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Budgetary Governance in Practice: Latvia 

Economic context 

Economic growth in Latvia is projected to remain strong and broad-based. Exports are 

strengthening as prospects in EU countries and Russia are improving. Stronger exports and 

EU structural fund transfers are boosting investment. High wage growth will underpin 

household consumption. Unemployment is projected to fall only gradually due to skill and 

regional mismatches between workers and jobs. The current account deficit is projected to 

increase as strong domestic demand boosts imports. 

Fiscal policy plans 

The fiscal policy strategy is based on a balanced budget during the economic cycle or 

general government structural budget deficit in the long term (MTO) shall not exceed 0.5% 

of GDP. It also entails the objective to achieve a sustainable economic breakthrough of the 

country - to provide a contribution through the fiscal policy measures for potential growth 

to increase from 3% to 5% of GDP by implementing tax reform measures. The fiscal 

objectives have been set to maintain the general government structural budget balance at -

1.2% of GDP in 2018, -0.6% of GDP in 2019, and -0.4% of GDP in 2020. 

 
  

A: Fiscal Balance and Public Debt B: Fiscal Policy Plans

C: Public Investment D: Expenditure by function (2016)

Source : OECD National Accounts Statistics (database).

Note: The graph is referring to government investment as a 

percentage of GDP and as a share of total government 

expenditures.

Source:  OECD National Accounts Statistics (database); Eurostat 

Government finance statistics (database).

Note : The graph is referring to general government fiscal balance 

and general government gross debt as defined in the OECD 

National Accounts Statistics.

Note : The graph is referring to Fiscal Policy Plans that are 

implemented and/or officially announced as of November 2017 

and as indicated by the country. Actual results in graph A may 

differ as the Fiscal Policy Plans are prepared by the country 

beforehand and as the Debt and Balance Plan reported by the 

country are based on the country’s own definition;Data are 

referring to general government. 

Source: OECD National Accounts Statistics (database); 

Eurostat Government finance statistics (database).

Source: 2018 OECD Fiscal Plans and Budgeting Framework 
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Developments in budgetary governance   

Latvia modernised its budgetary processes in advance of its membership of the euro area 

in 2014 and accession to the OECD in 2016, with a comprehensive range of reforms 

including fiscal rules, medium-term budgeting and an innovative approach to identifying 

and managing fiscal risk.  

More recently, Latvia has focused on linking strategic planning documents with budgetary 

resources. The model of spending reviews introduced in 2016 aims to strengthen the 

resource re-allocation focus within the annual budgetary calendar: the spending reviews 

are given a statutory grounding in each spring semester, and lead to a dialogue with line 

ministries using available performance and evaluative indicators.  

Latvia’s strong tradition of open government is reflected in its approach to budget 

transparency which includes active budget communication, use of social media and data 

visualisation tools; as well as (since 2016) “scorecards” showing the link between resources 

and policy goals.  

 

 
 

Central Budget Authority 

Ministry of Finance. 

 

Weblink: www.fm.gov.lv 

Legal Framework 

The Constitution sets out basic requirements for 
parliamentary authorisation of the budget, based upon a 
proposal of the cabinet. The Law on Budget and Financial 
Management assigns the Minister for Finance the 
responsibility for bringing forward the annual package of 
budget bills, i.e. the Draft Medium Term Budget 
Framework Law and the Draft Annual State Budget Law. 
The Law on Fiscal Discipline (2013) provides for the 
implementation of EU fiscal rules, and includes provisions 
for taking account of fiscal risks.  

 
 

Budget coverage 

The executive’s budget covers budgetary central government, i.e. the 
ministries and agencies. According to the conditions of the Law on Local 
government budgets and the Law on Budget and Financial Management, 
local governments approve their budgets. State institutions do not 
interfere in the process of local government budget drafting and 
execution. Main sources of revenues are personal income tax revenues, 
real estate tax (aprox. 64% in 2017) and other transfers including EU 
funds (aprox. 27% in 2017). 

Budget cycle 

Pre-budget statement end-April 

Budget circular mid-August 

Negotiations with line 

 ministries 

September 

Executive budget proposal mid-October  

Parliamentary vote on budget December 

 Start of financial year   1 January 

In-year budget execution reports monthly 

Mid-year implementation report  n/a 

 End of financial year   31 December  

Year-end financial statement July 

Audited financial report  September 

Parliamentary accounting  October 

 

  

http://www.fm.gov.lv/
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Latvia’s application of OECD budget principles “at a glance” 

 

1. Fiscal policy 

objectives 

The Law on Fiscal Discipline implements EU fiscal rules at the national level. This includes the medium-
term objective of a balanced budget, debt limits and an expenditure growth rule.  

2a. Strategic alignment  The Medium-Term Budget Framework Law (see below) takes account of national planning documents. 
There is no other particular mechanism for aligning political priorities and goals, decided by coalition 
partners in government, with medium-term resource allocation.  

2b. MTEF  The annual Medium-Term Budget Framework Law provides for three-year rolling ceilings, which 
are compatible with the fiscal limits; the focus on the incoming year, and ‘inheritance’ of the other 
ceilings from year to year, are intended to give the framework a more binding character.   

3. Capital and 

 infrastructure  

n/a 

4. Transparency and 

 accessibility 

High transparency: 6 of 7 core budget reports published (no mid-year report); 7 of 9 additional reports 
published (no pre-execution cash-flow profiles, no pre-election report). Citizen’s guides are not 
presented, but transparency is helped via an interactive budget tool and data visualisation.  

5a. Parliamentary engagement The parliament (Saeima) has strong constitutional authority to decide the budget, and its approval is 
sought for the pre-budget fiscal position as well as the budget proposal. The practice of setting aside a 
contingency reserve within the budget proposal to respond to small allocation requests from deputies 
(so-called “deputy quotas”) has been phased out, in order to promote more coherent and transparent 
approaches in resource allocation.  

5b. Inclusive public / civic debate No particular mechanisms for engaging with citizen or civil society groups or for involving marginalised 
groups within the budget cycle.  

6. Financial reporting and 
accounting  

Cash basis for both budgeting and budget execution, accrual basis for financial reporting and accounting. 

7. Budget execution The single treasury fund is used for all public expenditures and revenues, and execution is reported upon 
monthly. 

8a. Performance budgeting Well-developed system of performance information including “scorecards” making explicit the link 
between resources and policy goals. 

8b. Evaluation and VFM Spending reviews are now integrated within the resource-allocation considerations as part of the 
annual budget cycle.  

9. Fiscal risk and long-term 
sustainability 

A Declaration of Fiscal Risks is annexed to the Medium-Term Budget Framework Law, based 
upon a fiscal risks register maintained by the Ministry of Finance in liaison with line ministries. A 
fiscal safety reserve (at least 0.1% of GDP) is calculated based upon the profile of risks. 

10. Quality assurance and audit An independent Fiscal Discipline Council monitors compliance with the Fiscal Discipline Law, and gives 
an opinion on the adequacy of the fiscal safety reserve; and reports annually to the Saeima.  

The State Audit Office is active in providing independent review not just of compliance and probity, and 
also but of the quality of the systems in place for planning, performance and budgetary governance more 
broadly. 

Note: Rows in bold represent notable international practice. 

  




