
110 

 

Научные публикации 

Dvorak, Jaroslav / Review of the book by Anders Aslund 

and Valdis Dombrovskis 

HOW LATVIA CAME THROUGH THE FINANCIAL CRISIS 

Peterson Institute for International Economics, 2011. 200 pp. 
 

UDQ 336:338.124.4(474.3) 

 

Getting out of the clutches of the financial crisis in the Baltic states 

encouraged discussions who should receive the merits. The Prime Minister 

of Latvia V. Dombrovskis and A. Aslund from Peterson institute overtook 

the Prime Minister of Lithuania and wrote the book How Latvia Came 

through the Financial Crisis. Apparently, it is important to know how to 

act under the conditions of the crisis. However, the wisest book would be 

about Estonia, which showed what it is necessary to do in order to get out 

of the crisis.  

The book provides information on economical, political and social 

achievements and failures during two decades of Latvian independence in 

a precise and systematized way. The passages comparing three Baltic tig-

ers are incorporated. Estonia is presented as a benchmark case. Latvia con-

stantly face economical difficulties (the bank crisis of 1995, Russian fi-

nancial crisis of 1999, the world financial crisis of 2008). Between 1991 

and 1993 GDP decreased 56 % , then between 2008–2010 decreased 25 %. 

The increase of GDP by 33 % was fixed between 2000–2007. A deeper 

analysis of previous events is not elaborated, as the book restricts itself 

with the development of standard and systematic facts. One chapter is 

called “Radical movement to the normal market economics”; however, 

while analyzing page 12, Picture 1.2 GDP increase in 1991–2012, a ques-

tion arises: “Is this economy really normal?” The data analysis provide 

proof for an external observer who is unrelated to the Baltic states: a con-

stant economic experiment takes place in Latvia, during which people 

lived satisfactorily only eight years (2000–2007).  

The authors attempt to understand the reasons of the economic boom 

of 2004–2007. Unexpectedly, the responsibility for the boom is ascribed to 

the membership of Latvia in the European Union (EU). After accession, 

the economy of the country started to receive capital flow from EU funds 
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that substituted lack in net inflow of foreign direct investments to the 

country [1]. During the period of 2000–2006, annual credit growth in-

creased from 37 % to 64 %. The authors explain the role of Swedish banks 

in the Latvian banking sector, because according to them the activities of 

the whole banking market depend on such enterprise. Big banks act inside 

the political process, set standards, create private regulation systems and 

consult the governments. In September 2008 Sweden governed only 55 % 

of banking sector assets in Latvia, which is not much compared to Lithua-

nia, where Sweden dominates with 75 % of banking sector assets. Many 

graphical pictures are provided; however, they lack interesting and original 

interpretations of the data. A standard point of view dominates: salaries of 

the staff were increasing because after entering the EU thus emigration 

started; inflation started because of massive internal credit expansion; neg-

ative trade balance increased; a small budget deficit was planned; howev-

er, it was constantly increasing because of growth.  

The analysis of the events shows that small anti-crisis steps were 

made. In 2007 an anti-inflation plan and regulation policy of commercial 

banks were prepared. The factors, which influenced the financial crisis, 

become clearer: stricter credit policy of the Swedish SEB bank; bankruptcy 

of the Lehman Brothers bank; bankruptcy of the Latvian Parex bank; inac-

cessibility of international financial networks for the government. The 

book consistently describes the preparation of the financial plan. The au-

thors note that in addition to official propaganda, a negative and falsified 

one was maintained that Latvia is doomed as Iceland was, the book does 

not provide any evidence which deny this statement.  

Useful lessons can be learnt in the appeal of Latvia to International 

Monetary Fund (IMF). The facts emphasize that the IMF did not have in-

novative methods of dealing with the crisis in Latvia and expected to apply 

the scenario of Argentina. The situation described by the authors depicts 

Latvia as having experienced a nine-degree earthquake which destroyed 

the main financial infrastructure. Expenses of the public sector were de-

creased in 25 % <…>, the salaries in 25 % <…>, pensions were frozen 

<…>, the flow of international capital stopped <…>, the future forecasts 

are impossible <…>. 

Another part of the book discusses the question whether Latvia had 

to devaluate lats. Eleven arguments are provided against devaluation, 

which can be subdivided into having internal and international outcomes. 

While providing arguments for devaluation, the positions of foreign eco-
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nomists are included. The authors found that the dominant consensus 

among foreign economists was that Latvia was forecasted to be fated with 

the same destiny as Argentina. It is no accident that the discussion compar-

ing Latvia to Argentina is included. In the cases where the economies of 

Latvia and Argentina are compared, the information is objective; but the 

political dimensions of the crisis are handled in a less objective way by the 

authors.  

Argentina’s political policy towards the economic crisis is described 

as populistic and its level of regional development as low, while the au-

thors regard the political decisions made by the Latvian government during 

the economic crisis as measured and reasonable and the only way out of 

the economic crisis. While analyzing the environment of the political cri-

sis, the agony of J. Godmanis’s government is described. Judging on the 

reflection of the Danske bank analyst L. Christensen, Dombrovskis expli-

cates himself as a classical liberal and fiscal conservative politician (p. 67). 

The justification of values can be found on page 71, where it is claimed 

that the government of Dombrovskis differs from others in two aspects: 

the policy has to be equitable and explained for the people; attention for 

the budget policy. Author explains the reasons of the planned and made 

decisions writing from his point of view and answers the question whether 

he had any other alternatives.  

According to the authors, the healing of the Latvian economy started 

in 2010. The election of Seimas analysis influences exhaustive details, and 

the positions of the main political forces are provided, which are subdi-

vided into populistic ones and “the right way”. The improved relationship 

with Russia is viewed as one of economical achievements. The explana-

tion of the return of economic rise is that the crisis in Latvia was purely fi-

nancial, which affected internal demand. According to the authors, exter-

nal demand was not decreased.  

Economic growth is explicated by the recovery of export and suc-

cessful budget cut in 2009. It is maintained that democracy works this 

way. It is better to cut public expenses, from which the welfare of thou-

sands of citizens depends, rather than to raise taxes for Latvian oligarchs. 

Although, capitalism need more goods and more consumers. Neo-

corporate relationships are dominant in small economies, which are strong-

ly dependent on trade abroad. 

Strangely, only in the last part the exceptionality of the Latvian case 

is revealed and it is emphasized that this is a state of the transitive period, 
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and in the analysis it is early to talk about the existence of a certain eco-

nomical theory, as everything is being formed. The authors provide nine 

lessons for the world from the Latvian financial crisis, which are analysed 

in this book. Despite earlier praises, it is accepted that “devaluation was 

never necessary or inevitable and hardly useful because it would not have 

solved Latvia’s problems”. It becomes clear from the last paragraphs that 

the main prize for the Latvian economy will be the introduction of euro.  

 

 

 


