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Abstract. Economic growth in a region affects the demand for labour, including qualified labour. The research
analysed changes in the supply of qualified labour and jobs in Latvia. The research revealed that: 1) the supply
of jobs by employers increased in the period 2010-2016; 2) the number of vacant jobs also increased in the
same period. The research showed that there was a surplus of qualified labour in the national economy of
Latvia at the existing output level and supply of jobs. A strong positive correlation was identified between the
number of vacant jobs and net earnings (r=0.80). The number of vacant jobs in the period 2010-2016 changed
according to a linear trend (R2= 0.86).
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Introduction

The goal of regional policies is to promote balanced and sustainable development of the regions,
taking into consideration all the territorial differences and limited opportunities (NDP, 2012). The
supply of jobs in the regions by economic sectors as well as the market demand for occupations
change dynamically. The economy of Latvia faces considerable problems in its labour market,
which is confirmed by a study by the World Economic Forum (World Economic Forum, 2017).

Research aim: to analyse the aspects of labour supply in Latvia. Research tasks: 1) to
examine theoretical findings on labour supply problems and the role of labour supply in the
economy and society; 2) to analyse the aspects of labour supply in Latvia in the context of changes

in the number of qualified labour and the earnings level.

Research methods:

The research employed qualitative methods for theoretical literature review, while numerical
data were processed using statistical analysis and correlation analysis.

Research sources and materials: the Central Statistical Bureau, the Ministry of Economics,
documents, statistics and research studies from Latvia and international organisations.

Research limitations. The present research defines the following terms as follows: 1) qualified
residents - individuals (aged 15-74) who have higher education (International Standard
Classification of Education (ISCED) levels 5-8) and secondary professional education (ISCED levels
3-4); 2) knowledge - an aggregate of: knowledge, skills and competences; 3) qualified workforce -
employed and unemployed individuals (aged 15-74) with higher and secondary professional

education.

Theoretical background
Role of labour supply in the national economy

In the post-crisis period (after 2010) in Latvia, the demand for qualified labour in the economic
sectors increased owing to growth in economic activity and entrepreneurial development (Ministry
of Economics, 2016). Consequently, the employment rate in Latvia was 9.6 percentage points
higher in 2016 than in 2010.

Nevertheless, labour is limited in any economy: 1) absolutely - in this case the supply of labour
in a region is limited due to the limited number of working-age population; 2) relatively - due to
the factors that can affect and change the supply of labour and the demanded quality of labour.
Besides, the quantitative supply of labour increases if the knowledge of the working-age population
earns adequate economic returns in the market of the factors of production (Sannikova A., 2014).
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The lack of labour in the economy of Latvia becomes an increasingly urgent problem. The
largest lack of labour in Latvia is observed in manufacturing, Information and Communication
Industries (Ministry of Economics, 2016), yet professional associations believe that the problem
with the availability of labour is specific to all industries, and 53.8 % enterprises face the lack of it
(LETA, 2017).

Entrepreneurs see solutions to a mismatch between vacant jobs and unemployed labour mainly
in education exports (91 %), and, to a smaller extent, in the integration of the unemployed into
the labour market (6.7 %), (LETA, 2017). However, the vector of debates by the government and
politicians in Latvia is oriented towards highly qualified labour (Saeima, 2002; Ministry of
Economics, 2017; LETA, 2018; Cabinet of Ministers, 2017). The problem is that the factors causing
a mismatch between labour supply and demand are little researched; besides, providing priorities
for highly qualified foreign specialists in relation to remuneration could negatively affect the
competitiveness environment for national labour resources.

Undeniably, the engagement of highly qualified labour in the economy contributes to the
transfer and transformation of knowledge and fosters sustainable economic growth (Carayannis, E.,
Campbell D., 2012), as the knowledge is built up in multifaceted institutional processes, but at
different levels (Warhust Cr., Thompson P. , 2012).

Economic returns from labour could be a significant factor in household decisions on labour
supply, as there are a few convincing research studies proving the positive effect of low earnings
on employment among broad social groups. Besides, an increase in the earnings level in a region
negatively affects employment opportunities for low qualification employees (Goldfarb, 1974). This
fact makes the discussion urgent, as intensive economic globalisation increasingly contributes to
the dominance of highly qualified labour over low qualified labour. For this reason, the only way
how to reduce social tension caused by unemployment and escape the trap of low qualification in
the regions is to contribute to the knowledge of those being at the bottom of this distribution
(Brown Ph., Lauder H, Ashton, Z., 2012). An additional argument is the insufficient use of high
knowledge at modern jobs (Allen J., Velden R., 2009) and paid labour management problems
(Livingstone D., Guile D., et al., 2012).

Even though human capital theoreticians argue that investment in education results in changes
in the work environment and lead to economic growth (McKenzie P. ,2001; David P., Foray D.,
2002; Young M., 2012), the role of knowledge in the concept of modern economy and political
discussions increases (Gradstein M. et al., 2005; Dumciuviene D., 2015); therefore, the knowledge
and education possessed by individuals has to be persistently enhanced. Nevertheless, it has to
admitted that it does not avoid a situation where those with higher education get unemployed.

Growing demand for knowledge at jobs is the background of a knowledge economy, and the
goal of governments is to ensure that labour possesses knowledge that is demanded in the labour
market (European Commission, 2016). Unoccupied job vacancies indicate that the labour market
functions ineffectively, and the reasons are that labour supply does not match labour market needs
and employment terms offered are inadequate, e.g. the earnings level. Accordingly, the supply of
jobs and the supply of labour in the regions have to be analysed to tackle the problems of

unemployment and unoccupied vacancies.
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Research results and discussion

The availability of qualified labour is affected by changes in the number of qualified residents;
therefore, the present research focused on this aspect. As demographic changes in Latvia were
negative in the period 2010-2016 (decrease by 11.0 %) (CSB, 2018b), the total number of
qualified residents aged 15-74 decreased by 16.1 thousand. The decrease in the number of
qualified working-age residents in Latvia was reported in all the regions, except for Pieriga region
(Table 1). In Pieriga region, the number of qualified residents aged 15-74 increased by
9.9 thousand in 2016 compared with 2010. In contrast, in the same period in Kurzeme it decreased
by 10.2 thousand, while the smallest decrease was reported in Latgale region (1.6 thousand). One
can conclude that there were negative trends in the field of quality of human resources in the
period 2010-2016.

In 2016, the highest proportion of qualified residents aged 15-74 in the total population was
reported in Riga region - 66.8 percent (316.8 thousand individuals), whereas the lowest
proportions were in Kurzeme region (90.9 thousand; 49.8 %) and Zemgale region (86.9 thousand;
49.78 %) (Table 1).

However, the proportion of qualified residents in Latvia in 2016 compared with 2010 tended to
increase (by 6.0 percentage points). The largest increases in the proportion were reported in
Pieriga region (7.3 percentage points) and Latgale region (8.3), while the smallest increases were
reported in Kurzeme region (2.8 percentage points), Zemgale region (3.8) and Vidzeme region
(3.9).

Table 1
Percentage distribution of residents aged 15-74 by education level and by
region in Latvia in 2010 and 2016
Residents by education Residents by education
6 level, %* level, %* QP | QP, % 2016/
No| & ! 2010
gl a | B c | o A | B c | o
2010 2016 N P
1 R 46.3 30.1 31.8 20.4 45.3 45.3 29.5 31.6 | 316.8 66.8 -2.6 5.8
2 PR 18.3 17.1 18.8 16.5 20.5 20.5 17.6 18.4 | 162.5 60.2 9.9 7.3
3 K 9.9 12.9 12.8 17.4 8.7 8.7 12.5 15.0 90.9 49.8 -10.2 | 2.8
4 z 8.9 11.7 12.7 15.9 8.6 8.6 11.6 13.4 86.9 49.7 -4.8 3.8
5 \% 6.9 11.3 9.8 12.7 6.6 6.6 10.9 9.1 75.5 53.1 -6.7 3.9
6 L 9.9 17.0 14.1 17.1 10.2 10.2 17.8 12.7 120.9 59.2 -1.6 8.3
7 T 100 100 100 100 100 100 100 100 853.5 58.9 -16.1 | 6.0

Designations: R- Riga region; PR - Pieriga region; K- Kurzeme region; Z- Zemgale region; V- Vidzeme region; L- Latgale
region; A- higher education (ISCED levels 5-8); B- secondary professional education (ISCED levels 3-4); C- secondary
education (ISCED level 3), B- primary education (ISCED levels 1-2), T- total; QP- number of qualified residents in a region;
thou.; QP, %- number of qualified residents as a % of total residents in a region; %* - number of residents as a % of the total
group of residents with corresponding education in a region; 2016/2010 - change in the percentage of qualified residents in
2016 compared with 2010, N- change in the number of qualified residents in 2016 compared with 2010, P- change in
the percentage of qualified residents, 2016/2010, percentage points.
Source: authors’ calculations based on CSB, 2018b

A balance between demand and supply in the labour market results in jobs being occupied, yet
unused labour resources in the economy indicate the supply of unemployed labour. The
calculations showed that in the period 2010-2016 in Latvia among residents aged 15-74 (Table 2):
1) a decrease in the number of the unemployed was very significant — 105.5 thousand (54 %);
2) the number of the unemployed decreased in all the regions of Latvia, yet the largest decrease
was registered in Riga region (by 53.6 thousand); 3) the proportion of the qualified unemployed in

the total number of the unemployed was high in Latvia: 48.9 % in 2010 and 49.0 % in 2016.
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The decrease in the number of the unemployed in Latvia was affected by at least two factors: 1)
increase in employment; 2) demographic situation. In 2016 compared with 2010 in Latvia, the
number of the employed rose by 5 % (42.6 thousand), whereas the number of the unemployed
declined by 53.7 % (110.5 thousand) (CSB, 2018b), which indicates that the effect of the increase
in employment on the decrease in unemployment was not crucial. A much more significant effect
was caused by a decrease in the population of Latvia at working-age in all age groups (15-24, 25-
39 and 40-64 years), although at various rates (Sannikova A., Grizane T., Dobele A., 2017). One
can assume that the decrease in the number of the unemployed was affected by other factors as
well, e.g. emigration in search of employment to other EU Member States or beyond this region
(CsB, 2018a).

A high proportion of qualified residents both in the total humber of the unemployed and in the
total number of economically inactive population indicate considerable labour resource reserves in
the economy, the involvement of which in economic activity could increase output (Dubra E.,
2008). In 2016, the greatest lost opportunities for qualified labour existed in Latgale region -
56.1 % qualified unemployed residents had no jobs (Table 2). In the other regions of Latvia, too,
the lost opportunities for qualified labour could be rated as high: in the regions of Pieriga and Riga,

more than half of the unemployed were qualified individuals.

Table 2
Distribution of unemployed and economically inactive residents aged 15-74
by region in Latvia in 2010 and 2016
c 2010 2016 2016/2010
No 'qg,a Unemployed Ec?::;:ii‘(;:"y Unemployed Ec?::::ii::"y Unemployed
« N % N % N % N % N* PR*
1 R 79.3 54.9 162.4 41.8 25.7 52.5 139.2 47.1 -53.6 -2.3
2 PR 33.0 46.4 101.7 34.2 12.0 52.5 82.0 42.9 -21.0 6.1
3 K 21.5 47.0 80.2 29.7 11.8 40.7 62.1 29.6 -9.7 -6.3
4 z 28.6 36,0 72.7 27.1 14.1 36.9 57.2 33.2 -14.5 0.9
5 \% 15.5 38,1 66.7 30.4 8,6 45.3 49.1 34.4 -6.9 7.3
6 L 27.9 55.9 95.2 32.0 23.1 56.3 72.1 40.9 -4.8 0.4
7 Total 205.8 48.9 578.9 34.0 95.3 49.0 461.7 40.0 | -105.5 0.1

Designations: N- number; R- Riga region; PR - Pieriga region; K- Kurzeme region; Z- Zemgale region; V- Vidzeme region; L-
Latgale region; % - number of the qualified unemployed as a % of the total unemployed; 2016/2010 - change in 2016
compared with 2010, N*- change in the number of the unemployed in 2016 compared with 2010; PR*- change in the
proportion of qualified residents in the total unemployed residents in 2016 compared with 2010, percentage points.

Source: authors’ calculations based on CSB, 2018b

The present research seeks to identify whether the qualified unemployed (or part of them) could
be potentially employed, given the existing supply of labour. For this reason, the research analyses
data on the supply of labour in Latvia as a whole and on unoccupied vacancies.

In the period 2010-2016 in Latvia, the supply of jobs consisted of main jobs, additional jobs and
unoccupied vacancies (Table 3). The total number of jobs supplied in Latvia in 2016 compared with
2010 rose by 15.1 %. Supply dominated over demand in the labour market, yet in 2016 compared
with 2010 the number of main jobs decreased by 8.0 %. Besides, the proportion of main jobs in
the total occupied jobs gradually decreased in the period 2010-2016. This could indicate the fact
that employers started offering more part-time jobs, while employees probably wished to work for
several employers.

A vacant job is defined as a job, for which no individual has been selected and no employment

contract has been concluded, and the employer actively searches for an appropriate individual
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outside the work team and is ready to fill the vacancy immediately or in the nearest future. An
analysis of the data shows that the number of vacancies in Latvia in the period 2010-2016
gradually rose and in 2016 the number of job vacancies reached 14.4 thousand (compared with
2010, an increase by 7.7 thousand or 119.4 %).

Unoccupied vacancies indirectly indicate the following: 1) labour does not match employer
requirements; 2) poor cooperation among education professionals, responsible officials of the
Ministry of Education and Science, employers and other social partners in relation to labour skill
development policies.

Table 3
Numbers of occupied and vacant jobs and the number of the qualified
unemployed in Latvia in 2010 and 2016

No | Indicator | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | Change, 2016/2010, %
1. A 776.7 | 805.5 | 839.1 | 865.1 | 874.6 | 883.7 | 887.3 14.2

2. B 646.2 | 672.8 | 696.9 | 715.6 | 712.9 | 631.8 | 594.2 -8.0

3. C 83.2 83.5 83.1 82.7 81.5 71.5 67.0 -

4. D 6.7 10.1 11.4 13.5 12.3 13.2 14.4 114.9

5. E 783.4 | 815.6 | 850.5 | 878.6 | 886.9 | 896.9 | 901.7 15.1

6. F 103.7 | 79.2 76.4 59.0 53.0 50.3 46.7 -55.0

7. G -97.0 | -69.1 | -65.0 | -45.5 | -40.7 | -37.1 | -32.3 -66.7

8. H 15 8 7 4 4 4 3 -

Designations: A- average number of occupied jobs a year, thou.; B- average number of occupied main jobs a year, thou.,; C-
average number of occupied main jobs a year as a % of total; D- average number of vacant jobs a year, thou.; E - average
number of available jobs a year, thou.; F- number of the qualified unemployed,; G- difference between the number of vacant
jobs and the number of the qualified unemployed; H- number of qualified employees per vacant job, ratio; change
2016/2010, %.

Source: authors’ calculations based on CSB, 2018b

The lowest performance indicators for Latvia, according to the World Economic Forum report
(World Economic Forum, 2017), with regard to labour market flexibility were as follows: 1) country
capacity to retain talent (118% position, score 2.6); 2) country capacity to attract talent (118t
position, score 2.4). The failure to engage qualified labour resources in the economy is one of the
examples that relates to the mentioned findings.

A further analysis is based on an assumption that every vacancy may be occupied by only one
qualified individual. The calculations revealed that in 2010 in Latvia, there were, on average, 15
qualified unemployed residents per vacancy, while in 2016 - only three (Table 3). A decrease in
competition for jobs in the labour market reduces employer opportunities to find an appropriate
employee.

The calculations showed that at the existing number of vacancies and supply of labour and
assuming that the qualified unemployed wished and were able to fill vacancies, there would be a
surplus of qualified labour in the period 2010-2016 anyway (Table 3). In 2016, the theoretical
surplus of qualified labour would be equal to 32.3 thousand employees (besides, in reality a surplus
of low qualified labour should be added to this number). Accordingly, to tackle problems in the
labour market, discussions among the social partners have to be encouraged with the purpose of
exploiting national labour resources more effectively in the national economy.

The factors that affect the situation - vacancies are not filled - relate to a mismatch among
labour market requirements, employment terms and individual preferences of potential employers.
Even though wage and salary formation flexibility in Latvia is rated high (World Economic Forum,
2017), it still significantly affects the supply of labour by households (CV-Online, 2017).
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To identify a causal association between the number of vacancies (dependent variable) and the
net earnings level (independent variable), the research performed a correlation analysis. The
research used the available data for the period 2009-2016. The correlation analysis showed that at
a probability of 95 %, there was a strong positive relationship (r=0.80; ro.0s; 9=0.666<r). This
allows concluding that the supply of labour by households in the market of the factors of production
was affected by economic returns from labour. This conclusion is consistent with the findings of a
survey (CV-Online, 2017), in which in 26 % instances net earnings were referred to as the key
factor in the choice of a job.

To identify a trend in the number of vacancies in Latvia, the research did a regression analysis.
The analysis revealed that in the period 2010-2016 in Latvia the number of vacancies had a linear
trend (R2=0.86), (1):

v=1111x + 72566 (1)
where:

x - period (x=t+n), R - determination coefficient.

Conclusions

e The supply of labour and the factors affecting it are broadly discussed in the scientific and public
arenas, stressing the roles of qualified labour, education and job transformation in the modern
work environment.

e In Latvia, the supply of labour by households in 2016 compared with 2010 increased (15.1 %),
yet part of the jobs offered were not occupied - in 2016 there were 14.4 thousand vacancies.
The number of vacancies in Latvia in the period 2008-2016 changed according to a linear trend
(R?= 0.86).

e In Latvia, the number of the unemployed in 2016 compared with 2010 decreased by
105.5 thousand, while the proportion of the qualified unemployed in the total humber of the
unemployed in 2016 was 0.1 percentage points lower than that in 2010.

e The calculations showed that at the existing supply of jobs and assuming that all the jobs are
occupied, which is a theoretical assumption, there would be a surplus in the supply of qualified
labour in the economy of Latvia in the period 2010-2016. For this reason, the expected
involvement of foreign labour in the national economy of Latvia over the next years could
increase the theoretical surplus of labour resources at the existing production and resource use
level.

e An essential factor in the supply of labour is the earnings level, and it affects the number of
vacancies. There was a positive strong correlation between the number of vacancies and the net

earnings level (r=0.80; ro.05,9=0.666<r).
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