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I. Introduction
Sustainability of public finances has a major role in economic growth in the long run. Sustainable public finances imply stable and predictable fiscal policy, as well as government solvency. This, in turn, allows attracting financial resources, including investments.
The main purpose of this paper is to examine theoretical framework of fiscal sustainability, analyze assessment methods and determine methods, which can be used in Latvia’s case. 
II. Theoretical framework
Scientific literature offers various definitions on sustainability of public finances with one common feature: government debt, which can be thought as a central indicator in assessment of sustainability of public finances.
Theoretically significant concept is intertemporal budget constraint, on which theoretical framework of sustainability of public finances is built. According to intertemporal budget constraint public finances are sustainable, when present value of future primary surpluses is equal or greater than the present level of government debt. 

However, government debt is not the only major risk affecting sustainability of public finances. Other considerable risks are population ageing, public sector guarantees, government insurance schemes, need for financial sector bailout, natural disasters, need for military financing, etc. These risks can be divided in explicit and implicit government liabilities.

When assessing sustainability of public finances government debt and long term changes in age-related public expenditure usually are considered.
III. Assessment methods
There are various methods developed to asses public finance sustainability (sustainability indicators, inter-temporal net worth, generational accounting etc.). In some cases the assessment is based on econometric models. The sustainability indicators are being considered as the most broadly used method in sustainability assessment. Assessment methods can be divided into cash flow principle methods and stock principle methods. Both types of methods are complementary and should be used simultaneously.
Cash flow principle methods are based on such indicators as revenue, expenditure and financial budget balance, all indicating changes over certain period of time. This method is used by European Commission and governments. European Commission bases its assessment primarily on cash flow principle method using sustainability indicators S1 and S2. These indicators include government debt level, primary structural budget balance and long term changes in age-related public expenditure. Long term age-related public expenditure projections cover expenditure on pensions, health care, long term care, education and unemployment benefits. Budgetary projections are based on long term demographic scenario provided by Eurostat and long term macroeconomic scenario provided by Ageing Working Group. Long term projections cover time period of next 50 years.
Stock principle methods are based on such indicators as assets, debt and other liabilities, all indicating stock at a certain time. International Monetary Fund has developed intertemporal net worth method, which is primarily based on stock indicators. 
Assessment of sustainability of public finances faces many challenges. Main challenging task is to produce reliable long term projections of different indicators. This is linked with uncertainties, because projections are made very far in the future, usually for next 30 or 50 years. Same, risks appear when determining debt target. There is no clarity on what level of government debt is sustainable. For EU-27 countries Maastricht criteria for government debt is set at 60% of GDP. However, taking into consideration differences in size and structure of EU-27 economies, one cannot conclude that this is the most optimal debt level for each member state. 
IV. Application of methods in case of Latvia
In response to fiscal sustainability problems due to population ageing and debt crisis in the euro area in recent years more attention is being paid on strengthening of public finance sustainability analysis. Not only international financial organizations make regular sustainability analysis for individual countries but also those countries try to make own assessment and to build national fiscal sustainability models (e.g. pension models).
Now, for Latvia, as well as for other EU-27 member states, assessment of sustainability of public finances is made by European Commission once in every three years. Latvia participates in preparation of European Commission’s assessment by providing relevant data and long term projections for public expenditure on pensions. The EC uses unified approach for assessment of all member states, including assumption of convergence in long term projections as well as common projection methodologies.

However, independently sustainability of public finances in Latvia is not being assessed. Applying methods of sustainability indicators and inter-temporal net worth could be a good starting point for first approximation in national assessment. Main strengths of the methods are simplicity to use and results can be easy communicated to policy makers.
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