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Economic crisis — basic facts
Global financial crisis and economic recession starting —
2007/2008
GDP decrease — 2008 total — 4,6%, IV Quarter 2008 — 10,3%
Inflation 2008 — 17,9%

June 2009 - 3,4 %
Unemployment May 2008 — 4,8%, June 2009 - 17,2 %
Salary decrease — January 2009 - 6,2%

In November 2008, the Cabinet of Ministers decided on the take-
over of JSC Parex banka (loans from syndicated lenders)

Since the takeover of Parex, the State Treasury deposited a total
of 837.3 million lats in term deposits with Parex. Total contractual
loan - 1 billion 17 million lats

| Decreasing credit rates of the Republic of Latvia make
inflows of international capital more difficult.
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Factors increasing risks

Economic structure dominated by services

Lack of confidence to public power, weak coalitions and
governments, incapability of decision making;

Conflicting interest groups, lack of consensus in society
Permanent rumors on devaluation of currency
Deep tradition of shadow economy — up to 25%(2004)

Economic behavior:
reduction of private consumption
lack of trust and confidence
conversion of private deposits to EUR
emigration
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Gross domestic product growth,
constant prices, nsa, %

* Credit growth rate slow-down;

* Construction output slow-down;
100 1 | Consumer confidence decrease: /
*Increase of the saving rate;

* “Parex” bank melt-down.

» Worsening external environment

* Credit growth rate slow-down,

* Consumer confidence dzcrease;

* Fiscal consolidation measures:

* Weak mnternal and external demand;
* A non-favorable situation mn labor
market.
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Consumer price index and registered
unemployment rate, %
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International donors assistance

| The European Commission - 1 billion EUR
February 25, 20009.

I In June, 2009 - second transh in amount of 1.2
billion EUR (August).

| IMF- 1,7 billion EUR
I World Bank — 400 mill. EUR

] 1.8 billion EUR — bilateral assistance from
Estonia, Sweeden, Denmark, Finland, Norway,
Czech Republik, Poland




Purpose of the loans

I 900 mill. Ls - refinansing of public debt,

I 4,7 billions for supporting businesses, export
guarantees




Conditionalities (altogether 180 tasks):

Stabilisation of the financial system;
Balanced public budget

to cut average compensation (wages and bonuses) in the entire
public sector by an additional 15 % in 2009 (relative to the
originally adopted budget), with further reductions in 2010-2011.

| Introduce a 10 % tax rate on all capital income (interest,
dividends, royalties, rental income, realized nominal capital gains
on shares, realized nominal capital gains on immovable property)

I Increase non-tax revenues. User fees will be increased. Dividend
pay-out rates by state owned companies will rise from 27-35 % at
present to 50 %;

| Budget deficit tending to 2,9% in 2011
| Increase VAT rate from 18% to 21%

Structural comprehensive reforms of the education, civil service,
state administration and the healthcare systems, these could
eventually deliver annual savings of about 2 % of GDP.
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Public administration

I Guidelines for Development of the Public
Administration Policy for 2008 -2013

~Y

R BETTER GOVERNANCE:
ADMINISTRATION QUALITY AND
EFFI CI ENCYO accepted 1in

New salary system in force since July
2007;

Public administration is the main target
for reducing budget expenditures;

Policies of promotion of economic

growth and increase of budget revenues
are uncertain and unpredictable.




Tasks in Public administrattion reform

Action plan for the implementation of the Programme for
restoration of growth of Latvia and stabilisation of Latvian
economy

1. The reform of remuneration system

To ensure further development of remuneration system for people working for
Public administration; to ensure implementation of equal principles in planning
and determining salaries; to simplify the system of determining remuneration,
supported by strong principles, including revision of mechanisms for
determining remuneration in national economy

2. A new evaluation system

Implementation of a united system of planning and management of human
resources in Public administration; development and implementation of a
uniform evaluation system based on the competencies approach

3. Public administration Optimisation plan

The State Chancellery, using the technical support of the World Bank, is
preparing a plan of actions for optimisation of the Public administration system
and Civil service.

4. Acquiring EU Structural funds (without delay)

Law on the State Budget for 2009 provides sufficient resources for the planned
programmes of ESF. Until the end of 2009 Latvia should be capable of showing
effective use of resources amounting in approximately 60 million EUR from the
European Social Fund, 170 million EUR from the Cohesion Fund and 270 million
EUR from the European Regional Development Fund
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Optimisation plan of public
administration — June 2009 (1)

| Small administration:
Define principles of the structure of institutions
Revision of model of financing for public agencies;
Revision of supervision and regulation of state owned
companies;
centralisation of the management of the state owned real
estate;
centralisation of support service functions;

optimisation of administration procedures (IT tools and
systems);

functional audits.
| Professional administration:
Unified Law on public sector salaries;

New approach to civil service - simplification;
Audit of the management function of the administration;

'''''''''''

RPN
VALSTS 1
KANCELEJA



Optimisation plan of public administration (2)

| Orientation to clients:
optimisation of the regional structure of central institutions;

reduction of administrative burden particularly in regulation
transposed from EU;

focus on impact assessment of administrative burden;
further development of quality management systems.

| Transparency, orientation to society:
publication of all expenditures of public institutions on web
pages;
revision of the system of internal audit;

economy - further reduction of expenditures for
communication, transport, phones e.t.c.;
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Structural reforms

Centralisation of human resources management,
internal  audit, accountancy functions for
subordinate institutions in central apparatus .

Perspective of creating of service centre serving all
ministries and regional institutions

Simplification of the structure of ministries — larger
unites, reduction of managemet levels and staff;

Merging of subordinate institutions
Delegation of functions to NGOs
Delegation of functions to universities
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Cuttings in public administration 2008

February 71 reduc tion of all long term vacancies in the public administration
institutions

September 1 reduc tion of public expenditures by 10,67% and number of public
employees positions by 10% to compare with 1st January 2008 (till the 31st
December 2008 i not less than 5% and till the 30th June 2009 i other 5%);

November - the Cabinet of Ministers, looking through submitted proposals for the
second reading of the Draft Law AOn State Bud:¢
Ministries and other central public administration institutions to reduce the total

expenses for reward by 5% and the expenses for goods and services by 3%;

12th December-Par | i ament accepts Law fAAbout the Sal
Governments I nstitutions Employees in 20090: ¢
reduced at | east per 15% compared to the planr
2009 0; bonuses, money gifts, | eave baboliehed it , m
child -birth benefit and benefit in case of death of family member is limited;

additional payment for additional work is limited; the salary can not be reduced i f

it is less than 2 minimal salaries;

29th December - itis stated to reduce the salary by 15% in state companies
compared to the salary in 2008 (except medical institutions); in 2009 10% of
mi ni stryés expenses have to be saved as financ¢

basic budget in the 1st quarter 2009 can not exceed 21% of the total amount of
year expenses,; expenses of ministryds speci al
the 1st quarter 2009 can not exceed 25% of the total amount of year expenses;

expenses for salary have to be reduced at least by15% compared to the planned in
Law AOn State Budget 20090.
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Cuttings in public administration 200 9

I June, 2009 - decision of the government to reduce salaries by
20% in public administration institutions (including independent
bodies, like the State Audit Office) and State Chancellery has to
submit proposals to the government about the cuts of the number
of employees on 30% of central apparatus of line ministries,
number of agencies has to be reduced by 50%).

| Reduction of staff in central aparatus of ministries by 30,37 %,
in comparison to 01.07.2008. From 4232 employees to 2987
employees (1245 employees).

I Reduction of number of positions in central apparatus of ministries
by 29,41 % (1145 positions).

| Implementation — generaly till 01.09.2009. In some special cases
till 01.01.2010. (International agreements, liabilities)
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Cuttings in central apparatus of ministries (July 14,

2009) in %
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Budget expenditure for general government
services (% of GDP)

4,83%

Budget expenditure for general government services (% of GDP)
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May 2009

ivil servants
9873
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Amount of Public sector employees

125 130;
51%

10457; 4%

Amount of

loyees
4971; 2%

104887;
43%

State Civil Service
Specialized Civil Service

Employees in Public
Sector

Employees of Local
Governments

J I

Public sector = direct public administration institutions (including the Police, State Fire Rescue

Service, Border Guards, institutions of professional education, social care centres),
independent Public administration institutions and state entities.

Employees in Public sector total (workers and civil servants): 120 315 (CSB, year 2008.1I1I)

Number of Civil servants: VCP, year 2008 October 31.

Specialised Civil service — State Revenue Service, State Forensic Science Bureau, diplomatic

and consular service

Employees financed by local
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Employees in state budget sector and estimated changes in 2009.
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Summary of civil servants, officials and public sector employees cut-downs

in 2008./2009., within sectors
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Savings in state budget

29,06 million LVL,
except allowances and

reduction of 17,2 millions LVL.
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Changes of average remuneration within central institutions (ministries) (LVL)
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Person, who drives cars,

necessary, packages

of Lawyer, who deals with legal
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(institution operations
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for communication and PR
within institution
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| essons learned

Practicalities

| Overcome the crisis first of all, is a political task T policy makers
can advise but do not take decisions in place of politicians;

| Without intervention and political will, the process tends to go to
frustration and chaos;

| Statistics of public administration matter;
| Administrative religions still shall be critically verified

In principal
Il Role of the state regulation ver
hand shall be revised T increasing role of state;

| Mechanisms of participatory democracy forming political level of
administration requests revision;

| There shall be more serious discussion on values as the basis for
social agreement 1 rehabilitation of solidarity, social justice,
contentment (modesty) versus consumer society .
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Thank you for attention!
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