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In the article the dynamics of labour productivity in Latvia was analyzed and the
factors which have influenced the labour productivity in last 5 years were detected, to
compare the productivity in Latvia with EU average. Analysing changes in productivity and
labour costs in Latvia from 2013 till 2017, we can see that growth of labour costs exceeds the
growth of productivity by more than 2 times in both, tradable sector and total economy. Slow
growth in productivity compared with the labour and other production expenses lead to an
increase in the price of final goods and services, which negatively corresponds with
producers’ competitiveness in both internal and external market. Also, the attention is focused
on how to increase productivity growth potential and improve the competitiveness of Latvia.
One of the main challenges for Latvia is the creation of new competitive advantages that are
associated with investments in the latest technologies, innovation, research, human capital,
efficient allocation of resources and redistribution that comes with the behavioural changes
of economic subjects.

The main conclusion of the research shows, that two mutually interconnected
processes determine increase of productivity level. First, they are the entrepreneurs’ choices
about competitive advantages on which their business strategies are based, which define the
business management and technological decisions (to modernize production or to move
resources across sectors, to other region or even other country). Second, it is the ability of the
country to ensure the reallocation of its resources to the most productive firms and sectors,
i.e. to promote structural reforms or “technological upgrading”.

Key words: labour productivity, labour costs, production expenses, economic growth,
competitiveness.
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Setting the problem. Productivity is the main factor for Latvia to increase prosperity,
ensuring efficient use of resources. Due to limited availability of resources and the increasing
competition in the global markets, it is important for Latvia to support its economic growth
through increased productivity. The integration of the country in the EU Single Market had a
positive impact on the productivity dynamics strengthening economic growth and accelerating
the convergence process, however, in comparison with several developed countries of the EU,
the productivity gap is comparatively large. In 2017, the productivity level in Latvia was only
46.8% (68% according to PPS) of the EU average [3].

Productivity is close related to competitiveness. At the World Economic Forum
(WEF) experts by developing Global Competitiveness Index (GCl), defines competitiveness
as productivity [10, p.2]. WEF experts believe that welfare and life quality level are defined
by the productivity level, which depends on possibility to mobilize all resources in Economy.
Productivity allows country to sustain high level of salaries, stabile and strong national
currency and high level of capital return, and by them also high level of life standards.
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After the global financial crisis, the model of economic growth in Latvia has changed,
the economy has become more stable and balanced as a result of macroeconomic adjustments
and decreasing internal and external proportions. Nevertheless, in the rankings of
competitiveness which are regularly published by WEF, Latvia significantly lags behind other
recent EU countries (the Czech Republic, Poland, Slovenia, Slovakia and the other Baltic
States), and particularly in indicators related to the development of innovation systems [4, p.
924-925]. This is mostly because manufacturing is a small proportion of Latvian GDP and
because of the industrial sub-sector’s technological structure, where low technology industries
are dominating (they amount to 60% of total manufacturing added value), altogether this is
why there is such low level of productivity in manufacturing and in whole national economy.

Analysis of recent research and publications. Term of productivity is a multi-
dimensional and its definition might change according different situations. OECD, IMF, World
Bank, the European Commission in various publications (such as: [1], [6], [9]) deal different
aspects of productivity. Productivity generally refers to the relation between the quantity of
production produced (output) and the quantity of resources (production factors) used in the
production process [5, p.93]. In a small and open economy, productivity in the country (at
macro level) is determined mainly by the average benefit of exported production per worker. It
is export goods that determine the country's competitiveness on international markets, which
leads us to question, does or economy gain profit because of high technology or we gain profit
because of cheap labour force [7, 681-682]. If productivity is high, teachers and hairdressers
will have high income. If this implication is not complied, than in the internal demand-driven
sectors (mainly service sectors), wages are growing faster, there is inflation, loss of
competitiveness and exports shrink.

In The World Economic Forum research "Readiness for the Future of Production Report
2018" is determined that country readiness to future challenges set by the current production
base, its structure, as well as the development level of main drivers (including technologies and
innovations, human capital, participation in international trade, quality of institutional system
etc.) [8].

Defining the aim of the article. The aim of the research is to appreciate the dynamics
of labour productivity and the level of productivity between Latvia and EU average, as well as
to assess the potential for productivity growth to improve competitiveness of Latvia.

Presentation of the main results of the research. Productivity growth rates in Latvia
are also among the highest in the EU. Since 2011, they have grown by 14.7% (by 4% in EU-
28) as a result productivity gap has decreased for 9% points with EU average level. In 2017
productivity in overall Latvian economy, described as GDP per person employed reached
46.8% of average EU level (See Fig. 1).
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Fig. 1. Productivity Changes in Latvia and EU
Source: constructed by the author using [3]
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Although Latvia is in one of the leading positions by productivity growth rates among

the EU Member States, yet wages have been growing faster than productivity, reducing the
competitiveness of Latvian entrepreneurs in terms of costs (see Fig. 2).
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Fig.2. Productivity and labour costs in Latvia from 2011 until 2017 (average
increase per year in %)
Source: constructed by the author using [3]

The increase in product unit labour costs (ULC) also evidences of the risks of losses in
cost competitiveness. From 2013 to 2017, productivity rose almost 3 times faster than wages,
and nominal ULC increased by almost 5% per year on average [2, p.81-82]. Wage is a
significant cost competitiveness factor; therefore, its rise should be balanced with a rise in
productivity. Otherwise, the competitiveness in tradable sectors is lost, which does not result in
a stable growth of income and welfare. Slow productivity growth in comparison with the
growth of labour and other production costs leads to price increase of final consumer goods and
services, which negatively affect producers’ competitiveness and it leads to the decline in
market share.

In Latvia, as well as in other Baltic states, the dynamics of price competitiveness (GDP
deflator based REER) are growing slower than the cost competitiveness indicator (ULC-based
REER) evidencing that the rise in labour costs affected the reduction in the cost-to-price ratio
rather than are compensated completely in the rise in prices. This means that the increase in
labour costs, which is not compensated by a corresponding rise in productivity, may have a
negative effect on the share of company’s profits, which entrepreneurs will be forced to adjust
to keep price competitiveness in external markets. Trends in recent years show that as
economic activities are growing, price and cost competitiveness indicators get worse, and wage
convergence is one the most important factors here.

Re-invigorating productivity growth will be the key to keeping Latvian entrepreneurs
competitive and getting more quickly to a higher standard of living. Technological factors such
as the modernisation of production, the development of existing technologies and the
deployment of new technologies are essential to increasing productivity levels. The transition
from old to newer technologies contributes to productivity gains at company and industry
levels. However, the performance of such changes in increasing aggregate productivity levels
depends on reallocation of resources from lower to higher productivity activities as well as on
activities with higher productivity dynamics.

30


http://efm.vsau.org/

ebm

http://efm.vsau.org/

Only by allocating resources to the production of higher value added products at the
enterprise level and by reorienting the economic structure towards high added-value sectors,
there will be increase productivity and welfare level. Such changes in a market economy (free
competition) should take place in the natural way and should be called “creative destruction”,
but there are a number of factors in reality, which slows these processes, for example unfair
competition, administrative obstacles, etc. The process of reallocating resources also depends
on the quality of the institutional framework (legislation, state aid, economic and political
institutions), which ensure the efficient functioning of the markets for products and resources
by minimizing the costs of the redistribution process and the risks, thereby reinforcing the
country's competitive advantage. It is also important that entrepreneurs have an interest in
changing the existing business model and investing in the development of new technologies
and staff. This is crucial in a situation where labour force availability is exacerbated by the
deteriorating demographic situation. Thus, in order to increase productivity in Latvia, attention
must be paid not so much how to produce but to produce by moving "up the technology
ladder”. According to data (see Fig. 3), at the moment Latvia is lagging behind both in high and
low technology sectors.
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Fig. 3. Productivity in manufacturing industries by technological intensity (thousands
EUR per one employee)
Source: constructed by the author using [3]

As shown in Figure 3, the greatest lag behind is observed exactly in medium-high and
medium-low sector groups, but in high technology sectors productivity level differences are not
so large. Thus, it is possible to conclude that mitigation of the productivity gap in medium-low
and medium-high technology sectors will give significant positive impact on the increase of the
total productivity level, however it will not strengthen competitiveness of Latvian producers
and will not promote development of production potential in a long-term. It means that in order
to increase the total productivity level it is important both to identify problems of certain
sectors (study of obstacles on a level of certain enterprises and sectors) and promote structural
transformation in economics (progress towards high technology sectors). If low productivity
stability continues to persist, it can significantly limit Latvia's growth and competitiveness
increases.

Conclusions. In the last 5 years the productivity of Latvia’s economy has been at the
level of 45% of the EU average. Although in recent years productivity growth rate was faster
than the EU average, but labour costs grew almost twice the rate and this can adversely affect
competitiveness of Latvia. A further increase in labour costs is inevitable in the open labour
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market conditions, therefore, strengthening the competitiveness of Latvian is largely
determined by the ability to reduce the productivity gap with the advanced economies. To
increase the total productivity level in Latvia it is important to both identify problems of certain
sectors (study of obstacles on a level of certain enterprises and sectors) and promote structural
transformation in economics (progress towards high technology sectors).

One of the most significant productivity challenges in Latvia is the need to strengthen
the production capacity and capacity of the industrial sector, in order to be able to adapt to the
challenges of the new industrial age by encouraging investment in new technologies. Therefore,
it is important to understand whether we are prepared for the new challenges of
competitiveness, i.e. whether we are able to benefit from future production opportunities.
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AHOTALIS
IMPOBJIEMU NPOJAYKTUBHOCTI TA KOHKYPEHTOCITPOMOKHOCTI
JIATBIi B KOHTEKCTI I''”TOBAJIBHOI EKOHOMIKHA

JIJKEKABCOHE Canopa,

O00OKMOp eKOHOMIYHUX HAYK,

npogecop kagheopu ekonomixu,

Jlameiiicokuii ynieepcumem

(m. Puza)
VY crarti nmpoaHai30BaHO JUHAMIKY MPOJYKTUBHOCTI mpaii B JIaTBii Ta BHSBIEHO
(baxTOopH, AKi BIUIMHYJIM Ha MPOAYKTUBHICTH Ipalli 32 OCTaHHI 5 POKIB, 3 METOIO MOPIBHAHHS
npoAyKTHUBHOCTI mpani B JlaTBii 3 cepenHiM mnokazHukoM no €C. AHaN3ylO4YM 3MIHH
MPOAYKTUBHOCTI 1 BUTpaT Ha pobouy cuiy B Jlatsii 3 2013 no 2017 pik, BUIHO, 110 3pOCTaHHS
BUTpPAT Ha poOoUYy CHIy MEpPEBHUILYE 3POCTaHHS MPOAYKTUBHOCTI OUIbII HUK y 2 pa3u sK B
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TOProOBEJILHOMY CEKTODi, TaK 1 B eKOHOMIL1 3aranoMm. IloBinbHE 3pocTaHHs NPOTYKTUBHOCTI, B
MOPIBHSAHHI 3 BUTpaTaMu Ha po0OYy CHITY Ta IHIIMMU BUPOOHUYMMH BUTPAaTaMH, IPU3BOIUTH
70 3pOCTaHHSA IIiH Ha KIHIEBI TOBapM 1 TMOCIYrW, IO HEraTUBHO BIUIMBAa€E Ha
KOHKYPEHTOCIPOMOKHICTh BUPOOHHKIB SIK Ha BHYTPIIIHBOMY, TaK i Ha 30BHIIIHBOMY PUHKY.
Takox y craTTi 30Cepe/KEHO yBary Ha MiIBUIIEHHI KOHKYPEHTOCIPOMOXKHOCTI €KOHOMIKH
Jlatsii. OpHiero 3 rosoBHUX TpoOieM JlaTBii € CTBOpEHHS HOBHX KOHKYPEHTHHX IIepeBar,
IIOB'I3aHUX 3 IHBECTHUILISIMM B HOBITHI TEXHOJOrII, IHHOBAIii, IOCIIHKEHHS, JIIOICHKHI
Kamitan, eQeKTUBHUU pO3MOJAUT PECypCiB 1 MEpepo3NoALl, IO IOB'S3aHO 31 3MiHAMHU
MOBEIIHKM €KOHOMIUHUX CYO'€KTiB. Y pe3ysbTaTi JOCTIHKCHHS BUSBIICHO, IO IMiABUIICHHS
PIBHSI TIPOJIYKTUBHOCTI BU3HAUAIOTH J[BA B3a€MOTIOB's13aH1 npouecu. [lo-mepiie, 1e 3auexuTh
Bil BHOOpY MIANPHEMISIMH TiepeBar, Ha SKHUX 3aCHOBaHI iXxH1 OIi3Hec-cTpaTerii, 10
BHU3HAYAIOTh HAIIPSIMU YIPABIIIHHSA O13HECOM 1 TEXHOJIOTT4H] pimeHHs. [lo-apyre, 11e 31aTHICTD
KpaiHu 3a0e3MeunTH Mepepo3Nnoiil pecypciB 10 HaWOUIbII MPOAYKTUBHUX (DIpM 1 CEKTOPIB,
TOOTO CHPUATH CTPYKTYPHUM pedopmaM abo «TEXHOJIOTTYHIN MOEpHIZaLlii».

KuarouoBi cioBa: mnpoayKTHBHICTH IIpalll, BUTpaTH Ha poOOYy CUILy, BUPOOHMUI
BUTPaTH, EKOHOMIYHE 3pOCTaHHS, KOHKYPEHTOCIPOMOXKHICTb.

Puc.: 3. Jlit.: 10.

AHHOTAIIUA
MPOBJEMBI IIPOU3BOAUTEJIBHOCTU U KOHKYPEHTOCIIOCOBHOCTH
JATBUHA B KOHTEKCTE I'’TOBAJIbHOM SKOHOMUKH

JIJKEKABCOHE Canopa,
O00KMOp IKOHOMUYECKUX HAYK,
npodgheccop kagheopwt IKoHOMUKU,

Jlameuiickuil ynueepcumem
(. Puza)

B crartbe mpoananusupoBaHa AMHAMHKA MPOU3BOAMTEIBHOCTH Tpyaa B JlaTBuum u
BBISIBJICHBI (DAKTOPBI, KOTOPBIE MOBIUSUIM HAa MPOU3BOAUTEIBHOCTh TPY/AA B MOCIEIHHE 5 JIET, C
L[ebI0 CPaBHEHHUS MPOU3BOIUTENLHOCTU Tpyaa B JlatBum co cpeanum mnokasarenem no EC.
AHanu3upys U3MEHEHUS TPOU3BOAUTEIIBHOCTH U 3aTpaT Ha pabouyro cwry B JlatBuu ¢ 2013 o
2017 ron, BUAHO, YTO POCT 3aTpaT Ha pabOUyr0 CHIIY IPEBBIIIAET POCT MPOU3BOIUTEIBHOCTH
Oosee ueM B 2 paza Kak B CEKTOpE TOPrOBIH, TaK U B DKOHOMHUKE IL1€JIOM. MeJUIeHHbII poCT
MIPOU3BOJIUTENIBHOCTH MO CpPaBHEHHIO C 3aTpaTaMM Ha pabodyl0 Ccuily U JIpYTHUMH
MIPOM3BOJICTBEHHBIMU 3aTpaTaMH MPUBOJUT K POCTY LIEH HA KOHEUHBIE TOBAphI M YCIYTH, YTO
OTpPUIIATENILHO BIIMAET HA KOHKYPEHTOCIOCOOHOCTh MPOU3BOAUTENEH KaK Ha BHYTPEHHEM, TaK
M Ha BHEIIHEM pbIHKEe. Takke B CTaThbe COCPEJOTOYEHO BHUMAHHE Ha TMOBBIIICHUU
KOHKYPEHTOCIIOCOOHOCTH dKOHOMHUKH JlatBuu. OHOMN M3 TNaBHbIX mpobiem JlaTBuu sBiseTCs
CO3/IJaHUE HOBBIX KOHKYPEHTHBIX NPEUMYILIECTB, CBS3aHHBIX C WHBECTULUSMU B HOBEWIINE
TEXHOJIOTUW, WHHOBAllUM, UCCIEJOBaHUS, YeJOBeUeCKHi  KamuTal, A(PQPEeKTUBHOE
pacrmpeseneHue pecypcoB U MepepaclpeiesieHus, YTO CBS3aHO C M3MEHEHHMSIMU TOBEICHHS
HKOHOMHYECKUX CYOBEKTOB.

B pesynbrare uccienoBaHus BbISICHEHO, YTO MOBBILIEHUE YPOBHS MPOU3BOIUTEILHOCTH
OTIPEICNISAIOT JBa B3aMMOCBSI3aHHBIX Tpoliecca. Bo-mepBbIX, 3TO 3aBUCUT OT BBIOOpA
MpEeNNpPUHUMATENIIMA ~ TIPEUMYIIECTB, Ha KOTOPBIX OCHOBaHbI HX OW3HEC-CTpaTeruwu,
OTIpEJICNISAIONIME HAMPABIICHUS YIPABICHUS OM3HECOM M TEXHOJOTWYecKue pemieHus. Bo-
BTOPBIX, 3TO CIHOCOOHOCTh CTpaHbl OOECHEUUTh MepepacrnperesiecHue pecypcoB K Haumboee
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NPOJYKTUBHBIM (HUPMaM M CEKTOpaM, T.€. COJACHCTBOBATH CTPYKTYPHBIM pehopMaM HIIH
«TEXHOJIOTMYECKOM MOJIEPHU3ALIII.
KaioueBble cj10Ba: TNPOM3BOAUTEIBHOCT TPyJa, 3arpaThl Ha pabodyl CHITY,
[IPOM3BOICTBEHHBIE 3aTPAThl, SKOHOMHUECCKHI POCT, KOHKYPEHTOCIIOCOOHOCTS.
Puc.: 3. Jut.: 10.
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