reports stipulated by the FDL.

! Memorandum of Understanding, available:
http://fiscalcouncil lv/files/uploaded/FDP 1 09 281 20160208 MoU FDC MoF .pdf, accessed on: 17/03/2018



1 FISCAL POLICY CHALLENGES

1.1 FISCAL STANCE

FDL violation

The decision not to create a fiscal reserve for 2019 in the MTBFL for 2018-2020 is a violation of FDL.
The second paragraph of Article 17 of the FDL establishes a requirement to create a fiscal safety
reserve for MTBFL of at least 0.1% of GDP.

Recommendation

The Council strongly recommends that the Government comes up with a comprehensive plan leading
to achieving the tax revenue collection target at the level of 1/3 of GDP by 2020.

The Council welcomes the SP 2018/21 including the fiscal safety reserve for 2019 as part of the
fiscal framework for 2019-2021. The SP 2018/21 includes fiscal safery reserve in the amount of
0.1% of GDP for 2019-2021 and the Council agrees that this is adequate taking into account currently
estimated fiscal risks, while further assessment may indicate higher provision necessary for this
purpose. Meanwhile, the SP 2018/21 does not yet ammend the MTBFL 2018/20, which has not
established fiscal reserve as part of the fiscal framework.

In 2017 the consolidated government budget balance was better than planned, i.e. instead of
301.4 min. euro the year ended with 221.7 min. euro budget deficit (see Table 1.1 below).
However, other Government decisions on the reduction of liabilities of Riga's thermoelectric stations
TEC-1 and TEC-2 in relation to the government support of cogeneration electricy production against
one-off compensation would cause substantial deterioration in the general government balance
according to the methodology of European System of Accounts for 2017. Government government
budget balance was worsened by a series of decisions on the re-distribution of savings in some items
of the budget (see Chapter 1.2 "Increasing irregularity reports").

Consolidated government budget balance (estimate -160.0 -175.2 | -286.6 | -341.9 | -301.4 |
| at the moment of the state budget approval)

Consolidated government budget balance (actual) -127.6 -397.3 -373.5 -100.3 -221.7
|  from these
Special budget balance (estimate at the moment of -56.3 132.4 162.9 104.6 65.3

the state budget approval)

Special budget balance (actual) | -57.9 | 1004 | 911 [ 478 | 1138 |
Consolidated local govemment budget balance -27.1 -55.4 -52.7 0.0
(estimate at the moment of the state budget
approval)

Consolidated local government budget balance -135.4 -181.0 -124.3 -119.9 -209.7
(plan in January of the appropriate year budget)

Consolidated local government budget balance -119.3 -85.0 -26.2 57.4 -14.4
(actual)

Table 1.1. Budget plan outcomes 2013-2017, million euro (cash basis). Source: MoF and Treasury.

The local government consolidated budget balance was comparatively slightly worse than
estimated by the MoF at the time of approval of the state budget, with a year ending at 14.4
million euro deficit, rather than the balance, as planned. In the planning of municipal budgets, it is
possible to observe so called years' beginning syndrom, which for the period under review (2013-
2017), without exception, is projected to be considerably weaker than it concludes by fact. Other
general government budgets (for the state budget, the budgets of the derived institutions) do not have
such planning fluctuations.

SP provides estimates that the local government consolidated budget balance in 2018 may reach
18.3 million euro deficit in comparison with projected at MTBF 2018/20 as 31.6 million euro
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surplus. The compilation of the local government monthly data by the Treasury indicates (see Table
1.2 below) significant increase in the borrowing plans for 2018. The Council expects that the
mechanisms governing the local government borrowing will not cause a significant deterioration of
the fiscal balance, despite potential increases in local government borrowing in the near term.

; Changes

| reported at the end of January | reported at the end of Februar
- 2017 86.0 1245 - 385
: 2018 159.3 12220 S 62.7
Changes 73.3 : 975 $0242

Table 1.2. Local governments's borrowing estimates, million euro (cash basis). Source: Treasury.

Latvia's fiscal policy shows significant fiscal easening sharper than most other EU countries
comparing changes to their primary balances. Thesepolicies are pro-cyclical despite the economy
performing rather strongly (see Chapter 3 on fiscal rules). Comparing the plans for 2017-2019 with the
outcomes of 2015-2016, the budget balance, unfortunately, is also becoming "loose" in the European
Union as a whole (see Chart 1.1 below).

median tightening in EU
countries, 2015-16

0  nass B2 A BA B Ra/ms B B2 B2 2 BA Rt B2 ma EE E Ra EA B
GB_IE_SK BE DE ES AT BG FU PL FR SE MT CZ EE PT LT FI_SI_IT DK
29

NL CY LU RO HU HR GR

median easening in EU
countries, 2017-19

4

Chart 1.1 The fiscal stance in EU countries. Change between 2015 and 2019 in the underlying primary balance®,
in % of potential GDP. Source: Ameco, European Commission database.

The government should use the economic upturn to create a fiscal space through reduced debt
levels for the downturn phase in the economic cycle. Previous periods also indicate a counter-
cyclical effect of government fiscal discipline (see Chart 1.2 below) for 2009-2010 years, as well as
particular pro-cyclical fiscal expansion in 2006-2008 years. After the entry into force of the FDL pro-
cyclical fiscal expansion decreased but still remained.

The Council welcomes the 2018 priority spending reviews in real estate, information technology,
apropriation changes and public servants optimisation issues, and expects the Government
ensures significant efficiency improvements in these areas as fiscally, as well as legally grounded.
Also in 2017, the Government continued the expenditure review and made a saving to the state budget

2 Organisation of economic co-operation and development January 2018 macroeconomic outlook, p.47.



of 77.1 miln euro. however, the development of more substantial improvements has been postponed
for some two years’.

3
Pro-cyclical fiscal 1997 Counter-cyclical
consolidation 2 ® fiscal consolidation
2012
[
! 2016
()
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0
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fiscal expansion c ® fiscal expansion

Chart 1.2 Latvia's cyclically adjusted primary balance (vertical axis) vs. the output gap (horizontal axis), in % of
potential GDP?. Linked bullets represent years after the FDL enforcement. Source: Ameco, European
Commission database.

In case of funds of unforeseen events, the increase from the appropriations in the last quarter of
2017 did not provide an opportunity for further improvements to the budget balance by 18.6
miln euro’. In the first version of the state budget law there was foreseen 41.0 miln euro in this
program. By 2017 year's end additional remaing funds from other programms were allocated to
unforeseen events totaling 68.0 mln. euro (65.8% increase).

3 On 28 August 2017 the Cabinet of Ministers session protocol (prot. No. 41 §1). On the results of the review of
the state budget expenditures for 2018, 2019 and 2020 and the proposals on the use of these results in the draft
law "On Medium term budget framework for 2018, 2019 and 2020" and fulfillment of the task specified in
Paragraph 15 of the draft law "On the State Budget for 2018"". Available:

http://tap.mk.gov.lv/lv/imk/tap/? pid=40445001 &mode=mk&date=2018-01-23, accessed on 14.03.2018

4 European Fiscal Board Annual report 2017. Available:

https.//ec.europa.eu/info/sites/info/files/2017 efb_annual report_en_0.pdf, page 53, accessed on 07.02.2018
52017 IV quarterly report about the resource allocation from funds for unforeseen events. Available:
http://fiscalcouncil lv/quarterly-report-on-fue, accessed on 08.03.2018




The Council commends the MoF for reliable
and prudent tax and social insurance

o0 contributions revenue projections. In 2017
8300 the tax revenues and social security
8000 contributions remained stable and slightly
7500 exceeded the estimated level, as was the case in
7000 previous periods (see Chart 1.3). Indeed, the
6500 ___r’ independence of tax policy from the economic
5000 - cycle cquld indicate its structural viability.
Meanwhile, the lack of breakdown of the

5500 revenue estimates to segregate the impact of
5000 the policy changes does not contribute to high
4500 quality of assessment of the policy changes and
4000 their implementation. SP 2018/21 in details
2012 2013 2014 2015 2016 2017 provides the fiscal impact of changes in the

overall tax policy and providing estimates of
the impact of tax reform measures in the
medium term.

Revenues administered by the SRS (Actual)
= = = Revenues administered by the SRS (Plan)

Chart 1.3. Execution of the revenue plan (min. euro).

Source: SRS Tax reform generally has a negative impact
on total tax revenues during the SP planning period, although favorable economic conditions
allow a gradual increase the total tax revenues. Total tax revenues of SP 2018/21 in comparison
with MTBFL 2017/19 brings slightly positive increase (see Table 1.2 below). The tax reform impact
on the government fiscal balance has been assessed as slightly positive, as strong economic
performance has offset negative effects and provided higher headline revenue figures. Strong
economic conditions confirm that correct timing has been chosen to implement changes in the Latvian
tax system, while disregard to the increasing demands on the public funds should also be noted.

Taxes and social contributions MTBFL SP Difference, against Difference,
] 2017/19 2018/21 MTBFL 2017/19 % min euro |

* Corporate income tax

2018 461.1 222.1 -51.8 -239.0
2019 486.8 244.0 -49.9 2428
2020 X 3844 X X :
Personal income tax _
2018 348.1 345.1 0.8 29°¢
2019 367.9 328.1 -10.8 -39.8
2020 X 335.0 - X X :
Value added tax
2018 2297.0 2434.0 6.0 137.0
2019 24475 2633.6 7.6 186.1
2020 X 2830.5 X X
Excise tax
2018 9290 10265 10.5 97.5
2019 973.8 1101.7 13.1 127.9
2020 x 12019 X X
Lottery and gambling tax
2018 27.0 35.5 315 8.5
2019 27.0 37.3 38.0 103
2020 X 38.4 X X
Solidarity tax
2018 : 44.1 : 320 ¢ 274 -12.1
2019 44.1 X -100.0 -44.1
2020 X X X X
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Vehicle exploitation tax

2018 104.5 101.4 3.0 3.1
2019 64.7 108.0 66.9 433
: 2020 X 113.8 - X X :
Other taxes (customs, business vehicles, electricity, natural resources, subsidised electricity) i
2018 102.8 : 106.2 : 33 34
2019 101.5 106.9 5.3 5.4
| 2020 | X | 112.0 | X | X |
Social contributions _
| 2018 | 24136 25294 | 4.8 | 115.8 |
2019 2552.8 2 683.4 5.1 130.6 |
| 2020 | x| 28402 | | |
Total impact in 2018 105.1
Total impact in 2019 : 176.9 :

Table 1.2. Tax reform impact. Source: MTBFL 2017/19, MTBFL 2018/20 and SP 2018/21.

The Council notes reduction in the tax revenue to GDP ratio over the horizon of the SP 2018/21
(see Chart 1.4 further). This reduction in the public financial resorces relative to GDP does not

contribute to the government long-term objective o
necessary for supporting important public priorities.

318
31.6 /Nlﬂ\jmg
314 3143 31.40

\ /\31.26
312 \
30.8
30.6 T T T T T 1

2016 2017 2018 2019 2020 2021

Chart 1.4. Tax revenues and social contributions to
GDP, % of GDP. Source: MoF.

f achieving tax revenues at 1/3 of GDP critically

The tax and social contributions income to
GDP will not increase in the coming years,
which is a critical issue, taking into account the
impact of EU grant (current and capital
transfers) revenues. When assessing this
reduction in external revenue and the need to
replace with the local tax revenues, in order to
maintain at least the previous level of public
services provided, the Government needs to
develop an action plan to maintain a sustainable
income level.

Measures to reduce the shadow economy
provide a good basis for increasing budget
revenues, although they should accelerate due
to the current upswing in the economic cycle’.
Referring to the debated at the MoF's Taxpayer
Forum, the current decline in the shadow
economy is not sufficient for this upturn in the

economic cycle. However, further improvements in tax collection will require more resources.

1.2 INCREASING NUMBER OF IRREGULARITY REPORTS

FDL violation

The Government has instituted a practice of re-distributing savings achieved in different budget
appropriation categories specified in Part 1 of Article 5 of the FDL for spending on other priorities,

including from categories, used in determining budg

et expenditure ceilings.

 MoF Taxpayer Forum 2017. A.Sauka's presentation Neuzskaitita ekonomika, korupcija publiskaja sektora un

noziedzigi iegiito lidzekju legalizacija Latvija. Available:

http://www.fm.gov.v/files/files/Arnis%20Sauka LTRK ppt.pdf, accessed on 09.03.2018
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Unauthorized redistribution of appropriations reduces the maximum expenditure stipulated in
the 2017 for 44.9 miln euro. Consequently the elimination of these expenditures would improve for
the corresponding amount (44.9 million euro is 0.17% of GDP) the state budget balance. On 6
September, 15 September, 20 September, 4 October, 18 October and 23 November 2017, non-
conformity reports were drawn up for breach of the first paragraph of Article 5 of the FDL regarding
the redistribution of appropriations from the MoF budget sub-programs "Contributions to the
European Community budget" and "Government debt management". On 22 September 2017 the MoF
delivered an opinion that it did not agree with the Council's interpretation, while on 4 October 2017
the Council, in its reply, maintained its views on FDL violations and the need to clarify the legal
framework for appropriations in both of these budget sub-programs’.

Consolidated government budget balance (estimate at the moment of the state - 3014
2217

-44.9 -

t balance, corrected after non-conformities -176.8 ¢

* Table 1.3. Impact of non-conformities reports on the actual outcome of the potential reduction of the budget
balance. Source: Council calculations.

In 2018 the Cabinet of Ministers continues to take decisions that violate the restrictions set out in
the first paragraph of Article 5 of the FDL. The Council continues to adopt non-conformities
reports related to such redeployment of appropriations, which is contrary to the provisions of
Chapter II of the FDL. On 30 January 2018 the Cabinet of Ministers by adopting the conceptual
report "On proposals of the Cooperation Platform "Demografisko lietu centrs" in support of families
with children in 2018-2020"® allowed to reallocate funds intended for state family benefits to other
priority measures proposed by "Demografisko lietu centrs". The Council concludes that the decision
taken on 30 January by the Cabinet of Ministers to reallocate funds from the Ministry of Welfare's
family state benefits program does not comply with the FDL.

1.3 HEALTH CARE

Recommendation
The Council calls for improved transparency of the additional funding for the health care and specific
measures implemented specifically bringing to better health outcomes.

The action by Ministry of Health identifying progress indicators in public health’ including
reduced potentially lost years of life has allowed the Council to withdraw its objections to use
deficit financing for the helath care refrorm'’. Performance indicators show improvements in the
priority areas identified by the Ministry of Health. During 2017, the number of investigated patients
oncology has risen nearly by 89 thousand, the number of patients receiving reimbursable drugs for
infectious diseases has increased by 400, and the waiting list in secondary ambulatory care has been
reduced by 90 days, thus facilitating availability of the health care services. These indicators reflect
progress in the short term, but it is equally important to assess the benefits of the deficit financing in

7 Non-conformity reports and MoF reply available at Council's website: http://fdp.gov.lv/zinojumi, accessed on
07.02.2018

830 January 2018 the Cabinet of Ministers meeting minutes 25.§. Available:
http://tap.mk.gov.lv/mk/mksedes/saraksts/protokols/?protokols=2018-01-30, accessed on 07.02.2018

® On 19 December 2017 Cabinet considered the Informative report by the Ministry of Health "On performace of
the health system reform in the first half of 2017". Available here in Latvian:

http://tap.mk.gov.lv/lv/imk/tap/? pid=40443903 &mode=mk&date=2017-12-19, accessed on 29.01.2018

106 December 2017 Council decision to withdraw its objection to the use of deficit financing to implement
structural reforms in health care. Available here:

http://fiscalcouncil Iv/files/uploaded/FDP 1 08 1756 20171206 viedoklis veseliba EN.pdf, accessed on
29.01.2018
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the longrun. Longterm performance indicators are defined as the overarching goals of the "Public
Health Guidelines for 2014-2020" and aim to increase the number of healthy life years of the
population of Latvia and prevent premature death by preserving, improving and restoring the health of
the population.

Deviation from the MTO allowed for additional 113.4 million euro for health care system reform
for 2018, and the Ministry of Health estimaes an immediate financial benefit from the reform
measures. In addition to the three priority areas outlined above, structural benefits are planned in
primary health care and in the cardiovascular program. The Ministry of Health provides an assessment
of the impact of each of the groups on the potential loss of life, with a total financial benefit of 35.6
million euro already in 2018, 93.3 million euro in 2019 and 186.5 million euro in 2020.

The Council welcomes the fact that the Cabinet of Ministers already in the MTBFL 2018/20
approved the financing of the continuation of health reform measures in 2020, envisaging the
amount of 144 million euro in 74 budget programme "Reserve to be redistributed in the course
of the annual state budget implementation"'!. On 14 September 2017, the Cabinet of Ministers
approved 144 million euro funding for the continuation of the health reform measures. Additional
financial support is also the income revenues from the increase of the state social contributions rate by
1 percentage point. The increase in the rate in 2018 amounts to 85.3 million euro, in 2019 for 99.6
million euro and in 2020 for 105.5 million euro.

1.4 EMERGING FISCAL RISKS

FDL violation

The Council notes that the requirements of Article 16 of the FDL have not been met regarding specific
identification and quantification of fiscal risks emerging from public-private partnerships (PPP),
operations of public corporations, and the financial sector. The Fiscal Risks Statement attached to the
MTBFL 2018/20 does not include an assessment of such risks as well as a probability of the risks
impacting the government fiscal balance.

Public private partnerships projects fiscal risk

Information on PPP projects and their risk assessment should be publicly available and
respective managers — full accountability for ensuring the interests of the government. The
government should understand the possible consequences of the decisions that are taken, regarding full
cost of the project within its life-cycle, and the public has the right to be informed about the efficiency
and potential risks of the taxpayer's funds. The International Monetary Fund'? and the World Bank'
have developed recommendations on transparency for PPP projects.

The Council finds the government engagement of private partners in launching sustainable
energy projects where fiscal risks exist similar to PPP. Starting from mid-2000s in line with the
Government rules there has authorized a number of private sector providers to establish electrical

1 On 14 September 2017 Cabinet considered the Informative report "On expenditures on priority measures for
the state budget for 2018 and the framework for 2018-2020". Available here in Latvian:

http://www. fm.gov.lv/files/documents/FMZino 140917.docx, accessed on 29.01.2018

12 IMF The Fiscal transparency code. Available: http://blog-pfin.imf.org/files/fi-code.pdyf, accessed on 07.03.2018
13 World Bank. Disclosure of project and contrac information in public-private partnerships, January 2013.
Available:
http://documents.worldbank.org/curated/en/190901468159906133/pdf/762780WP0Box3700sureOof0ProjectOPP
P.pdf, accessed on 07.03.2018 and World Bank A Framework for disclosure in public-private partnerships.
Technical guidance for systematic, proactive pre- & post-procurement disclosure of information in public-private
partnership programms. Available: http://pubdocs.worldbank.org/en/773541448296707678/Disclosure-in-PPPs-
Framework.pdf, accessed on 07.03.2018
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power projects aiming at different degrees of sustanability with substantial markups committed as the
projects come live. The lack of adequate monitoring and the lack of clear rules for identifying
compliant projects has resulted into public complaints regarding high cost of the sustainable energy
added to the regular user charges. Moreover, a number of fraud cases on the side of the private
partners have been uncovered. The steps made by the government to clarify the practices and to rule a
number of private participants not compliant with the terms of the scheme cause risks of litigation and
compensation payments. In addition, fiscal risks remain due to government commitments to provide
subsidies to electricity providers where these subsidy schemes have proved to be very unpopular due
to significant costs of electricity for consumers

In the public media, information was available (as of 11 January 2018) on four registered'* PPP
projects. The Ministry of Finance only indicates one project in the fiscal risk declaration —
"Construction and management of pre-school educational establishments". It is not clear what PPP
projects are registered in Latvia and what their financial impact is. It should be noted that after the
exchange of letters at the beginning of 2018 with the Ministry of Finance, information from the
Register of Enterprises was removed. In addition, information about the fact that in Latvia there are a
total of three PPP projects and 62 concessions are also available in an international study for 2016',
where information about Latvia was provided by Klavins Ellex (one of the leading law firms in
Latvia).

Work on the development of risk quantification methodologies should start immediately,
ensuring adequate risk calculation and transparency of process. In view of trends in the world and
available information in Latvia, demand for PPPs, as a solution for funding important public
investment, is expected to increase. It should be taken into account that the possibilities for co-
financing from the European Union will decrease and there will be a desire to attract other financing.
For planned PPP projects, information is available on "Kekavas apvedcel§"'® (Kekava's bypass) and
"Acoustic Concert Hall"'" (published in the "Latvijas V&stnesis"). Unclear remarks are about the
management of waste in Riga'® and the development of the Agenskalns market'®. According to the
Public-Private Partnership Association letter?’ to the Sacima of the Republic of Latvia, 60 potential
PPP projects for 2012 have been identified. Consequently, it can be concluded in general that only a
few successful PPP projects are needed to make this financing mechanism more widely applied with
all its negative consequences.

The failure of other countries shows that the lack of attention in Latvia, which is focused on this
risk, could lead to significant fiscal losses. The current available information point out the lack of

14 Concession, public and private partnership contracts by its type. Register of Enterprises. Available here:
http://www.ur.gov.lv/?a=1110, accessed on 11.01.2018

15 Global Public-Private partnership guide. Available: http://www.cakmak.av.tr/books/Global%20Public-
Private%20Partnership%20(PPP)%20Guide%202016.pdf, accessed on 27.03.2018

16 Information on PPP project of Kekava's bypass available:
www.sam.gov.lv/images/modules/items/.../item_6208 Kekava PPP SM VA 07.ppt and

https://lveeli. lv/projekti/#kekavas-apavedcela-ppp-projekts, accessed on 27.03.2018

17 Information about the acoustic concert hall project available: https.//www.vestnesis.[v/op/2016/224.2, accessed
on 27.03.2018

18 Riga's municipality assesses the opportunity to apply PPP model in waste management projects. Article
available: http.://abc.lv/raksts/rigas-pasvaldiba-verte-iespeju-sadzives-atkritumu-apsaimniekosana-izmantot-ppp-
modeli and http://www.pilsetvide.lv/lv/jaunumi/jurgis-ugors-komente-ppp-modela-ieviesanu-atkritumu-
apsaimniekosana-riga, accessed on 27.03.2018

19 Riga's municipality have to assess the public private partnership approach for Agenskalns's market
development. Article available: Attp://www.pppa.lv/statuti/jaunumi/jaunumi-latvija/agenskalna-tirgus-riga-ppp-
2018, accessed on 27.03.2018

20 On PPP mechanism inclusion in NRP. Letter available:
http://titania.saeima.lv/livs/saeimasnotikumi.nsf/0/e186962748eeff4ac2257ab50035d9dc/3FILE/PPP%20prieks!
tkumi%203 _2982-11 12.pdf, accessed on 27.03.2018
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transparancy and quantifiable estimates of joint PPP project commitments and hence the shortcomings
of fiscal impact and risk assessment. Most countries have worked to improve the PPP strategy,
accounting, risk management, etc. based on negative experiences from failures with significant fiscal
impacts. Several countries have experienced many unsuccessful projects®', including United Kingdom,
Australia, France, Portugal, Croatia, Slovakia, Bulgaria, etc.

PPP projects are linked to increased risks due to private partnerships, erroneous cash flows,
demand estimates, an inadequate distribution of risks between public and private partners and
lack of knowledge of institutions. PPP projects are legally complex because of the fact that part of
the regulation is on the Government side and also because of the nature of the special obligations
agreements. The long contract enforcement period increases the probability that it may be affected by
the economic/financial crisis and other unpredictable conditions. The private partner target will always
be profit-making rather than ensuring public benefit or government functions, particularly in the face
of obstacles and difficulties during the implementation of the project. International experience shows
that PPP projects cost more than originally planned and are less transparent compared to traditional
investments.

The average cost to the government from the PPP project, which has not succeeded, can reach
1% of GDP and, at the most extreme case, even 2% of GDP?2, It should be take into account that,
in general, governments tend to save large projects, so the state budget takes most of the risks. In
several countries, PPPs have been created not because of their effectiveness but to circumvent
budgetary constraints and postpone fiscal costs in the present for the provision of infrastructure
servicesz3and have led the governments of several countries to low-quality and fiscally expensive
projects™.

PPP projects create an "affordability illusion" that is exacerbated when a project is found to be
off-balance sheet of the central government budget. The illusion is reinforced by the postponement
of present public sector expenditures and expenditure division in the longer term in the future. When
the project is out of the central government's budget, there is a risk that the fiscal commitments that
result from it are not adequately managed. For example, identification/accounting of central
government commitments®. Local government PPP projects must also be equally managed. More
information on PPP projects' fiscal risk is available in Annex 2.

Fiscal risks from public corporations

2l Chile — Transantiago; Australia — Port Macquairie Base Hospital, La Trobe Regional Hospital, Queenslands
ST Vincent's Hospital, Fiona Stanley Hospital, Sydney Cross City Tunnel, Airport Link Toll Road in Brisbane,
Melbourne city link, Melbourn East link, Sydney Lane Cove tunnel; England - Eidinburgh School Project,
Carderdale Royal Hospital, Cumberland Hospital, Walsgrave Hospital, North Durham Acute Hospital, Royal
Liverpool and Broadgreen Hospital, Norwich and Norfolk Hospital, Hexam PFI redemption; Isle Skye toll road
redemption; London subway — Metronet and Tubelines; Croatia - Zagreb sewage project, motorway Bina Istra
and Zagb-Macelj, Arena Zagreb; Slovakia — D1 motorway; France — Water Consessional; Bulgaria — Sofia
Water Concession, Trackla Highway Project; Hungary — M1/M15 and M5 Highway, Place of Art; Moscow - St.
Petersburg motorway part 15-58 km; Poland — A1 Toll highway project; Argentina - Water system project
Buenos Aires, etc. (more detailed in Annex).

22 IMF Staff paper, June 2016. Analyzing and managing fiscal risks — best practices. Available:
https://www.imf.org/external/np/pp/eng/2016/050416.pdf, accessed on 07.03.2018

23 IMF Policy paper, May 2015. Making public investment more efficient. Available:
http://www.imf.org/en/Publications/Policy-Papers/Issues/2016/12/3 1/Making-Public-Investment-More-Efficient-
PP4959, accessed on 07.03.2018

24 BEuropean Investment Bank, November 2016. Hurdles to PPP investments. A contribution to the third pillar of
the investment plan for Europe. Available:

http://www.eib.org/attachments/thematic/epec_hurdles to ppp_investments_en.pdf, skatits: 07.03.2018.
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The fiscal risks from the operation of public coprporations are not adequately assessed at the
moment. Some of these risks may have significant impact on the government balance, mostly because
these are not adequately reflected in the budget appropriations or do not specifically require any
authorization in the government budget plan.

The 2017 general government balance deteriorated by 140 million euro (0.5% points of GDP)
against budget plans resulting from reducing the claims of JSC Latvenergo related to installed
electrical capacity of cogeneration unit. On 22 September 2017 the Cabinet of Ministers by order
Nr. 530 approved the conceptual report "Complex measures for the development of the electricity
market", which foresaw a 140 miln. euro (0.5% of GDP) transaction in 2017 for waiving the
guaranteed fee for the installed electrical capacity of the cogeneration unit, reducing the share capital
of joint stock company Latvenergo®.

Financial system fiscal risk

Recent events in the financial sector in Latvia show the risks related to the banking sector
activities. Although at the end of 2017 we could say that the Latvian banks have done a lot in the last
two years regarding the prevention of money laundering due to legislative changes and the
introduction of new regulatory requirements. However, developments in the financial sector in the first
half of 2018 show that this has prevented all risks from being eliminated. Increased capital and reserve
requirements for banks, which mainly provide customer service to non-residents, protect the state
budget and the Deposit Guarantee Fund from direct losses. However, refusals to access the
international payment system and reputational risks might create real economic losses. Certainty in the
risk identification, its numerical assessment and inclusion in the fiscal risks statement is an essential

priority.

The Council is convinced that the FRS risk assessment of the Latvian financial sector should be
intensified by being able to quantify the occurrence and probability of risks. As the "Deposit
Guarantee Law", under the circumstances, provides for the availability of state budget funds to the
Deposit Guarantee Fund, the FRS should be able to reflect the occurrence of such risks and its impact
on the state budget resources. Since the inclusion of the Deposit Guarantee Fund in the general
government sector, it should be assessed by a symmetric approach to revenue and expenditure sides.
Following the restructuring of the banking sector, reducing the risks of risky counterparties, risk
assessment and management should make greater use of international experience.

Debt interest cost risks

Global financial markets have a tendency to increase interest rates in the coming years from currently
very low interest rates. The Council finds necessary to assess the fiscal impact of increasing interest
cost within medium term to reflect the recovery of debt markets and the prospects of central banks

increasing benchmark interest rates.

1.5 SUSTANABILITY OF PUBLIC FINANCES IN LONG-TERM

Recommendation
Improve a long-term fiscal framework to improve the assessment of the fiscal policy options in long-
term, including realistic workforce assessment based on demographic trends.

The Council finds demographic outlook used in the long-term projections should be reviewed. In
view of the renewed demographic data of the EU, the long-term indicators of the Latvian labor market

%5 4 October 2017 Council opinion On the fiscal impact of measures for the development of the electric energy
market in 2017. Available: http://fiscalcouncil v/files/uploaded/FDP 1 08 1505 20171004_Opinion.pdf,
accessed on 08.03.2018
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and the related derivative assumptions about the labor market structure should also be reviewed. A
more accurate forecast of current trends would enable an analysis to be developed for policy options
and assessment.

The SP 2018/21 does not reflect the long-term projections of the tax burden and debt
assumptions. Council recommends in line with the EC guidelines®® for long-term sustainability of
public finances data also to include total expenditure and revenue indicators, interest expenditures, as
well as the accrual amount of the pension funds.

The current projections do not reflect the assets position of the public pension funds, while
optimistic assessment of the social security sustainability has been prevalent despite of
substantially low proportion of social and health care expenditures. The Council in its fiscal
sustainability report 2017-2037%" highlights that as living standards rise, public services will have to be
improved to meet expectations, leading to higher expenditures. The Council notes that reaching a tax-
to-GDP ratio of 1/3 can compensate expenditure increases on health care and social protection.
However, expenditure at 75% of the EU average on health care and social protection leads to a gradual
deterioration of the general government budget balance and puts public debt on an upward trajectory,
even with a 1/3 tax-to-GDP ratio. This means that higher revenues or other expenditure reviews will
be necessary to stabilise public debt and ensure fiscal sustainability.

26 Revised Specifications on the implementation of the Stability and Growth Pact and Guidelines on the format
and content of Stability and Convergence Programmes (Code of Conduct of the Stability and Growth Pact).
18.05.2017. Available: http://data.consilium.europa.eu/doc/document/ST-9344-2017-INIT/en/pdf, page 30.
Accessed on 04.04.2018.

%7 Fiscal sustainability report 2017-2037. Available:

http://fiscalcouncil Iv/files/uploaded/FDP 1 08 1986 20171218 fiscal sustainability report.pdf, accessed on
04.04.2018.
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2 MACROECONOMIC OUTLOOK AND OUTPUT GAP

Council recommends

To follow the counter cyclical fiscal policy rules by implementing more restrictive fiscal policy,
because of risks that have emerged due to recent developments in the non-resident banking sector and
their potential fiscal impact, as well as currently estimated positive output gap.

To implement further structural reforms with focus on increasing the productivity and efficiency of the
public sector, including reducing the level of employment by expanding and improving digitalisation
of services, continuing administrative reforms, and other. It would also ease the pressure on the wage
increase caused by the tightening of the labor market.

To begin a transparent evaluation on macroeconomic forecast accuracy, where MoF analyses the most
important deviations in the latest macroeconomic forecast from the actual data, and presents
information on the changes made in the assumptions or limitations of the forecast model.

On 14 February 2018 the Council endorsed MoF's macroeconomic forecast for SP 2018/21
development. In accordance with the MoU that was concluded on 8 February 2016, Council is
responsible for the MoF's macroeconomic forecasts endorsement. Within the early review and
endorsement of the MoF's macroeconomic projections, the Council has agreed to support the efforts
by the Government in preparation of annual documents — the Stability Programme and the Medium-
term Budget Framework. The Council assessed the forecast as a whole, and provided an endorsement
of the key macroeconomic indicators (Table 2.1). Full endorsement text is available in the Annex 1.

The economic forecast was not changed despite revisions in the GDP time series. After the
Council endorsed the macroeconomic forecast, CSB published a revised GDP time series on 28
February 2018. Accordingly, the MoF submitted the recalculated macroeconomic forecast to the
Council on 6 March 2018; however, the forecasted base line scenario remains the same. After data
revision, the seasonally adjusted real and nominal GDP growth rates have improved by 0.1 percentage
point for 2015 and 2016.

| 2018 | 2019 | 2020 | 2021
Real GDP growth 4.0 34 3.0 2.9
Nominal GDP growth 7.2 6.5 5.8 5.4
Inflation 2.8 24 2.1 2.1
GDP deflator 3.1 3.0 2.7 2.5
Potential GDP growth 34 34 33 33
Output gap 1.1 1.0 0.7 0.3

Table 2.1 Macroeconomic indicators forecast endorsed by the Council on 14 February 2018, %

The economic growth in 2017 has been faster than expected, though the tightening in labour
market continued. The Council welcomes the reform on labour taxation introduced by the
Government, which will stimulate entering the labour market and the net wage increase especially for
the low-income quartiles. However, the tightening in the labour market because of labour deficit and
fiscal easing has already pushed up the wages and resulted in slower productivity growth than the
wage growth in recent years. In the long term, the problems of high structural unemployment and
regional differences remain.

Productive and efficient public management can be ensured only by further improvement of
structural reforms. The demographic conditions require careful review of the scope of public sector
and the efficiency of services provided. Following the opportunities of digitalisation, one of the central
priorities is the reduction of the number of personnel. Currently there is visible labour shortage in the
private sector, which would ease the employment shift between the sectors. Any expansion of
government services or transfers should be carefully considered in terms of their fiscal sustainability in
longer term.
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At the beginning of 2018 risks to economic growth appeared due to developments in the
financial (non-resident banking) sector. Referring to the recent visit by Marshall Billingsley,
Assistant US Treasury Secretary for Financing of Terrorism (8 and 9 March 2018 in Latvia)*® and the
opinion expressed to Latvian officials on the need to reduce sharply the non-residents portfolio share
in banking sector”, the forecasted GDP growth rates could fall short of the current forecast for 2018.
Evenmore, a direct impact on the state budget is expected — the expenditure (of special budget) will
increase because of unemployment benefits payed to the former employees of non-resident banks, and
the revenue will decrease because of lower tax income in the context of a temporary drop in high-
paying jobs in the banking sector.

The macroeconomic scenario analysis and sensitivity analysis has been significantly improved
since the last SP reports. First, it presents the changes in the GDP growth in each of the scenarios at
the level of GDP components and it provides the forecast on the tax and other revenues by the type of
tax/income. Secondly, it shows the effect on the government budget deficit and debt, if risks emerge.
Finally, it includes both the forecast in absolute terms and in comparison to the base line scenario.

28 Assistant Secretary for Terrorist Financing Marshall Billingslea meets with Latvian Counterparts on Threats to
the International Financial System. Available at website of US embassy in Latvia:
https://lv.usembassy.gov/announcement-centennial-logo-contest-win-ipad-pro/, accessed on 20.03.2018

2 Media: Stasts par Latvijas Sveici ir beidzies. Available: https://irir.lv/2018/03/14/stasts-par-latvijas-sveici-ir-
beidzies, FKTK priek§sedetajs: Latvijas bankas pielaujamais arvalstu klientu biznesa apmers ir ap 5%.
Available: https://diena.lv/raksts/viedokli/latvija/fktk-priekssedetajs-latvijas-bankas-pielaujamais-arvalstu-
klientu-biznesa-apmers-ir-ap-5-14193350 and other media, accessed on 20.03.2018
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3 ASSESSMENT OF COMPLIANCE WITH NUMERICAL FISCAL RULES

3.1 EX-POST ASSESSMENT OF FISCAL RULES 2013-2017

Recommendation

The Council calls on the Government to use the updated fiscal and potential GDP estimates for the
budget ex post assessment and to adjust the maximum amount of budget expenditure to comply with
the ex post analysis requirements of Directive 2011/85/EU.

Ex-post assessment of the the numerical fiscal rules is part of improving macro-fiscal planning
and forecasting process. Subject to the requirements set out in Article 4 Part 6°° of Directive
2011/85/EU on requirements for the budgetary frameworks of the Member States, the component of
the fiscal planning is the ex post assessment of the numerical rules. In the planning period (see more in
Chapter 3.2 below), the three numerical rules set by the FDL are used and a similar approach needs to
be maintained in the ex post assessment. Directive 2011/85/EU sets out the objective of the
performance evaluation — by detecting the biases of at least four consecutive years — being able to
identify the causes of biases and to eliminate them in future planning.
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Chart 3.1. Structural balance estimates and outcome, Chart 3.2. Ex post balance rule and expenditure rule,
2013.-2017., % of GDP. Source: Stability programmes % of GDP. Source: MoF data, Council calculations.
and MTBFLs.

After achieving the structural balance target established by FDL at no less than -0.5% of GDP
in 2016 the Government has returned in 2017 to the practice of 2013-2015 with actual structural
balance not meeting this benchmark. The structural balance is one of the indicators that helps to
assess the budget balance irrespective of the current phase of the economic cycle. If the structural
budget is in balance, this means that the Government is able to shape fiscal policies to prevent
fluctuations in the economic cycle. The only exception is 2016 (see Chart 3.1 below), while 2013-

3076, The macroeconomic and budgetary forecasts for fiscal planning shall be subject to regular, unbiased and
comprehensive evaluation based on objective criteria, including ex post evaluation. The result of that evaluation
shall be made public and taken into account appropriately in future macroeconomic and budgetary forecasts. If
the evaluation detects a significant bias affecting macroeconomic forecasts over a period of at least 4 consecutive
years, the Member State concerned shall take the necessary action and make it public." Available: http://eur-
lex.europa.eu/legal-content/EN-LV/TXT/?qid=1432812425053 &uri=CELEX:32011L0085&from=EN, accessed
on 29.03.2018.
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2015 ended with over 1.0% of the structural deficit. In order to assess the structural balance of 2017,
the results of the CSB notification are necessary (expected in April and October 2018).

The Government decisions on 140 million euro additional expenditure to reduce the subsidies’
liabilities on electricity production in cogeneration stations and 44.9 million euro breach of the
expenditure ceilings by allocating appropriations from '"protected" expenditure categories
would result in the deterioration of the 2017 structural balance to -0.7% of GDP in opposite of
achieving budget balance in structural terms. In headline terms the Council forecasts the
deterioration of general government balance from +0.2% to -0.5% of GDP. Despite the additional
expenditures improvement has been achieved compared to the estimates in MTBF 2017/19 mostly due
to good economic performance.

The Council concludes that according to the balance and expenditure growth rules, correction of
the structural balance is not necessary for the coming years (Chart 3.2). However, the Council
draws attention to the fact that the positive accumulated deviation in 2017 is expected to decrease
according to the balance rule and the exact assessment of 2017 is not yet known.

The result of the ex post assessment of the expenditure rule leads to a more critical assessment of
the previously overly optimistic budget expenditure ceiling. Recalculating the growth of
expenditure is necessary to use the revised potential GDP data. Replacing the potential GDP indicators
again raises the question of the need to adjust the budget expenditure ceiling as soon as possible (see
Chart 3.3 and 3.4). More detailed information available in Annex 4.
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Chart 3.3. Expenditure rule ex post assessment, Chart 3.4. Expenditure rule ex post assessment,
annual deviation, % of GDP. Source: Council cumulative deviation, % of GDP. Source: Council
calculations. calculations.

3.2 EX-ANTE ASSESSMENT OF FISCAL RULES 2018-2021

Recommendations

The fiscal safety reserve should be set in the process of calculating the expenditure ceilings.

The basic budget balance projections indicate a cyclical fiscal policy and, therefore, the structural
balance projections raise concerns about the incorrect inclusion of the tax reform.

The Council has made an alternative assessment of numerical fiscal rules for 2019-2021 in line with
the Council's decisions approved in the Council meeting on 6 April 2018.
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The Council has considered the MoF’s core proposals regarding deviations from the MTO —

(1) the health reform deviations in the amount of -0.5% of GDP for 2019 has not been objected.
More information about the helath reform in Chapter 1.4;

(2) the deterioration of the fiscal balance resulting from classifying the tax reform as a one-off
measure in the amount of -0.5% for 2019 and -0.3% for 2020 has not been objected. More
information about the tax reform in Chapter 1.2;

(3) to reiterate the importance of establishing a fiscal security reserve in the amount of at least
0.1% of GDP for 2019. The Council notes increase in the fiscal risks, while these have not been
adequately assessed.

Council has not objected the MoF calculated fiscal rules results for SP 2018/21. As a result of the
calculations of the numerical rules by the MoF, the maximum government expenditure ceiling was set
at 9 360.7 million euro (continuity rule) for 2019, 9 868.8 million euro for 2020 (expenditure rule) and
10 048.0 million euro (structural balance rule) (Table 3.1). More detailed information available in
Annex 5.

2018 2019 2020 2021
SP 2015/18 8 480.5 X X x
MTBFL 2016/18  8749.5 X X X
SP2016/19 = 87670 88448 x| X
...... __ _MTBFL2017/19 88077 900l6  x x
SP 2017/20 8 960.5 92763 94465 X
MTBFL 2018/20  8954.2 93229 98388 x
SP2018/21 X 93607 98688  10048.0

Table 3.1. Central government budget expenditure ceiling in accordance with the fiscal rules assessment. Source:
the MoF, Council calculation.

_ 2018 | 2019 2020 2021 |
General government structural budget deficit (-) / surplus (+), % of GDP
SP 2015/18 -1.2 X X X
MTBFL 2016/18 -0.8 X X X
...... T S RS Yy —— -
MTBFL 2017/19 -1.1 -1.0 X X
SP 2017/20 -1.0 -1.0 -0.5 X
MTBFL 2018/20 -1.2 -0.6 -0.4 X
SP 2018/20 14 -0.8 0.4 -0.5
Changes since SP 2017/20 -0.4 0.2 0.1 X
Cyclical component impact (changes since SP 2017/20) 03 77777 0.1 7 -0.1 7 X 7
Tax reform impact (changes since SP 2017/20) 0.7 0.0 0.0 X

Table 3.2. General government structural balance 2018-2021. Source: MoF.

Since the last stability program, the structural balance has improved from 2019 to 2020. but
significantly deteriorated in 2018 (see Chart 3.5 and Table 3.2). Taking into account the changes in
the potential GDP estimates, which indicate an upturn in the economic cycle, from the year 2017 (see
more in Annex 1), the cyclical component of the budget also changed. The changes in the cyclical
component make it necessary to curb the structural balance between 2018 and 2019, but by 2020 it
allowed it to run a little looser again. Comparing both of the Stability Programmes the tax reform
impact in 2019 and 2020 have not changed, but the most significant changes are related to the 2018
structural balance. Both the cyclical component (with an impact of 0.3% of GDP) and the
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Government's amended tax reform decisions (with an impact of 0.7% of GDP) had to improve the
structural balance since last spring. But it is not. The structural balance deteriorated by -0.4% points,
indicating a significant deterioration of the nominal balance for 2018 (see Table 3.3 below a
deterioration of -1.4% of GDP).
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-0.6 —— Article 10 FDL, -0.5%
m Structural balance Cyclical component
Minimum planned structural general
Tax reform government budget balance (forecast)

Chart 3.5. Changes between SP 2017/20 and SP Chart 3.6 Structural balance level and medium-term
2018/21, % of GDP. Source: Council calculations. objective, % of GDP. Source: MoF.

The planned levels of the structural balance for 2020 and 2021 are in line with the FDL (see
Chart 3.6). The Council also considers that a further improvement in the balance in 2019 should be
foreseen in line with the counter-cyclical fiscal policy of Article 1 of the FDL.

, 2018 2019 2020 2021 °
General government headline budget deficit (-) / surplus (+)
SP 2015/18 0.2 X X X
MTBFL 2016/18 0.3 X X X
SP 2016/19 -0.2 0.8 X X
MTBFL 2017/19 -0.6 0.2 X X
SP 2017/20 -0.3 0.3 0.8 X
_MTBFL 2018/20 0.9 0.8 0.2 x
SP 2018/21 -0.9 -1.0 -0.4 -0.3
Changes since SP 2017/20 -0.6 -1.3 -1.2 x
[ Buic budgst aencie Q surpus ]
SP 2015/18 -0.2 X X X
MTBFL 2016/18 0.2 X X X
SP 2016/19 0.4 0.9 X X
MTBFL 2017/19 0.2 0.4 X X
SP 2017/20 -0.3 0.1 1.2 X
MTBFL 2018/20 -1.1 -0.9 0.0 X
SP 2018/21 -1.7 -1.2 -0.3 -1.0
Changes since SP 2017/20 14 13 15 X
Table 3.3. General government and basic budget headlme balance % of GDP (by bottom -up approach) *Cash-
flow approach.
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Substantial deterioration of the basic budget since the previous Stability Programme further
indicates a significant easening of fiscal policy and a "cosmetic" improvement of the structural
balance. The easening of fiscal policy is currently pointing to a pro-cyclical pattern and insufficient
contribution to deficit and debt reduction in a context of rapid economic growth. For example, the
budget balance in the years 2019 and 2020 is worsening duet i the significant deviation because of the
tax reform.

3.3 PUBLIC DEBT

Recommendation
The debt rule needs to develop the implementation mechanism to ensure the public debt into the
overall fiscal policy governance.

The global financial crises and the following
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period EU countries' general government
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Chart 3.7. Increases in general government debt and reduction and build up fiscal buffers.
nominal GDP between 2005 and 2016, EU countries.
Source: Eurostat. The Council points to the debt rule missing

an implementation mechanism. Such mechanism should be developed and implemented to ensure
the integration of public debt into the fiscal policy governance.

The Council welcomes the Government's general government target of reducing general
government debt to 36% of GDP in 2021 (see Chart 3.8 below). However, such a level of
government debt may mean a shortage of savings in situations if the rapid economics growth is
replaced by its slowdown.
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Chart 3.8. General government debt: forecasts and actual outcome, % of GDP. Source: The Treasury.
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ANNEX 1 COUNCIL'S ENDORSEMENT OF MOF MACROECONOMIC
PROJECTIONS (14 FEBRUARY 2018)

This document presents the opinion of the Fiscal Discipline Council (hereafter - the Council) on the
macroeconomic forecast prepared by the Ministry of Finance (hereafter — MoF) that will be used for
drafting Latvia’s Stability Programme (hereafter — SP) 2018/21, which is scheduled to be submitted to
the Saeima on mid-April 2018. An early review and endorsement of the MoF's macroeconomic
projections by the Council has been agreed upon to support the efforts of the Government during the
preparation of the annual SP and the medium term budget framework (hereafter — MTBF).

According to the Memorandum of Understanding, signed on 8 February 2016, the Council has a
responsibility to endorse MoF's macroeconomic forecast. The Council assessed the forecast as a
whole, and provides an endorsement of the key macroeconomic indicators, which are outlined below.
During the endorsement process the Council was presented with detailed information on MoF's
forecast (please see annex), such as the gross domestic product (hereafter — GDP) structure and
development scenarios of GDP components. The Council has consulted with external experts to gain a
comprehensive understanding of the developments in Latvia's economy.

The Council has a mandate to endorse the forecast of macroeconomic indicators according to the
scope of Article 20 of the Fiscal discipline law (indicators are summarised in Table 3 at the end of this
document).

2018 2019 2020 2021 The MoF macroeconomic forecast of real

RGN 0w/ gross domestic product (hereafter — GDP)
MoF (Feb 2018) 4.0 34 3.0 2.9 h nal b inflati
BoL* (Dec 2017) 41 32 — ~ growth, nominal GDP growth, inflation
EC (Feb 2018) 35 32 ~ — and GDP deflator is largely in line with
IMF (Oct 2017) 39 35 32 31 the forecasts of the European Commission
Nominal GDP growth (hereafter — EC), the International
MOoF (Feb 2018) 72 6.5 58 5.4 Monetary Fund (hereafter — IMF) and the
BoL (Dec 2017) _ _ _ _ Bank of Latvia's (hereafter — BoL) (Table
EC (Nov 2017) 6.9 6.5 _ _ 1). However, there is an exception of
IMF (Oct 2017) 7.0 5.9 5.5 5.4 assumptions regarding the output gap —
Inflation the EC forecasts by 1.4 percentage points
MOoF (Feb 2018) 2.8 2.4 2.1 2.1 higher output gap in 2018 and by 0.5
BoL (Dec 2017) 2.9 2.6 - - percentage points higher in 2019,
EC (Feb 2018) 3.1 2.9 - - nevertheless both institutions highlight
IMF (Oct 2017) 3.0 2.5 2.4 2.3 positive output gap.Sl

GDP deflator

MoF (Feb 2018) 3.1 3.0 2.7 2.5 After a better than excepted economic
BoL (Dec 2017) - - - - performance in 2017, growth is likely to
EC (Nov 220117) 3.4 ; i 2_ 2_2 remain solid in the European Union
F)VHE (CiCt 017) 3.0 - 3 - (hereafter — EU). Increase in the GDP
Ml(l)ll: l(lFegba 12)018) 11 1.0 0.7 03 both private consumption and EU-funded
BoL (Dec 2017) - - - - investments contribute to the growth
EC (Nov 2017) 21 14 ~ ~ acceleration. Global goods prices have
IMF (Oct 2017) - - - - been driven by a moderate recovery in

Table 1 Key macroeconomic indicator forecasts by various — SNETEY Prices and wage increase.

institutions, % y-o-y. Data sources: MoF, BoL, EC, IMF.

*Seasonal and calendar unadjusted. Decreasing unemployment (lowest since
2009) has been pushing up wages.

Unemployment rate is forecasted to decrease towards 7.0% by 2021, which is at the level of 2006.

31 European Commission Autumn 2017 Economic Forecast. Available at:
https://ec.europa.eu/info/sites/info/files/saee_autumn_2017 en.pdf, accessed on 08.02.2018.
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This indicates increasing difficulties in attracting the necessary human resources in certain industries.
Non-accelerating wage rate of unemployment (NAWRU) or the natural unemployment provided by
MoF for the SP 2018/21 is forecasted well above the actual unemployment forecasts. Forecasted
actual unemployment level decreases in 2018 to 8% (the NAWRU forecast for 2018 is 9.7%), in 2019
to 7.7% (NAWRU 9.4%), in 2020 to 7.2% (NAWRU 8.8%), and in 2021 to 7.0% (NAWRU 8.4%).
Low unemployment level continues the pressure to raise wages. This may lead to the risk of inflation
being higher than forecasted, we return to this issue later in the opinion.

The Council endorses the real GDP growth forecast for SP 2018/21. Compared to the previous
forecast in August 2017, which was prepared for the MTBF 2018/20, the real GDP growth rate has
been raised by 0.6 percentage points in 2018 and 0.2 percentage points in 2019, but lowered by 0.2
percentage points in 2020 (Chart 1). The forecast for nominal GDP growth rates together with GDP
deflator has been raised for all years.

4.2
4.0
3.8
3.6
3.4
3.2
3.0
2.8
2018 2019 2020 2021 2018 2019 2020 2021
Real GDP growth rate, %: SP 2018/21 Nominal GDP growth rate, %: SP 2018/21
— = =Real GDP growth rate, %: MTBF 2018/20 — = = Nominal GDP growth rate, %: MTBF 2018/20
--------- Real GDP growth rate, %: SP 2017/20 sesseese. Nominal GDP growth rate, %: SP 2017/20
Chart 1 Forecast for real GDP growth, y-o-y. Chart 2 Forecast for nominal GDP growth, y-o-y.
Data source: MoF. Data source: MoF.

The Council endorses the nominal GDP growth forecast for the SP 2018/21. The MoF has further
raised the nominal GDP growth forecast for 2018 to 2021 (Chart 2). The revisions are mainly related
to considerable revisions of GDP deflator.

The Council endorses the change in the consumer price index (hereafter — CPI) (inflation)
forecast for the SP 2018/21. In 2017, the CPI has increased by 2.9% (annual raise according to
European statistics, Eurostat), and it has slightly overreached the previously expected level of 2.8%.
Therefore, since August 2017, there are no changes made to the inflation forecast (Chart 3).

The Council endorses the GDP deflator forecast for the SP 2018/21. The GDP deflator forecast has
been revised upwards by 0.3 percentage points in 2018, 0.6 percentage points in 2019 and 0.4
percentage points in 2020 (Chart 4).

The Council endorses the potential GDP growth and output gap forecast for the SP 2018/21 with
comments. Since the previous endorsement of macroeconomic forecasts (please see Table 2 below),
potential GDP growth has been revised upwards by 0.4 percentage points in 2018 and 2019. A 3.3%
growth rate has been set for 2020 and 2021, 3.0% for 2022 and 2023, and 2.8% for 2024 and 2025 (the
expanded time horizon is necessary for further calculations of the expenditure benchmark).
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......... Consumer price index’ %: SP 2017/20 sessscese GDP deﬂator, %: SP 2017/20
Chart 3 Forecast for inflation, y-o-y. Chart 4 Forecast for GDP deflator, y-o-y.
Data source: MoF. Data source: MoF.

The pressure to the wage growth from the labour market remains high (unemployment forecasts
remain significantly below the NAWRU forecasts) and therefore inflation outcome and forecasts
might be significantly higher than the current MoF's forecasts, particularly for 2020-2021. The
Council notes that faster increase of wages and inflation also will demand lower potential GDP growth
and higher positive output gap. In situation when the inflation outcome and wage growth will be
higher than current forecasts the Council will ask the MoF to update the potential GDP growth and
output gap forecasts.

2018 2019 | 2020 2021
Potential GDP growth (August 2017) 3.0 3.0 3.0
Potential GDP growth (February 34 34 33 33
2018)
changes in potential GDP 0.4 0.4 0.3
Output gap (August 2017) 0.3 0.5 0.8
Output gap (February 2018) 1.1 1.0 0.7 0.3
changes in output gap 0.4 0.5 -0.1

Table 2 Changes in potential GDP growth and output gap forecasls since August 2017, %.

Average potential GDP growth rate from 2018 to 2025 is above 3.0% threshold. The Council notes
that the projected potential GDP growth over the eight-year period above the 3% threshold is high and
there are significant constraints on the potential GDP growth in Latvia in the long run above 2.5%>%.

The Council finds the economy of Latvia in positive output gap in 2017 and the trend continuing
strongly in 2018. The business cycle is on an upswing with strong confidence, high employment, and
increasing pressure on wage inflation. Cyclical factors have been the key contributors for the
economic growth, which cannot last without adequate structural changes enabling increase in
productivity.

The Council finds substantial risks of prices accelerating mostly because of the labour market
conditions and the steady wage growth. Wage growth and accelerating inflation beyond the current

32 Fiscal sustainability report 2017-2037. Available at: http://fiscalcouncil. Iv/fiscal-sustainability-report-2017-2037, accessed
on 08.02.2018.
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MoF's forecasts would highlight deterioration of productivity and result as lower economic growth
potential and would indicate widening positive output gap.

35 1.2
33 1.0
31 0.8
2.9 0.6
2.7 0.4
2.5 0.2
2018 2019 2020 2021 2022 2023 2024 2025
0.0
Potential GDP growth rate, %: SP 2018/21 2018 2019 2020 2021 2022 2023 2024 2025
= = = Potential GDP growth rate, %: MTBF Output gap, %: SP 2018/21
2018/20 — — = Output gap, %: MTBF 2018/20
--------- Potential GDP growth rate, %: SP 2017/20 «eesseees Qutput gap, %: SP 2017/20
Chart 5 Potential GDP growth, %, y-o-y. Chart 6 Output gap, % of potential GDP.
Data source: MoF. Data source: MoF.
2018 2019 | 2020 2021
Real GDP growth 4.0 34 3.0 29
Nominal GDP growth 7.2 6.5 5.8 54
Inflation (consumer prices) 2.8 24 2.1 2.1
GDP deflator 3.1 3.0 2.7 2.5
Potential GDP growth _ 34 _ 34 : 33 : 33
Output gap 1.1 1.0 0.7 0.3

Table 3 Macroeconomic forecast indicators endorsed by the Council.

Broadly, the Council considers the MoF's macroeconomic forecasts to be realistic and endorses them,
while the price inflation and wage growth should be watched as an evidence of lower growth potential
and widening positive output gap. In addition, the Council:

1.

Reiterates its recommendation to improve the sensitivity analysis for the SP 2018/21 by
incorporating in the tables of both optimistic and pessimistic scenarios the following
indicators:

a. Real GDP growth rate;

b. Total budget revenue;

c. Budget balance;

d. Budget deficit.
Has performed an evaluation of macroeconomic forecast since 2004 (see Annex) and
recommend the MoF to begin a regular self-assessment of macroeconomic forecasting that
would help of data revisions in the future.

Prepared in cooperation with SIA "Ernst & Young Baltic" in accordance with the contract signed on
15 September 2017 for the provision of macroeconomic expert advisory services. Available at:
http://fdp.gov.v/files/uploaded/FDP 1 15 1427 20170915 FDP2017 3 Ligums_makro.pdf
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ANNEX 2 PUBLIC-PRIVATE PARTNERSHIP RISK ASSESSMENT
CONCLUSIONS AND RECOMMENDATIONS

1.

10.

11.

12.

13.

14.
15.

If the Government believes that it is able to implement PPP projects that are related to high risk
and large contingent liabilities, then the Government should also be able to quantify the risk
associated with PPP projects by including it in the Fiscal Risk Declaration and providing
transparency.

PPP projects are associated with increased risk due to private partnerships, false cash flows,
demand calculations, inadequate risk sharing between public and private partners, and lack of
institutional knowledge. PPP projects are legally complex, both due to the fact that part of the
regulation is on the Government side and because of the nature of the specific contractual
arrangements. The long execution period of a contract increases the likelihood that it may be
affected by the economic / financial crisis and other unforeseen circumstances.

The private partner's goal will always be profit-making, not the provision of public-benefit or
government-related functions, which is particularly faced with obstacles and difficulties during the
implementation of the project.

It should be noted that, in general, governments tend to save large projects, which is why the state
budget assumes most of the risks. According to the IMF study, the cost of a project that failed to
reach 1% of GDP or, in the extreme case, 2% of GDP.

It is essential to assess the benefits of choosing PPP as compared to traditional investments.
According to an IMF study, PPPs have been created in a number of countries not because of their
effectiveness, but to circumvent the budget constraints and postpone the fiscal costs of providing
infrastructure services to the present, which has led governments in a number of countries to focus
on low-quality and fiscally expensive projects.

PPP projects can cost more than initially planned and less transparent compared to traditional
investments.

In general, governments have a tendency to save large projects, thus the state budget assumes most
of the risks.

Failure of other countries shows that the insufficient attention paid by Latvia to this risk can lead
to significant losses to the state budget in the future. Available information available so far shows
the lack of transparency and the lack of quantification of PPP project commitments, and hence
flaws in fiscal impact and risk assessment.

Most countries have worked to streamline PPP strategy, inventory, risk management, etc. based on
the negative experience of failures with significant fiscal impact.

Several countries have experienced many unsuccessful projects, including Great Britain, Australia,
France, Portugal, Croatia, Slovakia, Bulgaria, etc.

Taking into account global trends and available information in Latvia, demand for PPP as a
solution to the financing of significant public sector investments is expected to increase, hence the
crucial issue is the adequacy of risk assessment, quantification and transparency.

It is expected that the available funding of EU funds will decrease and Latvia's budget possibilities
are limited. Many projects have already been developed (there were already 60 identified potential
projects by the year 2102). Consequently, it can be concluded in general that only a few successful
PPP projects are needed to make this financing mechanism more widely applied with all its
consequences.

The government must understand the possible consequences of the decisions that are taken, not
only today, but also for future generations.

The public has the right to be informed about the efficiency of the funds used by taxpayers.
Publicly available information indicates that no comprehensive information has been gathered,
therefore, the public is not provided with transparency, there is no common management approach
and clarity in PPP projects in Latvia.
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16.

17.

18.

19.

20.

A clear mechanism for PPP implementation, risk assessment and transparency should be
developed before such a financing mechanism is used more widely. Necessary requirements by
strengthening the regulatory enactments.

Work on developing a methodology for quantifying risk should be initiated immediately, ensuring
adequate risk assessment and process transparency.

Information about projects and their risks must be publicly available. The International Monetary
Fund and the World Bank have developed transparency effects on PPP projects.

Consistency in PPP management with respect to the general government sector needs to be
respected.

In international publications, PPP skeptics often point out that several organizations and
consultancies want to be well off at the expense of this complex model and to be at the forefront of
the accumulation of large pension funds.

Prepared in cooperation with llze Brezaucka (volunteer) in accordance with the contract signed on 27
December 2017 for the provision of public-private partnership risk assessment. Full report available
here: http://fdp.gov.lv/files/uploaded/FDP 1 08 409 20180406 Interim_report Ann2.pdf

31



Fiskalas disciplinas padomes starpzinojums par SP 2018./21. 3. pielikums

Fiscal discipline surveillance interim report on SP 2018/21 Annex 3
Veselibas apriipes sist€mas reformas progresa raditaji: atkapes izlietojums P3.1.tabula
Health care reform performance indicators: deviation use Table P3.1
2017
Finans€jums, milj. eiro Papildu skaits, pacienti Rindu garums, dienas
No; formula |Raditajs Financing, min. euro Additional volume, patients Waiting list, days Item
Plans Faktiska izpilde |Plans Faktiska izpilde |Pirms 2017.gada |Faktiska izpilde
Planned Actual outcome  |Planned Actual outcome |Before 2017 Actual outcome
1. Onkologija 12.3 12.0 61 459 88 698 X x |Oncology
Primara diagnostikal’l 0.7 0.6 22 000 22 422 X X |Primary diagnostics
Specialistu konsultacijas 0.7 0.7 11 000 33683 X X|Expert consultations
Sekundara diagnostika un izmekl&jumi 2.3 2.2 14 659 17 880 X x| Secondary diagnostics and examinations
Ambulatora arstéSana 1.2 1.2 3 306 1996 X x|Ambulatory treatment
Stacionara arstéSana 25 2.3 6 000 5633 X X |Hospital treatment
Kompensgjamie medikamenti 5.0 5.0 4 494 7084 X x| Reimbursable drugs
2. Infekcijas slimibu izplatibas mazinasana 55 55 203 400 X X |Reducing the spread of infectious diseases
Kompensgjamie medikamenti 55 55 203 400 X x| Reimbursable drugs
3. Veseltbas apripes pakalpojumu pieejamiba 16.6 16.6 730 822 534 080 262 172 |Access to health care services
Specialistu konsultacijas 3.4 3.3 270 246 177 317 100 58 Expert consultations
Ambulatorie izmekl&jumi un terapija 7.5 7.6 328 076 300 856 40 27 Ambulatory examinations and therapy
Dienas stacionars 5.2 5.2 62 472 27551 407 132|Daily hospital treatment
Ambulatora rehabilitacija 0.5 0.5 70 028 28 356 500 472 Ambulatory rehabilitation
1.+2.43. Kopa atkape no vidéja termina budZeta mérka 34.3 34.0 792 484 623 178 262 172|Total deviation from medium-term budget objective

Avots: Veselibas ministrija, Fiskalas disciplinas padomes aprékini
Source: Ministry of Health, Fiscal Discipline Council calculations
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Veselibas apripes sistémas reformas atkapes finanséjuma izlietojums
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Strukturalas bilances limenis un vid&ja termina mérkis
Structural balance level and medium-term objective

(% no IKP, faktiskajas cenas)
(% of GFP, current prices)

4. pielikums

Annex 4

P4.1.tabula
Table P4.1

No; formula Raditajs 2013 2014 2015 2016 2017 Item
1 Fiskalas disciplinas likuma 10.pants -0.5 -0.5 -0.5 -0.5 -0.5| Article 10 Fiscal discipline law
2 Minimala planojama visparéjas 13 10 10 09 1 Minimum planned structural general
’ valdibas budzeta strukturala bilance i . . . “|government budget
3. Vlspare_]_af vz_aldTbas budzeta faktiska 10 10 a1 01 07 Actual structural general government
strukturala bilance budget balance
Avots: Finansu ministrija, Fiskalds Source: Ministry of Finance, Fiscal
disciplinas padomes aprékini Discipline Council calculations
05 05
0.0 0.0
2018 2014 2015 2016 2007 2018 2004 2015 2016 2007
-05 -05
-1.0 /_/\ -10 /—/\
-15 -15

Faktiska strukturala bilance

—— FDL noteiktais -0,5%

———Budzeta likuma noteiktais

Actual structural balance
—— Atrticle 10 FDL, -0.5%
—— Structural balance stated in the Budget law




Fiskalas disciplinas padomes starpzinojums par SP 2018./21. 4. pielikums
Fiscal discipline surveillance interim report on SP 2018/21 Annex 4
Valdibas izdevumu un ekonomikas pieauguma salidzinajums P4.2.tabula
Government expenditures and economic growth comparison Table P4.2
(milj. eiro)
(million euro)
No; formula Raditajs 2014 2015 2016 2017 Item
Valsts budzeta izdevumu pieaugums .
1. (budzeta likums), % (realais) 31 4.0 2.6 5.| State budget expenditure (budget law)
- annual growth in % (real) (maximum)
(maksimalie)
2 Faktisko valsts budzeta izdevumu 43 31 01 29 State budget expenditure (actual)
) pieaugums, % (realais) ) ) ) "~ |annual growth in % (real)
Potenciala IKP piecaugums (10 gadu 10-year average potential GDP
8 vidgjais), % 14 19 24 28 growth (t-5, t+4)
4.= (6, - 6,1)/6.s Valsts budzeta izdevumu pieaugums 49 40 29 8.3 State budget expenditure (budget law)

(budzeta likums), % (maksimalie)

annual growth in % (maximum)

5. = (7,- )Tt l;;l;tlljsgl:](’).n \;al;s budzeta izdevumu 6.1 31 03 6.0

Valsts budZeta izdevumi (budzeta

State budget expenditure (actual)
annual growth in %
State budget expenditures (budget

6. . . X . .
likums) (maksimalie) 71875 74724 76884 83215 law) (maximum)
7. Faktiskie valsts budZeta izdevumi 7254.1 7476.7 7502.4 7 955.1| State budget expenditures (acutal)
8. IKP deflators, % 1.8 0.0 0.3 3.0|GDP deflator, %
Avots: FinanSu ministrija, Fiskalas Source: Ministry of Finance, Fiscal
disciplinas padomes aprékini Discipline Council calculations
6.0 6.0
5.0 5.0
4.0 40
3.0 3.0
20 / 20 /
1.0 1.0
0.0 0.0
2014 2015 2016 2017 2014 2015 2016 2017

Budget expenditure growth (actual outcome) Faktiskais budzeta izdevumu picaugums

—— Potential GDP growth Potenciala IKP augsme

Maximum expenditures stated in the Budget law Budzeta likuma noteiktie maksimalie izdevumi
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Bilances nosacijums: ex post P4.3. tabula
Balance rule: ex post Table P4.3
(milj. eiro)
(million euro)
No; formula Raditajs 2013 2014 2015 2016 2017 Item
1. IKP, faktiskajas cenas 22 831.5 23 681.5 24 353.1 24 926.7 26 866.7|GDP, at current prices
2 Vispargjas valdibas budZeta faktiska 10 10 11 01 07 Actual structural general government
) strukturala bilance, % no IKP : . ) . " |budget balance, % of GDP
322 %1./100 VlSpﬁré_]fls;vz?ldTbaS budZeta faktiska 2329 2443 2733 20.9 1829 Actual structural general government
strukturala bilance budget balance
4 Minimala planojama vispargjas valdibas 13 10 10 09 12 Minimum planned structural general
: budZeta strukturala bilance, % no IKP ’ : : : "“|government budget, % of GDP
524 *1./100 Mm}mala planoy{n}a vispargjas valdibas 296.8 2368 2435 2943 3024 Minimum planned structural general
budZeta strukturala bilance government budget balance
6.=3.-5. Gada novirze 63.9 -7.5 -29.8 245.3 139.5| Deviation from plan for the year
— r
7.26./1.%100 Gada novirze, % no IKP 0.3 0.0 01 1.0 05 gg’;am” from plan for the year, % of
Uzkrata bilan¢u novirzu summa visiem Accrued deviation from plan for all years
8.=7 4+ Ty t..+7. . } X X . . y
tr i 2013 gadiem, sakot no 2013.gada 63.9 56.4 26.6 2719 4114 starting with 2013
Uzkrata bilantu novirZu summa visiem Accrued deviation from plan for all years
9.=8./1.*100 . . . . . . .
gadiem, sakot no 2013.gada, % no IKP 03 02 01 1 5 starting with 2013, % of GDP
. Rule in accordance with Article 11 of the
- o } . . . ]
10. FDL 11.panta nosacijums, % no IKP 0.5 0.5 0.5 0.5 0.5 FDL, % of GDP
11. =1F 9. < 10. Ir jakorigg, ja 9. < 10. Nav jakorigg | Nav jakorigé | Nav jakorigé | Nav jakorigeé | Nav jakorige | Correction necessary if 9.< 10.

Avots: Finansu ministrija, Fiskalas disciplinas padomes
aprékini

-0.5

2013 2014 2015 2016 2017

. Bilances nosacijuma gada novirze

= == Bilances nosacijuma uzkrata novirze

Source: Ministry of Finance, Fiscal
Discipline Council calculations

2.0 4

2013 2014 2015 2016 2017

-05 -
= Balance rule annual deviation

== == Balance rule cumulative deviation
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Fiscal discipline surveillance interim report on SP 2018/21 Annex 4
Izdevumu nosacijums: ex post P4.4. tabula
Expenditure rule: ex post Table P4.4
(milj. eiro)
(million euro)
No; formula Raditajs 2013 2014 2015 2016 2017 Item
1 IKP, faktiskajas cenas 228315 23 681.5 24 353.1 24 926.7 26 866.7|GDP, at current prices
2 Yalsts budzetg 1z_d§vum1 (budzeta 6853.8 71875 74724 76884 83275 State‘budget expenditures (budget law)
likums) (maksimalie) (maximum)
3. e (osac 6621.0 71171 7405.6 74813 7 SRR el (e
parréekina rezultats) (maksimalie) post assessment (maximum)
3.=2.*1./100 Faktiskie valsts budZeta izdevumi 6 835.2 7254.1 7476.7 7502.4 7 955.1 |State budget expenditures (actutal)
5.=2.-4. Gada novirze 18.5 -66.6 -4.3 185.9 372.3|Deviation from plan for the year
6.=3.-4. .Gada novirze p! ':etp Zpekraicy -214.2 -137.1 -71.1 -21.2 -27.0 | Deviation from the ex post assessment
izdevumu griestiem
1atit 0
7.25./1.%100 Gada novirze, % no IKP 0.1 03 0.0 07 Lajooeeton from plan for the year, % of
Gada novirze pret parréekinatajiem Deviation from the ex post assessment,
- o K J o o 4 d
B =611 izdevumu griestiem, % no IKP 09 06 03 o o % of GDP
Uzkrata bilantu novirZu summa visiem Accrued deviation from plan for all years
9. =74+Tyt+..+T. X -48. -52. § . . .
o 2013 gadiem, sakot no 2013.gada 185 481 525 1334 505.8 starting with 2013
Uzkrata bilancu novirzu summa pret .
10.=8., +8. 4 + . + 8 s parrékindtajiem izdevumu griestiem, 2142 3513 422.4 4435 i | IR i e @5 7o
o assessment starting with 2013
sakot no 2013.gada
Uzkrata bilan¢u novirzu summa visiem Accrued deviation from plan for all years
11.=9./1.*100 . -0. -0. . X . .
gadiem, sakot no 2013.gada, % no IKP 01 02 02 05 18 starting with 2013, % of GDP
Uzkrata bilancu novirzu summa pret Accrued deviation from the ex poat
12. =10./1. * 100 parrekinatajiem izdevumu griestiem, -0.9 -1.5 -1.7 -1.8 -1.8 |assessment starting with 2013, % of
sakot no 2013.gada, % no IKP GDP
. Rule in accordance with Article 11 of the
- o : } } } K
13. FDL 11.panta nosacTjums, % no IKP 0.5 0.5 0.5 0.5 0.5 FDL, % of GDP
14.=IF12. <13. Ir jakorige, ja 12. < 13. Jakorige Jakorige Jakorige Jakorige Jakorigé _|Correction necessary if 12.< 13.
15.=IF11.<13. Ir jakorigg, ja 11. < 13. Nav jakorigé | Nav jakorigé | Nav jakorigé | Nav jakorigeé | Nav jakorige |Correction necessary if 11.< 13.
Avots: Finansu ministrija, Fiskalas disciplinas padomes Source: Ministry of Finance, Fiscal
aprékini Discipline Council calculations
2.0 1 20

2013 14 2015 2016 2017 2013 14 2015 2016 2017
05— -05 +— ———
-1.0 -1.0
-15 4 -15
B [zdevumu nosacijuma gada novirze, FM m Expenditure rule annual deviation, MoF
Izdevumu nosacijuma gada novirze, Padome Expenditure rule annual deviatiation, Council
25 - 25 -
2.0 2.0
15 15
1.0 1.0
0.5 0.5
0.0 0.0
~ 0'52Q13 2014 2015 2016 2017 ~ 0.52(}13 2014 2015 2016 2017
-10 +— -10 +—
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prognozu gads 2013 2014 2015 2016 2017 2018 2019 2020 2021
2018 Faktiska strukturala bilar -11 -11 -11 0.1 -0.7 -1.4 -0.8 0.4 -0.5
FDL -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5
2012 Konvergences progral -1.6 1.1 -0.6
2012 VTBIL 2013./15. -1.3 -0.9 0.4
2013 Konvergences progral -11 -1.0 -1.0 -0.9
2013 VTBIL 2014./16. -1.0 -1.0 -0.9
2014 Stabilitates programn -0.9 -1.2 -1.0 -0.9 -0.8
2014 VTBIL 2015./17. -1.0 -0.9 -0.7
2015 Stabilitates programma 2015.-201 -1.2 -1.4 -1.2 -0.9 -1.2
2015 VTBIL 2016./18. -0.9 -1.0 -0.8
2016 Stabilitates programma 2016.-2019. -0.7 -0.9 -11 -1.2 -0.8
2016 VTBIL 2017./19. -1.0 -1.1 -1.0
2017 Stabilitates programma 2017.-2020. 0.2 -0.7 -1.7 -15 -0.8
2017 VTBIL 2018./20 -1.2 -0.6 -0.4
2018 Stabilitates programma 2018.-2021. -0.7 -1.4 -0.8 -0.4 0.5
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http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/20_scps/2012/01_programme/lv_2012-04-30_cp_lv.pdf
https://likumi.lv/doc.php?id=253191
http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/20_scps/2013/01_programme/lv_2013-04-29_cp_en.pdf
https://likumi.lv/doc.php?id=262267
http://www.fm.gov.lv/files/fiskalapolitika/Stabilitates Programma 2014-2017.pdf
https://likumi.lv/doc.php?id=271302
http://www.fm.gov.lv/files/presesrelizes/FMInfo_10042015_SP.pdf
https://likumi.lv/ta/id/278626-par-videja-termina-budzeta-ietvaru-2016-2017-un-2018-gadam
http://www.fm.gov.lv/files/fiskalapolitika/2016/FMInfo_SP.pdf
https://likumi.lv/ta/id/287246-par-videja-termina-budzeta-ietvaru-2017-2018-un-2019-gadam
http://www.fm.gov.lv/files/files/Latvijas Stabilitates programma 2017.-2020.gadam.pdf
https://likumi.lv/ta/id/295595-par-videja-termina-budzeta-ietvaru-2018-2019-un-2020-gadam
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Ex post bilances nosacijums un izdevumu nosacijums % no IKP Ex post balance rule and expenditure rule % of GDP
2013 2014 2015 2016 2017 2013 2014 2015 2016 2017
Bilances nc gada novir: 0.280 -0.032 -0.122 0.984 0.519 Balance rul annual dev 0.280 -0.032 -0.122 0.984 0.519
uzkrata no» 0.280 0.238 0.109 1.091 1.531 cumulative 0.280 0.238 0.109 1.091 1.531
Izdevumu r gada novir: 0.081 -0.281 -0.018 0.746 1.386 Expenditur annual dev 0.081 -0.281 -0.018 0.746 1.386
uzkrata no 0.081 -0.203 -0.215 0.535 1.883 cumulative 0.081 -0.203 -0.215 0.535 1.883
2.0 2.0
15 T 15 ’,/'
3 10 rad
1.0
05 ’ Y 05 e f 7
—  —— Z
0.0 _ — L # 0.0 —
2013 ol = — nl 2016 2017 2013 2014 2015 2016 2017
-05 0.5
B Bilances nosacijums gada novirze s Balance rule annual deviation
Izdevumu nosacijums gada novirze Expenditure rule annual deviation
= = = Bilances nosacijums uzkrata novirze = == Balance rule cumulative deviation

Izdevumu nosactjums uzkrata novirze Expenditure rule cumulative deviation
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Skaitlisko nosacijumu izpildes kopsavilkums P5.1.tabula
Summary of numerical conditions fulfilment Table P5.1
(milj. eiro)
(million euro)
No; formula Raditajs 2018 2019 2020 2021
SP 2018/21 SP 2018/21 |SP 2018/21 |SP 2018/21 |SP 2018/21 |SP 2018/21 |SP 2018/21 |SP 2018/21
MoF Council MoF Council MoF Council MoF Council
1. Bilances nosacTjums 8906.8 8906.8 9377.7 9377.7 9883.9 9883.9 10 048.0 10 048.0|Balance rule
2. Izdevumu pieauguma nosacijums 9191.9 91919 9557.6 9557.6 9 868.8 9 868.9 10 351.7 10 351.7|Expenditure growth rule
3. Parmantojamibas nosacijums 8721.8 8730.9 9 360.7 9 360.7 9902.3 9902.3 X x| Continuity rule
_ . Stingrakais no Izdevumu nosacijuma Stricktest rule out of Expenditure rule
4.=MIN (1.;2) un Bilances nosactjuma 8906.8 8906.8 9377.7 9377.7 9868.8 9868.9] 10048.0| 10048.0|,,4 Balance rule
5.1. FNR, Fiskala nodro$inajuma rezerve, 28.8 28.8 30.7 30.7 325 325 34.2 34.2|Fiscal safety reserve,
5.2. FNRy; Fiskala nodrosinajuma rezerve, 26.9 26.9 28.8 28.8 28.8 28.8 30.7 30.7|Fiscal safety reserve,
6.1 F1s}<alas d15c1p1m_gs likuma 5.panta 1831 174.0 151 151 98688 9sesol 100480 100480 Coqdltlon set in Fiscal discipline law
otras dalas nosacijums Article 5(2)
6.2. Modulis no 6.1. 183.1 174.0 15.1 15.1 9868.8 9868.9] 10048.0f 10048.0|{Module of 6.1.
7.1. IKP, faktiskajas cenas 28 797.6 28 797.6 30672.1 30672.1 32454.9 32454.9 34218.4| 34 218.4|GDP, current prices
7.2. 0,1% no IKP 28.8 28.8 30.7 30.7 32.5 32.5 34.2 34.2/0.1% of GDP
Valsts budzeta izdevumi, atbilstosi State budaet expenditur rding t
8.=IF(62.>72;4,;3) |izvélctajam stingrakajam 89068 89068 93607 9360.7| 98688 98689 100480 100480 ¢ OUUC EXPENCITIE ACCOMEING O
- the stricktest rule applied
nosacjjumam
9.8 .51, Makmme_ih pielaujamie valsts budzeta 8878.0 8878.0 93300 93300 9836.4 9836.4 10013.7 10013.7 Maxmym allowed state budget
izdevumi expenditures
10, Ietvara liklvlmﬁ .noteiktie. maksimalie 89542 9322.9 98388 Framework Iavy maximum state
valsts budZeta izdevumi budget expenditures
Vispargjas valdibas kopgjie izdevumi, GG total expenditure, TE, adjusted in
1 TE, koriggti atbilstosi izveletajam 99 99 accordance with the stricktest rule
. stingrakajam nosacijumam 10 897.9 10897.9 11 365.9 11 365.9 11 958.8 11 958.8 12 206.5 12 206.5 applied

Avots: Finansu ministrija, Fiskalas
disciplinas padomes aprékini

Source: Ministry of Finance, Fiscal
Discipline Council calculations
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nos:

fjumam, % no IKP

Bilances nosacijums P5.2. tabula
Balance rule Table P5.2
(milj. eiro)
(million euro)
No; formula Radnajs 2018 2019 2020 2021 Ttem
P SP 2018/21[SP SP 2018/21[SP P 2018721 sP SP 201821
201821 |Council  |2018/2L |Council  [2018/21 |Council  |2018/21  |Council
MoF MoF MoF MoF
. Valsts budzeta enemuni soore|  soznel oiiial oiiie| osma| osame| o7354] o 730.1|Coa govermment budget revenie (cash
(naudas pliismas metode) flow)
2 Pasvaldibu budzeta bilance 183 183 358 358|303 303|364 ~36.4 Local budget balance
No valsts budzeta dalgji atvasinato Derived public persons budget balance
3 publisko personu un budzeta nefinansétu| 212 212 01 o1 21 121 60 -16.0
iestazu budzeta bilance
4 EKS korekeiias 63.0 63.0 49 49| 639 639  2369]  236.9|ESA corrections
Minimali at|auta strukturdla bilance, % Minimal structural balance,
oK 12 EF] BT 08| 04 04| 05 R it
6 Vienrciziic pasakumi, % no IKP 0.0 0.0 05 03 03 0.0 0.0|One-off, % of GDP
7.=18 Cikliska % no IKP. 0.4 0.4 04 03 03 0.1 0.1|Cyclical component, % of GDP
8 IKP, faktiskaias cends 28797.6] 28797.6] 306721 30672.1| 324549 32454.9| 34218.4] 34 218.4|GDP, at current prices
B il 62,5 8 44 (@ 1 6,4 ) VAN IR e T el 89068| 89068| 9377.7| 9377.7| 98839| 98839 10048.0| 10048.0|State budget expenditure according to
bilances the balance rule
_ Izv&Ieta stingraka vispargjas valdibas Selected stricktest general government
10.= MAX (11 24) budzeta bilance, % no IKP 08 08 L0 L0 0s 08 04 O4]budget balance, % of GDP
Fiskalas disciplinas likuma (FDL) Fiscal discipline law (FDL)
metodologiia, visparéjas valdibas 08 08 a1 11| 05 05| 04 -0.4| methodology, general government budget
budzeta (nomindl3) bilance, % no IKP (headline) balance, % of GDP
Fiskalas disciplinas likuma 10 pan@ Fiscal discipline law Article 10 medium-
12 noteiktais vidzja termina mérkis, % no 05 05| 05 05| 05 05 05 -0.5|term objective, % of GDP
i e fomaken il Deviation from the objective to increase
3.1.+132 +133. 2‘ ape “‘;,"‘”;“n‘,em“ I;‘P"“ ielinasanat 03 03 X X X X X x| contributions to the second pension pillar,
pensiju liment, % no 56 of GDP
131 Temaksu palielinasana no 2% uz x x x x x x X x| Contribution change from 2% to 4%
Temaksu palielinasana no 4% uz
132, o x X x X x X x x| Contribution change from 4% to 5%
133, ;Z‘“ks“ palielinaana no 5% uz 03 03 x X x X x x| Contribution change from 5% to 6%
‘Atkape no mérka vesclibas apripes Deviation from the objective for the
14, sistemas reformas Tstenosanai, % no 04 04| 05 05 x X x x|nelath care reform, % of GDP
IKP
o I Structural balance according to the Fiscal
15,=12.+13,+ 14. Strukturala bilance atbilstosi Fiskalas 12 BT 10 05 05 05 -0.5discipline law and to the additional
disciplinas likumam un papildu atkipem ol
deviations
VTBIL noteikta visparas valdibas B B B B MTBFL general government structural
. budzeta strukturala bilance, % no IKP. 2 2 0 10 05 05 05 09 balance, % of GDP
. Vispargjas valdibas budzeta faktiska General government actual structural
=22 strukturila bilance, % no IKP X X X X X X X balance, % of GDP
18, Cikliska % no IKP 04 04 04 04 03 03 01 0.1] Cvclical component. % of GDP
19, Cikliski korigeta bilance, % no IKP 08 08| 06 08| 02 02| 04 -0.4|cyclically adjusted balance, % of GDP
20. Vienreiziie pastkumi. % no IKP 0.0 0o 05 05 03 03 0.0 0.0| One-off, % of GDP
VTBIL noteikis vispargjas valdibas MTBFL general goverment headline
21. 08 08 a1 a1l s 05| 04 04
budzeta (nominala) bilance, % no IKP balance, % of GDP
Vispargjas valdibas budzeta faktiska General government actual headline
22. 08 08 a1 a1l s 05| 04 04
(nominala) bilance, % no IKP balance, % of GDP
Stabilitates un izaugsmes pakta (SIP) Stability and growth pact (SGP)
23, metodologija, vispargjas valdibas 09 09 10 o[ 05 05| 05 05| methodology, general government budget
budZeta (nomindld) bilance (headline) balance, % of GDP
Stabilitates un izaugsmes pakia Stabilty and growth pact medium &
24 noteiktais vidgja termina mérkis, % no 1.0 1.0 1.0 1.0 1.0 1.0 10 10| Stability and growth pact medium-term
ke objective, % of GDP
i - o il Deviation from the objective to increase
25.=25.1.+252. +253 ‘2‘ ape “°r”‘°‘ Jema ‘;"P"“ ielinasanal 03 03] X X X X X x| contributions to the second pension pillar,
pensiju Fimer, % no 5% of GDP
2.1 L“az‘“ks“ palielinasana no 2% uz x X x X x X x x| Contribution change from 2% to 4%
2.2 ‘;ﬂz‘“ks“ palielinasana no 4% uz x X x X x X x x| Contribution change from 4% to 5%
253 ]22‘“5“ paliclingsana no 5% uz 03 03 M M M M M x| Contribution change from 5% to 6%
‘Atkape no mérka vesclibas apripes Deviation from the objective for the
2 0.4 04 0.
sistemas reformas Tstenosanai ° ° * X * *|helath care reform, % of GDP.
Strukturala bilance atbilstosi Stabilitates Structural balance according to the
27.=24.+25.+ 26 un izaugsmes paktam un papildu 17 17 15 15 -1.0 -1.0 10 -1.0| Stability and growth pact and to the
atkapem additional deviations
A ) i General government structural balance
2 Visparcjas valdibas budzeta stukiurala 18 18 16 16 M M M x|according to the Stability and growth
bilance atbilstosi SIP, % no IKP
pact, % of GDP
ekl suktortl bifance st Maximum structural balance according to
29 aksimala strukturafa bilance atbiistost 17 1.7 15 15 1.0 -1.0 1.0 -1.0| the Stability and growth pact, % of GDP
SIP, % no IKP
® Cikliska komponente, % no potenciala 08 08 05 s 05 05 05 .5 Cyelial component, 6 of potential GDP
L2743 bilance, % no 09 09 o o s s s 5| Cyelically adjusted balance, % of
potential GDP
2. VienreizZiie pasikumi, % no IKP X X X X X X X x| One-off measures, % of GDP
Vispirgias valdibas budet " General governement headline balance
33 B ot SID. ot “l(l':l‘)“““‘ ) 09 09 10 10 05 05 05 -0.5|according to the Stability and growth
ilance atbilstosi SIP, % no poct, % of GDP
Visp valdibas budZeta bil General rment budget balan
34.=1.+2.43.+4.-8[Ltabula] |atbilstosi stingrakajam fiskalajam 2191 -2191| -2800| 2800 -137.0|  -137.0| -127.27|  -127.3|©eneral government budget balance
o according to the stricktest rule applied
Visparejas valdibas budzeta bilance General government budget balance
35.234./8.% 100 atbilstosi stingrakajam fiskalajam 08 08 09 09 04 04| 04 -0.4according to the stricktest rule applied, %
% no IKP of GDP
Valdibas strukturdla bilance eneral qovemment sructural alan
atbilstosi stingrakajam fiskalajam 3427 -3427| 2379 2379|1241  -a24a| -a7a1|  -a7pq|General government structural balance
. according to the stricktest rule applied
Visparéjas valdibas strukiurala bilance General government structural balance
37.235.-7 atbilstosi stingrakajam fiskalajam 12 12 0.8 0.8 04 04 05 -0.5according to the stricktest rule applied, %

of GDP

Tvots. Finansa mintsiria, Fiskalas disciphinas
padomes aprékini

Source Ty of Finance, Fiscal
Discipline Council calculations
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Tzdevumu pieauguma nosacjums P5.3. tabula
Expenditure rule Table P5.3
(milj. eiro)
(million euro)
No; formula Raditajs 2018 2019 2020 2021 Ttem
SP2018/21 |SP2018/21 |SP2018/21 |SP2018/21 |SP2018/21 |SP2018/21 |SP2018/21 |SP 2018/21
MoF Council MoF Council MoF Council MoF Council
1 IKP. faktiskaias cends 28797.6] 287976  30672.0]  30672.1]  324549] 324549 342184 34 218.4| GDP, nominal prices
2 Vispargjas »eilzjibas kopéjieyd‘evumn. koiigéu 10897.9 10897.9 11 365.9 11 365.9 11 958.8 11 958.8 122065 122065 GG total expenditure, adjusted in accordance
atbilstosi izvéletajam stingrakajam nosacijumam with the stricktest rule applied
21 Procentu maksajumi. DAL 252.2 252.2 2174 2174 3034 303.4 2705 270.5] _Interest expenditure. D.41
; B - Expenditure on EU programmes fully
22. ES programmu izdevumi, kuriem ir atbilstosi ES 4635 4635 485.4 485.4 512.8 512.8 450.0 4590 matched by EU funds revenue (expenditure
fondu fengmuni (izdevumu nosacjums) i)
231 Bruto pamatkapitdla veidosana (BPKV). 1, P.51 9618 9618 L0022 L0022 L0624 o621 11331 11331|  Gross fixed capital formation
(izdevumu (GFCF), t, P.51 rule)
232 BPKV. t-1, P.51 878.2 878.2 9618 961.8 10022 10022 1062.1 10621  GFCF.t1.P51
233 BPKV. t-2, P.51 7163 7163 878.2 878.2 961.8 961.8 10022 10022  GFCF.t2.P.51
234 BPKV. t-3, P.51 78L5 78L5 7163 716.3 878.2 878.2 961.8 961.8]  GFCF.t:3.P.51
3222122231+ | _ B . i i
videjaisfaverage [23.1,, | 12dzindtic kepjic izdevumi (nomindlic) (pirms 100549  100549| 104905| 104905 110565 110566| 113837  113g37|Smoothed total expenditures (TE) (nominal)
bezdarba izmainam) (before non-discretionary change)
232,233,234] "
4.=43.*(41-42) /4N aras bezdarba izmainas 256 256 217 217 306 306 282 -28.2| Non-discretionary chanae in
41 Bezdarba limenis. % 80 80 7.7 7.7 72 7.2 7.0 70 U rate
4.2. Bezdarba limenis. kas neietekmé alzu. % 97 97 9.4 9.4 838 838 84 84|  NAWRU
43. Kongiie bezdarba pabalstu izdevumi 124.6 124.6 129.8 129.8 133.8 133.8 138.8 138.8 Total benefit
5222122231+
idgjais/average [2.3.1., |Izlidzinatic kopgjic izdevumi (nominalic) 100805/ 100805 105182 105182|  11087.2|  11087.2|  114120|  11412.0|Smoothed total expenditures (TE) (nominal)
232,233,234]-4.
6.=6.1.-6.2. Kopi diskrecionaru iepémumu pasakumu un 125 125 932 932 29.0 29.0 28 2.8| Discretionary revenue measures change
vienreizgio pasakumu izmainas
6.1 D: aro ienémumu pasakumu izmainas 153 153 -64.5 -64.5 -65.6 -65.6 28 2.8 Di ionary revenue measures chanae
6.2. Dlskrcclunﬂxjc |r:r_|E‘m\|mL1 ;fue’[kumu izmainas 28 28 1577 1577 946 946 X M Discreationary revenue measures (net negative
(nodok]u reformas negativa efekta izlidzinasana) effect from tax reform)
71.=3-4.6.1. Korigétie (pret diskrecionarajiem pasakumiem) 100652| 100652| 105827| 105827| 111528| 111528|  11409.2|  11409.2|Corrected expenditure aggregate (nominal)
kopgiie izdevumi (nominalic)
Korigtie (kopa pret diskrecionarajiem Corrected expendit e net of
7.2.23-4.6 ai un vienreizgj al 100680| 100680| 104250 104250| 11058.1| 110582 11409.2| 11 409.2|COrrected expenditure aggregate net o
s e e discreationary measures and one-offs (nominal)
kopgic izdevumi (nominalic)
7.3. = gads-pret-gadu / |Nomindlo korigéto kopgjo izdevumu picaugums, 75 75 50 50 63 63 32 32 Net pyblic expenditure annual growth in %
year-to-year % (nominal)
7.4. = gads-pret-gadu / \'ommilo kungfm kopgjo izdevumu, |§skz|||ox 76 76 34 34 51 51 29 29 Net public egpendllure annual growth corrected
year-to-year Vienreize|os pieaugums, % for one-offs in % (nominal)
8. IKP deflators, % , VTBI 2018/20 31 31 3.0 3.0 2.7 27 25 2.5|GDP deflator, %, MTBF 2018/20
9.=(1+7.3./100) /(1. - . , Net public expenditure annual growth in %
. . augums, % 43 43 19 19 35 35 07 07
+ 8/100) ~ 100100 |Relo korigeto izdevumu picaugums. (el
1+7.4.100) / (1. Rséjo korigéto izdevumu, ieskaitot vienreizgjos 43 43 04 04 23 23 04 04 Net public egpendilure annual growth corrected
+8./100) * 100-100 pieaugums, % for one-offs in % (real)
10. = vidgjais/average [t- | Potenciala IKP pieaugums (10 gadu vidgjais), % g " g
s e ] (PMIFDP dati) 30 30 31 31 31 31 31 3.1{10-year average potential GDP growth (t-5, t+4)
Piclaujamais potencialais izdevumu picaugums, Applicable benchmark rate when MS below (or
1 } 37 37 23 23 23 23 31 31
kad ES ir zem (vai virs) VTM above) the MTO
123 [:[(11]1/1 997+ 8 |Novirze, % no kP 0.2 0.2 06 06 00 00 09 0.9|Deviation in % of GDP
—
13.212,+12,, Videja uzkrata divu gadu novirze, % no IKP 17 17 04 04 06 06 09 09 g‘l’;:‘ge two years cumulative deviation in 9 of
Vispargjas valdibas kopgjie izdevumi, pec
14. = Goal seeck 12. = 0 |izdevuma nosacijuma, t.i. ja kopgjo izdevumu 108341 108341 115628 115628 119588 119588 125102| 125103 Sj‘;‘mm expenditures according to expenditure
pieaugums = potencialais izdevumu pieaugums
15, Visparéias valdibas kopéic icnémumi, TR 103209] 103209 110859| 110859 11821.8]  11821.8] 12079.2]  12079.2|GG total revenue
1. x:‘;‘;s“d?f‘“ feg@mumi (naudas plismas 86218 86218 91114 91114 98382 98382 9736.1 9736.1|State budget revenue (cash-flow)
7 Pasvaldibu budZetu bilance 183 183 358 358 303 303 364 -36.4| Local budget balance
No valsts budzeta dalji atvasinato publisko
18 personu un budzeta nefinansétu budzeta iestizu 212 212 01 01 121 121 -16.0 -16.0 Derived public persons budget balance
budzetu bilance
19 EKS korekciias 63.0 63.0 49 49 639 639 236.9 236.9|ESA
ig :1186 -1(;5 -14)) - Vals(s_lbudie(: izdevumi atbilstosi izdevuma 91919 91919 95576 95576 9868.8 9868.9 103517 103517 State bydgetrejsendlture according to the

Ivots: Finansu niinisirija, Fiskalas
disciplinas padomes aprékini

Source: Ministry of Finance, Fiscal DIscipine
Council calculations
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Parmantojamibas nosacfjums P5.4. tabula
Continuity principle Table P5.4
(milj. eiro)

(million euro)
No; formula Raditajs 2019 2020
SP 2018/21 SP 2018/21 SP 2018/21 SP 2018/21
MoF Council MoF Council
oL Ko.rigétieimaksiméli piela:ujamii: Va!sts .bm%%im iz{evumi 7895.2 7895.2 8327.9 8327.9 Adjusted maximum permissible state budget expenditure (Draft
(Vispargjas valdibas budzeta plans iepriek$€ja gada) budgetary plan of previous year)
02.=1.+2.+3.+4.+5. |korigéto maksimali pielaujamo valsts budzeta izdevumu 50 50 73 73 adjustments of maximum permissible state budget expenditure
+6.+7.+8.+9.10. korekcijas saskana ar FDL 5.pantu, t. ) ) ) " |according to the FDL Article 5, incl.:
1.=11. +1.2.+1.3. + 1.4.|1) pamatbudZeta izdevumos sakara ar aktualakam valsts socialo 05 05 05 o 1) state budget expenditure due to more actual forecasts in
+15. pabalstu un pensiju ju kontingenta prog ) ) ) "~ | contingent receiving state social allowances and pensions;
11, Labklajibas ministrijas pamatbudZeta programma 20.01.00 00 00 00 00 20.01.00 Programme of the Ministry of Welfare basic
"Valsts socialie pabalsti" | | | | budget "State Social Benefits"
12 Labklajibas ministrijas pamatbudZeta programma 20.02.00 20.02.00 Programme of the Ministry of Welfare basic
2. I s 0.0 0.0 0.0 0.0 " o
I1zdienas pensijas’ budget "Work pensions’
13 Labklajibas ministrijas budZeta apakSprogramma 20.03.00 20.03.00 Programme of the Ministry of Welfare basic
3. ) ) oee e - 0.0 0.0) 0.0 0.0 . S -
"Piemaksas pie vecuma un lid i budget "Supplement to the old age and disability pensions
Labklajibas ministrijas budZeta apaksprogramma 20.04.00 20.04.00 Programme of the Ministry of Welfare basic
14. "Bégla un alternativo statusu ieguvuso personu pabalsti un 0.0 0.0) 0.0 0.0 budget "Benefits and other support measures for refugees
citi atbalsta pasakumi” and persons with an alternative status”
15 Aizsardzibas ministrijas pamatbudZeta programma 31.00.00. 31.00.00 Programme of the Ministry of Defence basic
2. o s 0.5 0.5 0.5 0.5 [ N "
"Militarpersonu pensiju fonds" budget "Military pension fund
2) specidla budzeta izdevumos sakara ar aktualakam socialas 2) state social security budget expenditure due to more actual
2.=21.+22.+2.3. + 2.4.|apdro§ pakalpojumu &ju kontingenta, ka arT pensiju 221 -22.1] -13.4 -13.4|forecasts in contingent receiving social security services, so as
un pabalstu vidgja apm@ra prognozem; forecasts of average amount of pensions and allowances;
21 Labklajibas ministrijas speciala budzeta programma 98 98 101 101 04.01.00 Programme of the Ministry of Welfare special
04.01.00 "Valsts pensiju specialais budZets" ) ) ) ) budget "State pensions"
20 Labklajibas ministrijas speciala budzeta programma 31 31l 32 32 04.02.00 Programme of the Ministry of Welfare special
04.02.00 "Nodarbinatibas specialais budzets" ) ) ) ) budget "Employment”
23 Labklajibas ministrijas speciala budzeta programma 00 00 00 00 04.03.00 Programme of the Ministry of Welfare special
04.03.00 "Darba dij ialais budzets" ) ) | | budget "Occupational accidents”
Labklajibas ministrijas speciala budzeta programma 04.04.00 Programme of the Ministry of Welfare special
24. 04.04.00 "Invaliditates, maternitates un slimibas specialais -9.3 -9.3 -0.1 -0.1 budget “Disability, maternity, and sickness"
budzets"
. L B . . 3) expenditure, which results from change in forecasted revenues
3) izdevumos, kuri izriet no prognozéto maksas pakalpojumu un citu from paid services and other self-earned revenues as well as fixed
3. padu iendmumu .lzmau]am: ka art r?o kartgja gad.a sakuma fiksétas 85 8.5 8.4 8. sum of remaining revenues from paid services and other self-earned
maksas pakalpojumu un citu pasu iengmumu atlikuma summas; revenues at the beginning of current year;
5 5) to izdevumu palielinasana, kuri nepieciesami, lai izpilditu 5) increase of expenditure necessary for execution of verdicts of
. cvme : ° | 0 0 0 : . = :
starptautisko tiesu un Satversmes tiesas spriedumus; international courts and Constitutional court;
6) izdevumos saistiba ar Eiropas Savienibas politiku instrumentu un 6) expenditure in relation with projects and measures financed from
6. pargjas arvalstu finansu palidzibas Ilidzeklu finansétiem projektiem 176 17.6 -5.0 -5.0|European Union policy instruments and other foreign financial
un pasakumiem; assistance programmes;
8 8) kartgjos maksajumos Eiropas Savienibas budZeta un 8) regular payments in the budget of the European Union and for
3 - . 0.5 0.5) 2.2 2.2, . L
starptautiskai sadarbibai; international co-operation;
Expenditure of European Union structural funds, Cohesion fund,
11 Faktiskie ES fondu izdevumi pozicijas, kas paklaujas izlidzinasanai 12206 1220.6 1306.8 1 306.8{Common Agricultural Policy and Common Fisheries Policy as
subject to the smoothing mechanism
Valsts parada vadibas izdevumi pozicijas, kas paklaujas Government debt service expenditure, what is in the Treasury's
12 iledzi:'aéanai " ! " ! 2399 2399 274.9 274.9 competence as subject to the smoothing mechanism
18, =04, & 02, & i, 4 sy VR O ZthiEH I Aun st 9360.7 93607 9902.3 9.902.3|State budget expenditure according to the continuity rule

Avots: Finansu ministrija, Fiskalds
disciplinas padomes aprekini

Source: Ministry of Finance, Fiscal Discipline Council calculations
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Strukturalas bilances Iimenis un vidgja termina merkis[! P5.5.tabula
Structural balance level and medium-term objective Table P5.5

(% no IKP, faktiskajas cends)
(% of GFP, current prices)

No; formula Raditajs 2018 2019 2020 2021 Item
1. Fiskalas disciplinas likuma 10.pants -0.5 -0.5 -0.5 -0.5|Atrticle 10 Fiscal discipline law
Minimala planojama vispargjas Minimum planned structural general
2. N 1 -1.2 -0.8 -0.4 -0.
valdibas budzeta strukturala bilance government budget
Avots: Finansu ministrija, Fiskalas Source: Ministry of Finance, Fiscal
disciplinas padomes aprekini Discipline Council calculations
0.0 0.0
2018 2019 2020 2021 2018 2019 2020 2021
-0.5 -0.5
-1.0 -1.0
-1.5 -15
——FDL noteiktais -0,5% —— Article 10 FDL, -0.5%
BudZeta likuma noteiktas strukturalas bilances ——— Minimum planned structural general government budget

(prognozes) balance (forecast)
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Parmainas starp SP 2018./21. un SP 2017./20
2017 2018 2019 2020 08

Strukturala 0.0 -0.4 0.2 0.1 0.6
Cikliska ko 0.3 0.3 0.1 -0.1 04
Nodoklu re 0.0 0.7 0.0 0.0

0.2

o = I. »
SP 2017./20. 2017 018 2019 2020
Strukturala 0.7 -1.0 -1.0 -0.5 02
Cikliska ko -0.1 0.1 0.3 0.3 -0.4
Valdibas diskrecionari -0.7 -0.5 -0.3 06

W Strukturala bilance
Cikliska komponente
Nodoklu reformas ietekme

SP 2018./21.
Strukturala -0.7 -14 -0.8 -04 -0.5
Cikliska ko 0.2 0.4 0.4 0.2 0.1 08
Valdibas diskrecionari 0 -0.5 -0.3 06

0.4

0.2

- I. »

2017 I018 2019 2020

-0.2

-0.4

-0.6

m Structural balance Cyclical component

Tax reform
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Valsts budZeta izdevumi, atbilstosi izvélétajam stingrakajam nosacijumam State budget expenditure according to the stricktest rule applied
2018 2019 2020 2018 2019 2020
FM 8907 9361 10048 MoF 8907 9361 10 048
Padome 8907 9361 10048 Council 8907 9361 10 048
10200 10200
10 000 > 10 000 >
9 800 % 9800 %
9 600 § 9 600 \
9 400 \ 9 400 \
iy )
9200 % § 9200 ‘\\ \
9000 i \ § 9000 \ \
8800 ﬁ \ \ 8800 % \ \
8600 \ \ § 8600 \ \ \
8400 \ \ \ 8400 \ \
. N N N . N N N
2018 2019 2020 2018 2019 2020

BFM « Padome ® MoF Council
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