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WHY WE SHOULD NOT WAIT FOR EXISTING LATVIAN CROWDFUNDING PLATFORMS’
AUTHORISATION UNDER THE EU REGULATION ON CROWDFUNDING SERVICE PROVIDERS
FOR BUSINESS
Oksana Adlere, University of Latvia

Abstract. The past decade, the crowdfunding market was growing rapidly in the European Union, including Latvia. At the same time,
crowdfunding had remained unregulated domain until the European Union Regulation on European crowdfunding service providers for
business (henceforth - the Regulation) was passed in October, 2020, giving the Member States one year for its adoption, and additional one
year for crowdfunding service providers for authorising under the Regulation. Nevertheless, by the end of 2022, there was only one licensed
crowdfunding service provider managed by Latvian legal entity. Considering this, the goal of the study is to explore why the majority of
existing crowdfunding platforms, managed by legal entities registered in Latvia, has not authorised itself under the Regulation. To achieve the
goal, the methodology of the study combines in-depth analysis of the Regulation with an explanatory case study of crowdfunding platforms
managed by Latvian legal entities. Having considered nine platforms managed by Latvian legal entities, the results of the study show that four
biggest Latvian platforms have authorized themselves as investment firms. Among other platforms which are unlicensed for the time being,
there could be only one potential candidate to extend the list of crowdfunding service providers authorised under the Regulation. The conclusion
was made considering the business models of the providers, and presence or absence of an auto-investing function, which was restricted by
the Regulation. An implication of the obtained results is the possibility that the research will serve as a base for future studies on the
Regulation’s effect on the European crowdfunding industry.

Keywords: crowdfunding, regulation, crowdfunding service providers, the European Union, Latvia.
JEL code: G23, G28
Introduction

Since crowdfunding is has a twofold effect, namely, in closing the voids of financing for small and medium sized enterprises, and in being
a good promotion instrument for financed businesses (Block et al., 2018), raising their recognition and value (Saksonova et al., 2020), it has
become a significant form of alternative financing, over the past years. Recently, this mind-numbing developments in crowdfunding domain
had heightened the need for crowdfunding regulation. Therefore, the necessity of having harmonised regulation for all Member States has
become a focal point for significant number of scientific and professional debates, in the European Union.

Considering this, the European Union Regulation on European crowdfunding service providers for business (EPC, 2020), henceforth - the
Regulation, was very disscussed and expected event, in the industry of crowdfunding. The case in point is return-based crowdfunding, (both
equity / investing-based and lending-based), which had remained unregulated domain in the European Union, whilst some of the Member
States had implemented national rules, contributing to regulatory heterogeneity. Due to that, the crowdfunding market had a number of
regulatory barriers for cross-border financing (Katalkina and Saksonova, 2022), (Daskalakis and Karpouzis, 2022), disturbing healthy
functioning of the industry.

Thereby, the Regulation targeting at fostering of cross-border financing and high level of investors’ protection (EPC, 2020, Disclosure (7,
8), was accepted in its final version, in October 2020, according to which the Member States had one-year period for its adoption, and the
crowdfunding service providers for business had about one year of transition period after the adoption of the Regulation. In a nutshell, the
providers had to authorise themselves under the Regulation by the end of November, 2022.

In spite of this, by the end of December 2022, there was only one legal entity authorised as a crowdfunding service provider under the
Regulation (FCMC, 2022 (1), in Latvia. However, professional sources, aiming at providing reliable information on alternative financing
providers for a broad public (existing and potential investors), count at least nine alternative financing providers registered in Latvia, which
have crowdfunding service providers features, i.e. target at “small” investors - the crowd, (for the sake of expositional simplicity, hereinafter
— crowdfunding platforms or providers). Moreover, Latvia is known in the entire world with its “big names” in alternative financing providers,
whic came into the investment market exactly as crowdfunding platforms (Mintos, for instance).

Considering this, the goal of the paper is to explore why the majority of existing crowdfunding platforms, managed by legal entities
registered in Latvia, has not authorised itself under the Regulation.

To achieve the goal, the methodology of the paper combines in-depth analysis of the Regulation with an explanatory case study of
crowdfunding platforms managed by legal entities registered in Latvia. The case-study approach was chosen to allow a deeper insight into the
reasons why the already operating platforms has not authorised themselves under the Regulation, and to capture the complexities of the
phenomenon.

Literature Review

Despite crowdfunding’s crucial role, what we know about the necessity of the Regulation is largely based upon studies conducted before
the proposal of the Regulation (Klohn, 2018), (Zetzsche and Preiner, 2018), (Hooghiemstra, 2019), and at its proposal stage, stating that
regulatory heterogeneity of the European Union countries, in the domain of crowdfunding, exacerbated the market’s fragmentation (Cicchiello,
2019), (Cicchiello et al., 2020), (Wenzlaff et al., 2020), and effected the size and the shape of the market (Cicchiello and Leone, 2020), but
introduced greater latitude for self-regulating (Odorovic and Wenzlaff, 2020). At the stage, researchers highlighted some important issues to
be solved, such as delivering risk-adjusted returns to investors and enabling their exits from funded companies, as well as increasing platforms’
profitability (Schwienbacher, 2019).

Being a very mature research realm, the phenomenon of crowdfunding itself has become the ground for extremely high number of studies
on investors’ behaviour (Hoegen et al., 2018), (Johan and Zhang, 2021), crowdfunding impact on financed businesses (Eldridge et al., 2021),
crowdfunding success factors for fundraisers (Shneor and Vik, 2020), crowdfunding through the prism of social capital (Cai et al., 2019), and
even, the territories of the world where crowdfunding is most researched (Gil-Gomez et al., 2021).

Yet, only few authors consider the shape of the market after the adoption of the Regulation that could be explained by a very short period
passing after the end of the transition period. However, some studies such as that by Bajakic et al. (2021) already showed that the likely effect
of the Regulation is in improvement of legal certainty for investors. Whilst some research has been carried out on critical analysis of the
Regulation (Macchiavello, 2021), (Macchiavello and Alibrandi, 2021), there is still very little scientific understanding of the up-to-date state
of the market participants, encompassing the crowdfunding service providers themselves, after the adoption of the Regulation. Thereby, this
study attempts to contribute to the literature on the Regulation’s post-adoption crowdfunding market’s shape on the example of cases of Latvian
platforms.



UNIVERSITY OF LATVIA
FACULTY OF BUSINESS,
MANAGEMENT

AND ECONOMICS

Research results and discussion
1. Scope of the Regulation

According to the definition given in the disclosure of the Regulation, “crowdfunding is ... an established form of alternative finance for
start-ups and small and medium-sized enterprises, typically relying on small investments. Crowdfunding represents ... a type of intermediation
where a crowdfunding service provider, without taking on own risk, operates a digital platform open to public in order to match or facilitate
the matching of prospective investors or lenders with businesses that seek funding. Such funding could take the form of loans or the acquisition
of transferable securities or of other admitted instruments for crowdfunding purposes. It is therefore appropriate to include within the scope of
the Regulation both lending-based crowdfunding and investment-based crowdfunding,...” (EPC, 2020, Disclosure (1). “The provision of
crowdfunding services generally involves three types of actors: the project owner that proposes the project to be funded, investors who fund
the proposed project, and an intermediating organisation in the form of a crowdfunding service provider that brings together project owners
and investors through an online platform” (EPC, 2020, Disclosure (2).

Although the more precise definition of crowdfunding process participants and crowdfunding itself is not provided, in the Regulation, there
are certain criteria for exclusion of the scope (EPC, 2020, Chapter 1, Article 1), which together with explanations on the Regulation provided
by the Latvian regulator (FCMC, 2022 (1) can be amalgamated in the following three main exclusions:

1. crowdfunding services provided to consumers;
2. crowdfunding offers exceeding 5 million Euro over a period of 12 months;
3. activities related to marketing of credit claims issued by credit providers on web platforms.

It should be noted, that the first criterion is related to activity of crowdfunding service providers, since to render crediting services to
consumers, the provider should hold a relevant license in the country of activity (applies for all Member States); the second criterion applies
to projects — (if exceeds, there are prospectus requirements); the third criterion — to those crowdfunding service providers, which propose
others’ credit providers’ offers, at their platforms. Therefore, if any of those criteria, other licensing is required (for the first and third criterion),
or the project cannot be proposed for funding via crowdfunding (the second criterion).

Another crucial aspect of the Regulation is that, in fact, it prohibits crowdfunding “business models using automated process whereby funds
are automatically allocated by the crowdfunding service provider to crowdfunding projects in accordance with parameters and risk indicators
predetermined by the investors, so called auto-investing,” which “should be considered individual portfolio management of loans.” (EPC,
2020, Disclosure (20). A case in point is the auto-investing function provided by a majority of crowdfunding platforms before the adoption of
the Regulation. Therefore, to continue the provision of the function, platforms should be licensed as investment portfolio managers (or similar),
since the function is similar to asset-backed securities created from a pool of underlying assets. In this instance, the provision of asset-backed
securities (financial instruments) replaces the function.

For the sake of providing more structured insight, based on definitions and criteria given in the Regulation, Table 1 shows the scope and
exclusions of the Regulation by crowdfunding business models and types of the participants of the crowdfunding process.

Table 1
Scope and exclusions of the Regulation by crowdfunding business models and types of the participants of the crowdfunding process
Investors Intermediating organisation Projects’ owners
(a platform)
é s -é 1| Small investors * Lending-based; without auto-investing Business with a project offer up to Sm Eur/year
Y L =
g g £ EJJ 2 | Small investors Investment-based; without auto-investing | Business with an equity offer up to 5m Eur/year
219 o
é g 2 g3 Small investors Lending-based.; ‘ holds a license for | Consumers
2 'z E L; consumer crediting
'S S 30| 4| Small investors Lending-based; offers credit providers’ | Credit providers
& & credit claims, on its web platform **

* The definition provided in the Regulation does not indicate the size of “small” investments in numerical terms.
**According to explanations given by the Latvian regulator, this type of activity must be authorised by an investment firm or a credit institution, i.e. other financial market
participant’s license is required (FCMC, 2022 (1)
Source: author’s developed based on the analysis of the Regulation
Having identified the scope of the Regulation (the business model 1 and 2 of Table 1), i.e. which exactly crowdfunding business models
must be authorised by a crowdfunding service provider license, the steps described below were made to reveal business models of topical
participants of the Latvian financial market, which have crowdfunding service providers’ features, and to juxtapose them with the Table for
further analysis.
2. Data gathering aspects
2.1. Initial list of Latvian platforms
Prior to commencing the study, the first core issue was to obtain the initial list of participants of the Latvian financial market, which have
crowdfunding service providers’ features, i.e. platforms which provide their financing and investing services on-line, targeting at small
investments. To do that, the industry’s professional data source P2PMarketData was used. This source aggregates topical data about platforms
from the entire world, and oftentimes is used both by researchers and professional financial media (for instance, Bloomberg) as a data base on
alternative financing providers (P2PmarketData, 2022 (1). Utilising the data base, a list of nine platforms was shortlisted from the search by a
country — Latvia. (P2PmarketData, 2022 (2).
2.2. Data for the platforms’ cases analysis
Further analysis of the platforms was conducted to identify their business models, (i.e., who are their investors, projects’ owners, and which
license is hold by the platforms), upon the following scheme:
e reviewing the on-line platforms (minimum investment amount; type of the projects placed for funding at the platforms; information on
licensing, if any);
o reviewing lists of licensed entities at the Latvian regulator’s web-page (FCMC, 2022 (1), (FCMC, 2022 (2), as well as date of issue of the
license to identify if it was obtained before or after the adoption of the Regulation;
e reviewing the data base of licensed consumer crediting providers in Latvia (PTAC, 2022).
3.Analysis of cases of Latvian platforms
The results of the analysis of the cases are amalgamated in Table 2, providing the conclusion whether the activity of platforms is in the
scope of the Regulation.
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Table 2
Summary of the cases of Latvian platforms by their relevance to the scope of the Regulation (situation for December, 2022)
Group Name of a Investors Intermediating organization Projects’ Business Conclusion
of platform Operating legal Auto- owners model (in the scope
cases entity, type of investing (from of the
license, date of function* Table 1) Regulation —
issuing (YES /NO) YES /NO)
A 1 Mintos “Small” investors JSC Mintos YES Credit providers 4 NO
(min.investment Marketplace,
50 Eur) Investment firm,
17.08.2022
2 Twino “Small” investors JSC Twino YES Credit providers 4 NO
(min.investment 1 Investments,
Eur) Investment firm,
31.08.2021
3 Debitum n/a Ltd. DN YES Credit providers 4 NO
Operator,
Investment firm,
21.09.2021
4 Vialnvest “Small” investors | Ltd. Viainvest, YES Credit providers 4 NO
(min.investment | Investment firm,
50 Eur) 28.09.2021
B 5 CrowdedHero | “Small” investors Ltd. NO Business with 2 YES
(min.investment CrowdedHero an equity offer
100 Eur) Latvia, up to Sm
Crowdfunding Eur/year
service
provider,
16.08.2022
C 6 Lande.finance | “Small” investors Ltd. Secured YES** Business with a 1 YES
(min.investment | Finance MGMT project offer up
50 Eur) to Sm Eur/year
7 DoFinance*** n/a Ltd. Dofinance, YES Consumer loans 4 NO
Ltd. Alfa
Finance
8 Fintelum “Small” investors Ltd. Fintelum n/a Business with a 1 and 2 YES /NO
(min.investment project and
50 Eur) equity offer up
to Sm Eur/year

*4nd/or prov?svi‘;e;:%fasset-backed securities created from a pool of underlying assets.
** The function cannot be found anywhere at the platform, however the provision of the function is mentioned in the platform’s “Terms and conditions”.
***The operator of the platform intends to be licensed as an investment firm (mentioned in the “About us” section of the platform).

Source: author’s developed based on the analysis of the platforms
Commenting on the results of the analysis of the platforms, provided in Table 2, it is possible to see that the platforms are anything but a

homogeneous group. Thereby, the platforms were broken down by three logical groups of cases (A, B, C) building on the criterion of licensing,

namely:

A. The platforms which are already authorised as investment firms acting upon the 4" business model, whose “Projects’ owners” are credit
providers (four platforms — 1, 2, 3, 4). As it can be seen from the licensing dates of the platforms, they have obtained investment firm
license after the adoption of the Regulation. Therefore, it can be stated that the Regulation prohibiting the auto-investing function was the
impetus for the platforms to transform themselves into the investment firms. Consequently, it is highly unlikely that holding the license
with broader range of eligible activities, the platforms of the group will authorise themselves under the Regulation.

B. In the group, there is only one Latvian platform (5) — a newly established (launched in 2022) investing-based platform already authorised
under the Regulation, and it does not offer the “auto-investing” functions for its investors, since the crowdfunding provider’s license does
not allow it.

C. In this group of cases, there are three platforms (6, 7, 8). Despite the diversity of their activities (business models), they were amalgamated
to one group, since they are not licensed, at this point. However, building on the content of their services, it can be stated that the activities
should be licensed. For expositional clarity, each case of the group is considered separately below.

Having regard to the type of projects (the type of projects’ owners) placed at the platform “Lande.finance” (6), the activity of the platform
was classed as business model 1, which is in the scope of the Regulation. However, the platform’s document “Terms and conditions” of the
platform assumes that the platform provides (will provide / provided) the auto-investing function. Therefore, under the condition that the
platform will implement the function, it should be licensed as an investment firm. In event of acting without the function, it should be authorised
under the Regulation as a crowdfunding service provider for business. Despite this, there are no any records of the platform’s operating legal
entity, in the official registries of licensed market’s participants — neither in the crowdfunding service providers’ list, nor in the investment
firms’ list. The only evidence that the platform intends to solve the licensing issue is the document “FCMC Approval”, placed at the platform.
From the context of the document, it can be concluded that the platform is in the transition period due to the process of restructuring. Therefore,
the platform may potentially extend the list of licensed Latvian crowdfunding service providers for business, authorised under the Regulation.

In a related vein, the platform “DoFinance” (7) was analysed to get insight if its activity was a subject to the Regulation. Firstly, the projects’
owners’ type was analysed. Despite the information given at the platform in the “How it works” section, that the platform provides loans for
individuals, no entries of the relevant license was found neither for its operating legal entity (Dofinance, Ltd.), nor for its assignor (Alfa
Finance, Ltd.), in the registry of licensed consumer creditors (PTAC, 2022). From the description of the activity of the platform provided in

Not active. Liquidation process has been started.
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the “About us” section, it can be understood that, apart from Latvia, the platform provides its financing services in Poland and Indonesia. Thus,
it was assumed that the platform provided its services via the countries’ partners which were duly licensed for the activity, in their countries.
This made it possible to relate the platform to the business model 4 rather than to the 3. Furthermore, the information on the platform’s
projections with regard to licensing issues, provided in the “Our team” section, shows that it is aiming at investment brokerage company’s
license. Also, the platform’s investment products are based on auto-investing function. Thereby, it could be stated that the platform will not
authorise itself under the Regulation.

Another unlicensed platform “Fintelum” (8) declares that it is an equity (investment-based) crowdfunding platform. However, among the
projects presented at the platform, there are several ones offering bonds (loan projects). That was the reason for classifying the platform’s
activity as both 1 and 2 business models, in Table 2. Moreover, the platform has one crucial feature which makes it different from other
platforms, already registered in Latvia, i.e. tokenisation of projects, and accepts some crypto currencies as a method of investments. This
feature is a subject to some considerations in terms of applicability of the Regulation.

On the one hand, the issue of the form of investment transactions (fiat or crypto currencies), and the form of investment contracts (directly
to the projects or via the tokenisation) is left out of sight of the Regulation, the information given in the disclosure (EPC, 2020, Disclosure (13)
indicates that “this Regulation ... covers and permits crowdfunding services related to transferable securities. Shares of certain private limited
liability companies incorporated under the national law of Member States are also freely transferable on the capital markets and should therefore
not be prevented from being included within the scope of this Regulation.” Therefore, the form of contracts and investment method does not
change the essence of the activity (namely, investing-based crowdfunding services), and the activity is a subject to the Regulation. Even more,
the legal basis for the activity, provided at the platform’s “Whitepaper”, is built on documents which are not in force for the time being, e.g.,
Crowdfunding Regulation Proposal. Thereby, the Whitepaper has not been updated after the adoption of the Regulation.

On the other hand, there continues to be struggles to come to grips with the fuzzy definition of Initial Coin Offerings (ICO) provided in the
Regulation’s disclosure, which assumes that “... ICO have the potential to fund SMEs, innovative start-ups and scale-ups, and can accelerate
technology transfer, their characteristics differ considerably from crowdfunding services regulated under this Regulation” (EPC, 2020,
Disclosure (15). In this context, the formulation leaves lots of room for interpretations for the platforms which provides the crowdfunding
service via tokenisation and the like. Due to this uncertainty in the Regulation, in Table 2, there is no clear answer provided whether the
platform’s activity is subject to the Regulation or not. Stemming from that, an unequivocal conclusion on the platform’s potential authorisation
under the Regulation cannot be made, since the Regulation itself leaves room for discussion in this regard.

In view of the above cases, it can be summarised that, potentially, there is one platform already registered in Latvia, being on its way to
extend the list of crowdfunding service providers for business licensed under the Regulation. Should any platform—newcomer wish to operate
in the market, there is a necessity of considering its business model to choose the right authorisation for making business in the domain.

Conclusion
1. The present study was designed to explore why the majority of existing crowdfunding platforms, managed by legal entities registered in
Latvia, has not authorised itself under the Regulation. Returning to the set goal, it is now possible to conclude that it is highly unlikely that the
list of licensed crowdfunding service providers for business will be extended significantly by already operating platforms, since the findings
suggest that four biggest Latvian platforms have authorized themselves as investment firms.
2. Among other three platforms which are unlicensed for the time being, there could be only one potential candidate to expand the list. The
study has gone some way towards enhancing our understanding of a possible reason why the four platforms have chosen to be licensed as
investment firms instead of crowdfunding service providers.
3. An implication of the obtained results is the possibility that the research will serve as a base for future studies on effect of the Regulation on
reshaping of the European crowdfunding industry.
4. Being limited to the cases of Latvian platforms, this study lacks examples from other European Union countries. If the debate is to be moved
forward, a better understanding of effect of the Regulation needs to be developed, and a study similar to this one should be carried out on the
example of other countries of the European Union.
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POLICY RECOMMENDATIONS TO CROSS-SECTORAL POLICY MAKERS
FOR SAFE AND FAST RIGA INTERNATIONAL AIRPORT
PASSENGER SERVICES DEVELOPMENT

Inese Abolina, University of Latvia

Abstract. The global aviation sector has never had a greater crisis than what it was experiencing during COVID-19 global pandemic.
Research problem lies in decreased passenger demand of RIX services due to COVID-19. It strengthens a necessity to establish policy
recommendations to develop touchless airport services which might increase passenger satisfaction with digital self-service processes at RIX
airport.

The aim of this article is to develop policy recommendations to cross-sectoral policy makers for safe and fast airport passengers’ digital
self-services. Methodologically, the aim is achieved during the 22 months of research based on interaction of technology and individuals,
analysing passenger satisfaction and technological possibilities, which include general screening of more than 100 publications covering the
period of 2016-2021, and a close reading of more than 20 selected publications, including literature cited and citations of each. Also, 1315
questionnaires were analysed by employing a SERVQUAL model. During this research survey results, also local and international airport
expert interviews were analysed with the qualitative data processing method NVivo 12. Results were interpreted to observe opinions, to
empirically measure passenger satisfaction with statistical and observational data in order to transfer knowledge and create policy
recommendations which derive from key constructs of passenger satisfaction, digital self-service processes in airports and passenger attraction
policy within a framework of touchless airports.

Policy recommendations include improved passenger handling and information, creating an infectious diseases free zone in RIX airport
terminal, invention of palm vein authentication technology that uses palm veins as a biometric feature, multimodal transport, and connectivity
from terminal to airplane, availability of self-check-in kiosks and automated passport control kiosks, as well as a state-of-the-art airport resource
management system.

Keywords: passenger satisfaction, digital self-service processes, passenger attraction policy, touchless airport.
JEL code: 1.90, J28, F68
Introduction

Global pandemic COVID-19 has influenced passenger travel by airplane in Latvia as from late February 2020. The Extraordinary and
Crisis Management Council of the Cabinet of Ministers of Latvia, on Saturday, March 14 at the joint meeting decided to close Latvia’s border
for international passengers’ transport from March 17, 2020. The only exception was passengers’ transport by state aircraft, so called
repatriation flights and some exceptionally allowed flights by the Minister of Transport. The very slow business and leisure air traffic recovery
started on May 18, 2020, when first daily flights from Riga were operated by national carrier airBaltic to Frankfurt and Oslo.

Before global pandemic COVID-19, RIX handled 6.5 thousand flights in January 2020 with a total of 525 thousand passengers (7.8 million
passengers in 2019). Passenger number decreased in February 2020 to 489 thousand, in March 2020 to 235 thousand. 3060 passengers were
handled via RIX in April 2020 when only repatriation and special flights were allowed by the Minister of Transport. During May, when
airBaltic resumed operations, 10 thousand passengers went to and from RIX. In May 2020, number of passengers has decreased to 98%
comparing to May 2019. Currently, in October 2022, RIX handles 551 thousand passengers, which might mean that COVID-19 global
pandemic has left unprecedented footprint, but also has allowed to rapidly digitalize self-service processes which has led to the development
of touchless airport in order to attract passengers and make them be satisfied with passengers’ services.

This interdisciplinary non-economic nature industrial research investigates a possibility to invent safe, secure, and user-friendly touchless
airport for RIX passengers. It acquits new knowledge and skills to develop these processes and establish innovative solutions for business
development and adaptation to changing circumstances due to COVID-19 global pandemic to renew airport services, to get a significant
improvement in existing processes: check-in, baggage drop, security control, passport control and boarding. These processes must be done by
every passenger before take-off. After landing, passengers from non-Schengen countries, need to go through a security check and passport
control. RIX has also set equipment for measuring body temperature in the departure’s hall before security control and in the arrival’s hall
before baggage reclaim.

The aim of this article is to develop policy recommendations to cross-sectoral policy makers for safe and fast airport passenger digital self-
services minimising face to face (F2F) contact. The aim is reached based on interaction of technology and individuals, analysing passenger
satisfaction and technological possibilities.

Research tasks:

e to investigate whether the replacement of human resources by digital solution in routine work would facilitate the return of passengers to
the airport and resumption of travel during and post COVID-19;

e how COVID-19 has affected airport operations and what lessons we have learned to novelise and automate processes and minimize F2F
contact.

To complete these tasks, it was necessary to acquire knowledge about touchless airport concept in the world and to measure passenger
satisfaction with digital self-services. For this purpose, a general screening of more than 100 publications covering a period of 2016-2021, and
a close reading of more than 20 selected publications, including literature cited and citations of each was done and the results were published
(Abolina, Uzarina, 2022). Also, 1315 questionnaires were analysed by employing a SERVQUAL model. During this research survey results,
as well as local and international airport expert interviews were analysed with the qualitative data processing method NVivo 12 and published
(Abolina, Uzarina, 2022b). Results are interpreted to observe opinions, to empirically measure passenger satisfaction with statistical and
observational data in order to transfer knowledge and create policy recommendations which derive from key constructs of passenger
satisfaction, digital self-service processes in airports and passengers’ attraction policy within a framework of touchless airports. To determine
statistically significant differences (p < 10%) in people’s survey responses (service expectations, actual experience, etc.) between various
groups (based on demographic information, airport use, etc.) the following procedure was carried out:

1) Reading of survey data in RStudio environment.

2) Selection of variables by which respondents were to be grouped (e.g., age group, frequency of travel).

3) Selection of variables of interest (e.g., expectations of baggage transfer).

4) Since the survey data was ordinal, standard one-way ANOVA and t-tests could not be used. Hence, Kruskal-Wallis H test and Wilcoxon
signed-rank tests were used to determine whether significant differences within groups were present.

5) Kruskal-Wallis H test was applied for all combinations of groups and variables of interest.

6) Combinations of p value < 10% were selected.
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7) Wilcoxon signed-rank test was applied to all pair combinations of the aforementioned selection to determine which groups differ
significantly, since Kruskal-Wallis H test cannot determine which exact groups differ significantly.

Due to the large number of combinations tested, there was a potential risk of having Type 1 errors.

Also, SERVQUAL research instrument was used to measure touchless airport operations and passenger satisfaction. Given the fact that the
quality of services is vital for airports performance, SERVQUAL model or its modification are widely applied to evaluate travellers’
satisfaction. Model allows to compare expectations and perceptions. There are five dimensions: tangibility; reliability; responsiveness;
security; empathy (Fernandez et al., 2021). All these dimensions constitute the perceived service quality that is closely connected with the
passengers’ satisfaction. According to previous studies, the most influential factors are usually tangibility and responsiveness (Nonthapot et
al., 2020). Moreover, these two dimensions not only have direct influences on travellers’ satisfaction, but also have indirect effects on passenger
loyalty (Thi et al., 2020). An adapted version of SERVQUAL model was used, focusing on convenience and ease of use in order to analyse
passenger service experience at airports (Otieno et al., 2016). Ease of use and usefulness are important dimensions in adoption of technologies
as self-check-in kiosks (Lin et al., 2015). SERVQUAL principles allow airports to integrate service quality criteria and improve services and
their image (Jeeradist, 2021). Based on the concept of the service quality, perceived level of service delivered to the airport user (Francis et al.,
2003), one service quality gap from the SERVQUAL model with the aim to identify gap occurring between perceived and expected service
quality was included in the survey. The set of measurement items were related to getting to/from the airport; check-in and security; waiting for
flight and boarding; epidemiological aspects. Passengers indicated their opinion by rating on a five-point scale.

This theoretical and methodological approach fully ensures achievement of the defined tasks, as only those methods which were selected
prior research execution were used. Passenger satisfaction is measured and evaluated using cross-sectional research design and mixed
methodology. These results are published in the article Innovations for Satisfied Passengers at Riga International Airport (Abolina, 2022)
which is indexed in Scopus scientific database.

In compliance with the latest research, this study is unique because there is no such research on airport digitalization in the Northern
European airports. In fact, many publications are theoretical and cover only airport activities of large countries. Moreover, this research has
also an interdisciplinary character.

Following other international airport digitalization and based on the analysis of interviews, survey and knowledge gained during trainings,
mobility, conferences, other knowledge transfer activities, research is concluded by policy recommendations to cross-sectoral policy makers
for safe and fast airport passenger services development. To ensure the highest level of scientific quality, gender equality, rights, and inclusion
of persons with disabilities, non-discrimination on the grounds of ethnic origin and age, were an integral part preparing survey questions and
making policy recommendations.

Interdisciplinarity of this research is based on business, aviation management and public administration skill set. As these subfields are
advancing, and referring to scientists and experts, airport operations will never be the same again, this research elaborates a concept how
business development, aviation and public administration can invent user friendly services which are in line with policies, business growth and
passenger satisfaction.

This research and results correspond and provide significant potential in achieving the goals of the Smart Specialization Strategy of the
Republic of Latvia RIS3, in the implementation of Priority 2 of the 2nd growth sector, where high value-added products and services exist or
may arise by the development of touchless airport concept and increase of passenger satisfaction.

Literature Review

From the onset of COVID-19 crisis, the aviation industry has faced ever-growing challenges and triggered sector by border closures and
restrictive measures as countries battled to contain and better prepare to deal with COVID-19 global pandemic's fallout (Dube, 2021). The
International Civil Aviation Organization (ICAO), through the Council Aviation Recovery Task Force (CART), has resolved to partner with
its Member States, international and regional organizations, and industry to address challenges and to provide global guidance for a safe,
secure, and sustainable restart and recovery of aviation sector (Council Aviation Recovery Task Force Report, 2021). Digital technologies at
airport, have a potential to make passenger services more efficient, safe, reliable, and sustainable. Several inspections and services provided
by humans, could fundamentally be transformed to digital self-services without F2F contact. This might significantly impact passenger
satisfaction which can lead to the increase of travel demand during COVID-19 and post COVID-19 period (Abolina, 2022). Touchless
technology is defined as a type of interaction which does not need physical touch to operate (Zhu et.al., 2020). There are different types of
touchless interfaces that have been commonly employed to avoid touching digital surfaces, for example, radio-frequency identification (RFID)
and near field communication (NFC) enables touchless interfaces. Both rely on radio-frequency signals to exchange data between devices.
Using gesture recognition simple gestures can be controlled or interacted with devices without physically touching them. Touchless sensing
can detect presence or motion of a person under a sensor. Voice activation recognition software analyses sounds and performs tasks based on
information that is given to it via a voice (e.g., Apple's Siri, Google's Home, or Amazon's Alexa). Bluetooth operates with an encrypted
identifier being picked up by a reader, connecting a mobile app with an existing sensor and system. QR codes/barcodes are on-demand mobile
quick response codes providing instant access to information. A QR code is a version of a barcode, an open-source technology that is easy for
mobile apps to scan. Biometric authentication measure physical characteristics (e.g., face or palm) of a person to verify identity (Hao and
Chon, 2021). Digital transformation is increasingly penetrating the aviation industry, and many airports are implementing smart airport
applications in their environments. Countries that are leaders in digitalization are constantly innovating their airports to streamline processes
and reduce costs (Drljaca et.al, 2020).

Various range of methods from digitisation to digital transformation can be applied in all scope of the airport processes and services, which
is illustrated by the next examples presented in the table below (Abolina et. al., 2022.). That proves that the infusion of digital technologies in
the airport has impacted its numerous operations transforming business model.
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Examples of applications of digital solutions

Airport operations
management

The introduction of an operations centre results in better collaboration among airport
stakeholders and optimization of use of resources (Zaharia et al., 2018). For example, Changi
Airport offers passengers a feedback system in order to ensure real-time data in a simple
manner. Passenger opinions sheds light on customer behaviour and needs for airport
management (Jaffer et al., 2014).

Flow monitoring
and capacity

Digital and interactive displays save time and minimize queues. Bluetooth and Wi-fi
technologies permit to introduction of geo-localization and flow monitoring. Gathered data is

Table 1

management being analysed, visualised, as well as Al can help to make decisions, in order to improve the
overall efficiency (Zaharia et al., 2018). Bluetooth passenger tracking gathers data on
passengers' movements enabling to identify the crowds and to manage flows and queues
(Jaffer et al., 2014).

Baggage handling | Automatic baggage handlers in departure zone improves the capacity of terminal (Zaharia et

al., 2018).

Automatic security control systems allow maximum use of terminal internal space and may
increase by up to 30% of airports capacity (Zaharia et al., 2018).

Self-service boarding systems may reduce boarding time by half (Zaharia et al., 2018).

Security control

Border control
Predictive and

Automated planning management and preventive actions can support in security matters, if

Ezle:t?::svﬁmking analysing passenger name record and suspecting their identifications (Zaharia et al., 2018).

Biometrics Technology can support in identity management, as well as to collect data on passengers with
a purpose of development of personalized products and services (Drljaca et al., 2020). Interest
in biometrics at security screening is high. This can be explained by ability of technologies to
scan passengers while they are moving, so they do not need to remove items (Halpern et al.,
2021).

Flight rebooking An opportunity to obtain new boarding pass in a timely manner via self-service channel
(Drljaca et al., 2020).

Self-boarding Automated boarding gates enable self-scanning boarding pass to proceed the way towards
airplane (Drljaca et al., 2020).

Robots Robotics may be helpful in operational roles, as well in providing on-the-spot assistance to

passengers (Drljaca et al., 2020).

Automation has proved itself to be an effective safety tool. Airports make their terminals safer

using special cameras, Al, and machine learning. Autonomous vehicles identify threatening

human factors. (Abolina et.al., 2022).

Source: author construction based on Zaharia et al., 2018; Jaffer et al., 2014, Halpern et al., 2021; Drljaca et al., 2020 and Abolina et.al. 2022.
Methodology

During this research RIX passengers were asked to participate in a survey. Detailed methodology of this broad research is explained in
previous article (Abolina, 2022). Survey was conducted by research center SKDS via internet (WAPI) in August 2021, with 1315 respondents.
The sample design was established directly proportional to the entire population of Latvia in the target group in terms of age, sex, nationality,
and place of residence.

Almost half of respondents were women (51.7%), with the rest (48.3%) being men. Most of the respondents were aged between 45 — 54
(21.7%), 55 — 63 (20.3%), 35 — 44 (20.1%). 59.0% were Latvians; 27.7% — Russians; 2.5% Ukrainians; other participants represented other
nationalities. With regard level of education, most respondents have completed higher education (62.4%), 23.2% — secondary vocational
education and 11.9% — secondary education. Most respondents (52%) used RIX services at least once during last three years until global
pandemic COVID-19 began, however from March 2020 till August 2021 the majority did not use RIX services at all (90%).

To determine statistically significant differences (p < 10%) in people’s survey responses (service expectations, actual experience, etc.)
between various groups (based on demographic information, airport use, etc.) the following procedure was carried out: reading of survey data
in RStudio environment; selection of variables by which respondents were to be grouped (e.g., age group, frequency of travel); selection of
variables of interest (e.g., expectations of baggage transfer).

Since the survey data is ordinal, standard one-way ANOVA and t-tests cannot be used. Hence, Kruskal-Wallis H test and Wilcoxon signed-
rank tests were used to determine whether significant differences within groups are present. Kruskal-Wallis H test was applied for all
combinations of groups and variables of interest. Combinations of p value < 10% were selected. Wilcoxon signed-rank test was applied to all
pair combinations of the selection to determine which groups differ significantly, since Kruskal-Wallis H test cannot determine which exact

groups differ significantly. While looking for significant correlations in data, Spearman’s Rank Order Correlation was used, as the survey data
cov(X)Y)

Touchless airport

is ordinal. Spearman correlation coefficient r between two variables is calculated as follows: 7 = p——
where:

X = R(x), Y = R(y)are the ranked variables x and y

cov(X,Y)is the covariance between variables X and Y

Oy, Oy are the standard deviations of ranked variables x and y

These calculations were automated as they were carried out in RStudio environment.

Interview qualitative analysis was performed using NVivo 12 software. Seven interviews were imported into NVivo 12. The most important
themes and subthemes were identified by using auto coding functionality. This method eliminates human bias in the coding process and
provides an objective overview of the most frequently mentioned themes. Furthermore, using NVivo 12 software also allows to identify links
between themes, subthemes, and their reference documents, in this case interviews with airport experts. As a result, this method allows tracking
a link between a theme and a region or a specific enterprise which it is often mentioned during the interview. The results of NVivo 12 analysis
were used to validate the findings from statistical regressions.
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Research results and discussion

This research aimed to have two research tasks. RT1: to investigate whether the replacement of human resources by digital solution in
routine work would facilitate the return of passengers to the airport and resumption of travel during and post COVID-19; RT2: how COVID-
19 has affected airport operations and what lessons we have learned to novelise and automate processes and minimize F2F contact. In response
to RT1, this research reveals that passenger satisfaction with digital solutions increases and does not show a statistically significant difference
compared to the situation where services are provided by airport staff. However, there are differences between passenger groups according to
age, residence, and frequency of flights. It is likely that easier and repetitive service processes in the aviation industry will be fully automated
and digitized in near future, but more complex tasks or those that require human interaction will be left to employees. According to theoretical
findings (Miskolczi, et.al., 2021) and empirical studies to date (Abolina, 2022), (Prentice and Nguyen, 2020), (Fulghum, 2022) the most open
to innovation in the field of service are young people, frequent flyers and technologically advanced passengers who can recognize convenience
and benefits of technology. This also corresponds to the results of PASSDIGI research — passengers aged 18 to 34; those who flew more than
5 times in the last three years before COVID-19 pandemic, as well as those living in the capital or other large cities are most willing to use
self-service baggage claim lines at RIX airport. By exploring passenger preferences, this research contributes to a more granular understanding
of aspects of RIX airport digitalization. Findings point clearly towards the greater technology adoption by passengers, with a large proportion
seemingly wanting more control over their journey with automated and more personalised options that provide a touchless airport experience.
Findings support those of previous studies by IATA (2019) and SITA (2019) suggesting high levels of adoption of digital technology among
passengers. Specific examples are interest in mobile-based boarding passes, payments and services, digital bag tags, use of biometrics and
technologies at security.

In response to RT2, COVID-19 has significantly affected airport operations in 2020 and 2021, and only in 2022 RIX could proceed with
lessons learned to novelise and automate processes and minimize F2F contact, which led to the renewal of airport services and business
development of RIX airport. However, surviving COVID-19 crisis is not enough. The aviation industry needs to take action to be prepared for
a similar future health crisis. Air travel needs to be resilient to these health threats to avoid a repetition of a complete traffic standstill. This
research explored passenger expectations and passenger satisfaction in the context of touchless airport passenger services. Since touchless
airport services require passengers to engage with a series of technology enabled solutions, this research paid specific attention to automated
processes in RIX. Research reveals the level of expectations and satisfaction of RIX passengers, determining most digital services which are
established in RIX airport are positively approved by passengers. In most cases received service have been rated better than passenger
expectations before using RIX services (Abolina et.al., 2022).

It could be expected that a hub airport with a focus on business traffic, where speed and reliability of passenger experience is likely to be
valued more highly, would seek to adopt digital technologies more readily than a smaller airport focussing on seasonal leisure traffic.

The aviation industry is also facing unprecedented changes in management environment. Financial tensions across sector are rising (Choi,
2021). RIX airport should also focus on commercial revenue management. One of the policy recommendations covers implementation of
airport crisis management.

Innovation is vital during crises, partly because of new demands imposed by different stakeholders and a risk of standing still which can
lead to business failure (Amankwah-Amoah, 2021). It is advised by Nelson Manuel da Silva deMatos (deMatos et. al. 2021) in a review of 185
scientific articles to use flow experience concept as an instrument to improve passenger’s satisfaction. Flow is characterized by a sense of
increased control over one's behaviour. There is less interaction with people as one is focused on what they are doing. Airport digitalization
and development of touchless airport will ensure flow experience of passengers.

Health screening could be done at dedicated locations in RIX airport and integrated in existing processes (e.g., security check and others).
There is also a possibility to make this screening in a continuum during several segments of the whole passenger journey, as shown in Figure
1.

Before
going to
the
airport

Boarder

Control At
before Security
Baggage Check

Claim Health

Screening

. At
Deplaning .
Aircraft Boéa}:géng

Source: author construction based on Tabares, 2021
Fig. 1. Passenger journey processes and potential health screening locations
For a passenger, potential health screening location options are depending on flow types: departure flow, when entering airport terminal
building, at the security check, prior to aircraft boarding; and arrival flow, after deplaning the aircraft before mixing with other arriving
passengers, prior to border control for all incoming flights; and transit and transfer flow, combination of the two previous flows.

Also, artificial intelligence and robotics might bring value to ensure “the cusp of invaluable advancement that can revive airport’s while
re-establish passengers' confidence in safe and fast airport passenger digital self-services” (Gaur, 2021). In some airports there are growing
effort to move check-in (including bag tag and bag drop processes) away from airport or terminal building, for instance, to airport car parks or
downtown locations, or with the option for passengers to pay to have their baggage collected (e.g., from home) by a company that then
transports it to the airport and checks it in for them (Halpern, 2021). These solutions can help to reduce congestion and queueing times at
airports and allow passengers to travel and arrive at the airport ‘baggage free’. This might be suggested for RIX airport to improve passenger
handling, information, and management services.
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Smart devices, sensors, smart appliances, smart TVs, smart assistants in natural interaction mode with voice or gestures on touchscreens
and shared devices such as kiosks, self-service counters and interactive displays are present in our everyday lives. Each of these interactions is
a concern for passengers, where hygiene is of utmost importance. The one-stop solution to hygienic interactions includes touchless technology
such as voice control, biometric, and gesture control (Igbal, 2021). With the breakthroughs in image recognition and language processing,
powered by advanced computer vision and machine learning, these technologies are becoming a new normal. This might become a progress
of the touchless interaction technology, which accelerates development of touchless airport digital self-service processes moving this term
from being a luxury to a life necessity. Touchless technology is an important component of digital ecosystems of tomorrow. COVID-19 has
provided the foundation for developing a touchless airport and will continue to satisfy and attract passengers from security screening with
facial-recognition to touchless boarding. The role of biometric technology is crucial in enabling touch free passenger services. RIX airport has
already introduced self-check-in, and bag drop for passengers to eliminate the surface touch and provide a touchless journey.

Another milestone in touchless airport processes is automation of security. Since there have been many attacks in aviation sector, especially
on airports and airplanes, the requirements for security systems and their development have risen sharply, with the consequence that passengers
must accept increasingly deeper intrusions into their privacy (Milbredt, 2022). Despite digitalised systems might be subject to cyber-attacks
manipulating, for example, databases containing biometric data, the future work for airports should be to address cyber security on the one
hand, and on the other, a method that applies the power of artificial intelligence to the control of all parts of the security infrastructure, such as
cameras, access controls and border controls. Automation combined with artificial intelligence can be trained to detect hidden correlations that
reveal potential threats (Milbredt, 2022).

Airport services are in need to improve passengers’ satisfaction. Satisfaction can help to attract more passengers who use existing airports
and airlines. Satisfaction is needed to ensure passengers' mobility (Romadlon, 2022).

In order to further develop a touchless airport in RIX and increase passenger trust and satisfaction, there is a need to detect infectious
diseases at the airport. Disinfection of airport facilities, cargo and aircraft is currently already achieved from both technical and operational
perspectives. Also, food supplies and catering standards exist and are applied. To ensure that RIX airport terminal building remains an
infectious disease-free zone, a filtering process is required for any person entering. This health screening should not be considered as a medical
check but needs to be based on international standards and on medical evidence. The main difficulty with health screening is to accurately
detect and filter out infectious people (i.e., passengers, crew or airport employees infected and who can infect other people). To be able to
detect an infectious but asymptomatic individual, while ensuring symptoms that are not caused by an infectious disease can be distinguished.
It should not be a requirement that only perfectly healthy persons can fly. (Tabares, 2021)

Airport passengers are directly or indirectly affected by flight bans, various control policies, and disease hot spots, which in turn changes
their fears and behaviours. There is a need for policy makers to enable transitions and incentivize technology adaptation (Tidhar, 2022). Such
technology transitions should include sustainable development goals (Gossling, 2020). Biometrics, contactless fingerprint, iris and face
recognition, gesture control, touchless document scanning, and voice command are seen as the keys to touchless travel. The World Economic
Forum’s initiative assesses a person’s risk profile and allows the authorities to operate the journey in advance and avoid queuing. At present,
it is too early to say if these initiatives are efficient, and future studies need to explore if touchless airports can ensure a pleasant, efficient, and
safe journey (Trip et.al., 2022).

The intelligent security verification system based on face recognition technology can avoid missed inspection caused by human factors.
The intelligent security verification system can effectively prevent unauthorized passengers from entering the security screening areas or
departure sterile area (Zhu et. al. 2020). This process is cost effective, easy to adopt, operate and expand, and the pre-check of the background
information before the security verification process might be considered in the future.

Looking at pandemic policymaking practices all over the world, the comprehensiveness and ‘seamlessness’ of policies have seldom been
considered, even though the virus is invisible and can consequently infect anybody, at any place, and at any time (Zhang et.al., 2022).

Conclusions, proposals, recommendations

Lessons learned during COVID-19 are strengthened and research has developed policy recommendations for a concept of a touchless
airport. One of the reasons why RIX airport should take effort on digital transformation and development is to satisfy its passengers with fast
airport passenger services. Along with COVID-19, RIX airport has already adapted quickly to external environmental pressures, but some
policy recommendations which derive from a research might be used to satisfy customer demands and expectations. Close integration is
required between policy areas and amongst service providers.

1. Establish, regularly revise, and when necessary, implement airport crisis management strategies which require clear and effective
communication with passengers on safety issues, and seek coordination between government and industry on appropriate passenger safety
standards and procedures.

2. Support, in coordination with other relevant authorities, capacity building and investment for touchless travel, including full broadband and
extensive Wi-Fi coverage, inclusive training programs in digital skills, communication and customer care, and relevant research programs
to guide policies and actions in the field.

3. RIX airport should evaluate to move in the future check-in (including bag tag and bag drop processes) away from airport building, for
instance, to airport car parks or downtown locations, or with the option for passengers to pay to have their baggage collected (e.g., from
home) by a company that then transports it to the airport and checks it in for them. These solutions can help to reduce congestion and
queueing times at RIX airport and allow passengers to travel and arrive at the airport ‘baggage free’. This recommendation might be
evaluated by RIX airport to improve passenger handling and information services.

4. In order to prepare for any other health pandemic, RIX airport should create an infectious diseases free zone in RIX airport building and

terminals. To ensure that RIX airport terminal building remains an infectious disease-free zone, a filtering process is required for any

person entering. This health screening should not be considered as a medical check but needs to be based on international standards and
on medical evidence.

RIX airport should evaluate to invent palm vein authentication technology that uses palm veins as a biometric feature.

6. For passengers to be more satisfied with their experience by getting from terminal to airplane, there is a need for passenger’s multimodal
transport and better connectivity from terminal to airplane. The goal of multimodal transportation is to integrate different forms of
transportation into a single experience that would take a passenger door-to-door. It would make travel experiences more efficient, safer,
greener, with less hassle, while optimizing the journey time, and minimizing costs.

7. Visitor handling, information, and management. Direct provision of information and other assistance to travellers can significantly
influence their activity and improve their experience, as well as providing other management benefits. There are many examples of good
practice involving imaginative use of new technology as well as more traditional forms of communication.

W
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8. Currently in RIX, self-service kiosks can be used by customers of airBaltic. Each airline has its own rules about the starting time and closing
of check-in, therefore, RIX airport recommends reading regulations on chosen airlines website. To make travel touchless and smooth, RIX
could invent self-service kiosks for all airlines operating from RIX airport.

9. Passengers are willing use automated passport self-service control kiosks to respond to customs and border protection and inspection related
questions and submit biographic information. Automated passport control is a free service which does not require pre-registration or
membership and maintains the highest levels of protection when it comes to the handling of personal data or information. This service
should be invented in all RIX airport terminals for all flights regardless of destination, ensuring the highest control of encryption protocols.

10. RIX airport might evaluate to install a modern state-of-the-art airport resource management system — modern flight information display
screens throughout terminals; 3D sensors to capture the position and movement of passengers with precision to detect long queues and
calculate wait times, enabling operations teams to act proactively and prevent congestion or overcrowding in passenger touchpoints.
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TOURISM INDUSTRY SUPPORT DURING THE PANDEMIC: CASE OF THE BALTIC STATES
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Abstract. The impact of the pandemic on the tourism industry is widely discussed and its negative impact is largely represented by the
drastic drop in tourist flow indicators and the financial indicators of tourism companies. Different state support instruments can be used to
mitigate the economic shock, but the effectiveness of support mechanisms vary greatly.
The aim of the study is to investigate the state support mechanisms used by each of the Baltic States and the evaluation of the effectiveness of
these support mechanisms from the point of view of hospitality entrepreneurs. Due to the scope of the study, quantitative research methods
were used distributing questionnaires to hospitality and catering establishments in all three Baltic States. The research tasks were to assess
changes in the financial situation of hospitality enterprises; to assess changes in the number of employees; to evaluate state support mechanisms
for hospitality enterprises; to evaluate effectiveness of support programs and the procedures for receiving state support.
The results of the study show the need for particular support mechanisms for hospitality enterprises, and the effects of benefits provided in
different stages of the pandemic for each Baltic State.
Keywords: tourism, tourism industry, tourism enterprises, state support mechanisms.
JEL code: M31, M38

Introduction

Tourism industry is an essential part of most economies of the world providing employment, financial income and other social and economic
benefits. The impact of the pandemic on the tourism industry can be characterised as an economic shock. The biggest economic shock from
the pandemic was experienced by tourism-dependent countries. Governments applied travel restrictions that affected tourism industry
enterprises. Governments should develop strategy and apply appropriate economic policy for the support of the tourism industry to decrease
negative effects from an economic shock. Baltic State tourism enterprises mostly consist of SMEs. Additional support for the survival during
an economic shock is needed by different types of companies, still SMEs are struggling the most during the crises.

The aim of the study is to investigate the state support mechanisms used by each of the Baltic States and the evaluation of the effectiveness
of these support mechanisms from the point of view of hospitality entrepreneurs.
In order to reach the research aim, the following study tasks were set:
to assess changes in the financial situation of hospitality enterprises;
to assess changes in number of employees in hospitality enterprises;
to evaluate state support mechanisms for hospitality enterprises;
to evaluate effectiveness of support programs and the procedures for receiving state support.
To achieve this, the following research stages were carried out - analysing literature on the impact on tourism industry by the pandemic,
studying recent tendencies in tourist accommodation and food and beverage service establishments in Baltic States, developing questionnaire
for tourism enterprises, distributing questionnaire among tourism enterprises in all three Baltic States, analysing data in each country during
periods of the pandemic - three waves of COVID-19, developing conclusions based on the assessment of different government support
mechanisms.

Survey was used as a quantitative research method to gain broader scope of hospitality and catering establishments in each Baltic State.
Survey was distributed in 2022 asking to evaluate support received in first wave March until June 2020, second wave October 2020 until May
2021 and third wave October 2021 till February 2022.

Literature review

COVID-19 impact on tourism industry is indicated by many scholars as one of the biggest crises, or even as an economic shock - an
unexpected exogenous event that significantly impacts economic development (Bhattachary, Sabyasachi 2005; Gossling, Scott, Hall, 2020;
Wong, Lai, 2022). Application of international, regional and local travel restrictions affected tourism economy stakeholders (Gossling, Scott,
Hall, 2020), tourism transportation companies, accommodation establishments, tourism intermediate enterprises and other organisations
directly or indirectly involved in the tourism system. Just in few months, the global tourism system shifted from over-tourism to under-tourism
(Marek, 2021, Berzina, Tsoy, 2021), or sometimes outlined even as non-tourism (Gdssling, Scott, Hall, 2020). Tourism industry is an essential
part of most world economies, providing a significant share of employment, generating financial income, and other social as well as economic
benefits (Khalid, Okafor, & Sanusi, 2021, Okafor, Khalid, Gopalan, 2022). The biggest shock from non-tourism was experienced by tourism-
dependent countries (Okafor, Khalid, Gopalan, 2022).

During the initial period of COVID-19, researchers mainly concentrated their attention towards the social and economic impacts of the
pandemic (Qiu et al., 2020, Berzina, Tsoy, 2021, Wong, Lai, 2022), and only later researchers delved into the role of government and applied
support systems (Fong, Law, Ye, 2020; Wong, Lai, 2022).

Unprecedented policy responses from national governments were applied using restrictions on movement, and regulations on social and
business activities (Allan, Connolly, Figus, Maurya, 2022).

Tourism scholars indicated that there is a connection globally between the size of the country and the size of government support provided.
Khald, Okafor and Burzynska (2021) concluded that larger economic stimulus packages were introduced by governments of countries with a
larger tourism sector, both fiscal and monetary policy support systems.

Tourism support policies applied by governments need to apply good governance principles, particularly transparency - open flow of
information (Holmberg, Rothstein, & Nasiritous, 2009, Wong, Lai, 2022). Governments often have to take an active part in determining the
appropriate economic policy, because the measures to limit require additional budget expenditures to provide support for the preservation of
jobs, companies and the economy as a whole (EU, 2021). This time was especially challenging for micro, small and medium sized tourism
enterprises (MSME:s).

Most governments of tourist destination countries were actively applying support activities for the recovery of the tourism economy
(Niewiadomski, 2020; Wong, Lai, 2022). Analysing cases of different government measures for tourism industry support during the pandemic,
researchers indicate that most popular ones include: taxes or fees deferrals, general loan facilitation, either by government, deferrals of
payments, such as for principals and interest for loans, short time work compensation and wage subsidies as well as hardship relief (Laesser,
Airey, Ermen, Hannonen, 2020). Some of the governments also introduced tax credits, tax incentives for overtime work, conversion of non-
performing or distressed loans into tax credits, special economic measures with regard to the gig economy actors and digital startups as well
as acceleration of depreciation tax deductions (Laesser, Airey, Ermen, Hannonen, 2020). While international tourism was greatly reduced by
government restrictions and traveller fears, some governments chose to boost domestic travel as the most efficient way to return tourism, as a
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logical strategy to reduce negative impact (Arbull, Razumova, Rey-Maquieira, Sastre, 2021, Allan, Connolly, Figus, Maurya, 2022). However,
tourism scholars have different opinions about the efficacy of policies aimed at attracting local tourists (Duro, Perez-Laborda, Fernandez,
2022), a variety of tourism enterprises, mainly countries with higher pre-pandemic domestic tourism demand, could use such a strategy to
reduce negative effects of vanishing of international tourism (Boto-Garcia, Mayor, 2022) Allan, Connolly, Figus, Maurya, 2022).
Research results and discussion
1.Impact of the COVID-19 pandemic on the operation of hospitality industry enterprises in the Baltic States

The impact of the COVID-19 pandemic on tourist accommodation establishments and catering service companies can be characterised by
changes in the number of enterprises, number of employees in these enterprises as well as their financial indicators, respectively, turnover. To
reduce the impact of the crisis caused by the pandemic, governments can influence the first two parameters with various state and municipality
measures.

Tourist accommodation sector was most successfully recovered from company liquidation processes in Latvia, where the number of such
establishments even slightly increased in both 2020 and 2021. In Estonia, the number of tourist accommodation establishments decreased by
a total of 7% in both 2020 and 2021; in Lithuania, the number of tourist accommodation establishments decreased by 11% in 2020, but
increased by 27% in 2021. (See Table 1)

In Lithuania, the number of catering companies did not decrease in 2020 - it even increased by almost 2%; however, a slight decrease in
the number of such companies was observed in Estonia (1%) and Latvia (0.5%). In Latvia, the number of catering companies decreased by
another 3% during 2021.

Table 1
Number of tourist accommodation and food and beverage service establishments in Baltic States (2017 — 2021)
Accommodation establishments Food and beverage service establishments
2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
Estonia 1500 1535 1424 1327 1324 2200 2269 2430 2405 Lk
Latvia 999 1055 1114 1129 1145 3075 3073 3046 3032 2947
Lithuania | 2971 3616 3756 3352 4268 3681 3753 3985 4053 Lk

* Data was not available at the time of writing
Source: author’s calculations based on statistical data

Unlike the number of accommodation establishments, the number of employees working in the hospitality industry was more strongly
affected by the COVID-19 pandemic: the number of employees of tourist accommodation establishments decreased by 20% in Estonia during
2020, 17% in Latvia, and 18% in Lithuania. During 2020, the number of employees in catering sector companies decreased by 13% in Estonia,
11% in Latvia, and 5.5% in Lithuania. The available statistical data show that in Latvia during 2021, the number of employees in tourist
accommodation establishments decreased by another 17.5%, and in catering companies - by another 9%. (See table 2)

Table 2
Number of employees in tourist accommodation and food and beverage service establishments in Baltic States (2017 — 2021)
Accommodation establishments Food and beverage service establishments
2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
Estonia 6934 6761 6607 5287 X 18606 17513 19118 | 16647 X
Latvia 7120 7570 7518 6236 5147 29937 31215 30851 | 27601 | 25134
Lithuania 7029 7531 7791 6426 X 33326 33882 35237 | 33361 X

* Data was not available at the time of writing
Source: author’s calculations based on statistical data

The pandemic had the most negative impact on the financial indicators of tourist accommodation and catering service establishments: the
turnover of tourist accommodation sector companies in Latvia and Estonia decreased by 50% in 2020 compared to 2019, and in Lithuania by
40%, which was caused by a sharp decrease in the flow of foreign tourists. The turnover of catering service providers in 2020 compared to
2019 in Estonia decreased by 25%, in Latvia by 29%, and in Lithuania by 21%. Decrease is lower because the turnover of catering companies
does not depend so much on the flow of international tourists, moreover, catering companies reacted more flexibly to the conditions, starting
to use the possibilities of food delivery services to work and living areas of the consumer.

Table 3
Turnover of tourist accommodation and food and beverage service establishments in Baltic states (2017 — 2021), thsd. euro
Accommodation establishments Food and beverage service establishments
2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
Estonia 323552 | 344559 | 341519 | 170398 LUK 609202 | 655014 | 733289 | 553794 LK
Latvia 221988 | 250082 | 256038 | 126388 | 126497 | 610362 | 670187 | 719429 | 514099 | 516623
Lithuania | 252400 | 285905 | 312964 | 186856 | 192226 | 725104 | 833593 | 945116 | 752354 LK

* Data was not available at the time of writing
Source: author’s calculations based on statistical data

EU decisions and implemented measures became an opportunity for companies in the hospitality sector to receive state financial support.
In general, companies in the hospitality sector had the opportunity to receive state support thanks to two decisions taken at the EU level. First,
it was the decision to launch for the first time in history the general escape clause of the Stability and Growth Pact (SGP) (European
Commission 2020a). The second important decision was the increase of EU funding. Thanks to the operation of the funds of the EU institutions,
as well as the developed action plans, the member states were able to receive support from the EU to help companies and their employees
overcome the financial difficulties caused by the COVID-19 pandemic (European Commission 2020b).

In general, the types of support programs were very similar in all Baltic States. First of all, governments developed support programs related
to the wages of company employees, called wage subsidies that allowed companies to reduce the position of such costs by compensating part
of them, and such support for downtime even completely replaced wages during the implementation of such programs. The second type of
support was administered by institutions that usually dealt with support in obtaining loans by offering guarantees or loans with significantly
reduced conditions. Due to the COVID-19 pandemic, additional financing was triggered to solve liquidity problems for companies that have
experienced objective difficulties in making loan payments to banks or obtaining new financing due to the spread of Covid-19 in order to
overcome the negative economic impact of the Covid-19 pandemic.

22



New Challenges in Economic and Business Development - 2023: Recovery and Resilience

2.Use of state support by accommodation and catering establishments of Baltic States during the period of COVID-19
pandemic

As the aim of the study was to investigate the state support mechanisms used by each of the Baltic States and the evaluation of the
effectiveness of these support mechanisms from the point of view of hospitality entrepreneurs, it was important to find out how the economic
policies of Baltic States governments in the form of support programs, allowed enterprises in the hospitality sector to overcome the negative
economic consequences of the COVID-19 pandemic.

As the research methodology quantitative research methods were chosen, including structured questions and evaluation using evaluation
scale.

Representatives of accommodation and catering companies from the Baltic States were invited to participate in the survey. The survey was
distributed through the companies' e-mails and social networks (LinkedIn, Facebook and Instagram accounts), sending company
representatives a direct invitation to participate in the study. Answers were received in the period from April 22 till May 6, 2022. Respondents
completed the survey online using the QuestionPro platform. A total of 112 Estonian, Latvian and Lithuanian companies answered the survey

questions, comprising 57 accommodation and 55 catering service establishments. The structure of the respondents can be seen in Table 4.

Structure of respondents (n=112)

Table 4

Micro-enterprise . Medium enterprise Large enterprise
(up to 10 Small enterprise (51-100 (more than 100 Total
(11 — 50 employees)
employees) employees) employees)
Accommodation establishments
Estonia 3 5 6 2 16
Latvia 12 10 2 0 24
Lithuania 6 6 5 0 17
Food and beverage service establishments

Estonia 5 9 1 1 16
Latvia 10 10 1 0 21
Lithuania 5 7 3 3 18
Total 41 47 18 6 112

Source: author’s calculations based on survey results
In order to characterize the impact of the COVID-19 pandemic on the operations of companies, the respondents, first of all, indicated how
their company was functioning during the COVID-19 pandemic, depending on the time period of pandemic “waves” offered (spring 2020 -
the 1st pandemic "wave" / autumn 2020 — Spring 2021 — 2nd pandemic “wave”/ Autumn 2021 — Spring 2022 — 3rd pandemic “wave”). During
the first wave of the pandemic, catering companies in Latvia suffered the most - 90% stated that they had been closed, in Estonia 87.5% and
in Lithuania 67% of catering companies were closed. At the same time, 87.5% of surveyed tourist accommodation establishments were closed
in Latvia, 75% in Estonia and 70.6% in Lithuania. The other companies’ operations were limited (more limitations) or so-called. in "green
mode" (less limitations). In the second "wave" of the pandemic, tourist accommodation establishments were more affected: 62.5% of the
surveyed accommodations were closed in Latvia, 25% in Estonia, 41% in Lithuania, while 43% of the surveyed catering providers were closed
in Latvia, 19% in Estonia, and 33 in Lithuania. %. The other companies operated limited (more limitations) or so-called. in "green mode" (less
limitations). During the third "wave" of the pandemic, 19% of the surveyed catering companies in Latvia and 11% in Lithuania, 12.5% of the
surveyed tourist accommodation in Latvia and Estonia were closed. The other companies operated mostly in the so-called "green mode".
Respondents were asked to rate the impact of the COVID-19 pandemic on the number of employees and financial indicators on a 10-point
scale. (Table 5).
Table 5
Assessment of the reduction in the number of employees and of the financial situation under the influence of the COVID-19
pandemic (n=112)

| Estonia | Latvia | Lithuania | Average
Assessment of the reduction in the number of employees under the influence of the COVID-19 pandemic
(1 - did not decrease, 10 - strongly decreased)
Accommodation establishments 6.38 5.96 6.29 6.21
Food and beverage service establishments 5.63 5.86 5.17 5.55
Assessment of the financial situation under the influence of the COVID-19 pandemic
(1 - had no effect, 10 - greatly worsened)
Accommodation establishments 7.19 8.33 8.18 7.90
Food and beverage service establishments 7.38 8.76 7.17 7.77

Source: author’s calculations based on survey results

In general, companies in the hospitality sector financially suffered the most from the first wave of COVID-19. (See Figure 1) This is due
to the shock that the economy experienced at that time and the lack of public support programs that were only in the development process at
that time. The second wave also has a big impact, especially on the results of accommodation companies, because catering companies, when
the second wave arrived, mostly already managed to adapt their work to remote customer service. Latvian accommodation establishments are
the only category in the reviewed results where the impact of the second wave is assessed as the strongest - 45.8% of respondents considered
it as such. No representative of Lithuanian accommodation companies indicated that it suffered the most from financial losses during the third
wave of the COVID-19 pandemic, but the other categories have similar results. The biggest impact of the third wave is in the category of
Latvian catering companies - 14.3%. In addition, there are also companies that indicated that they did not suffer from financial losses in any
of the waves. The largest number (16.7%) of such companies were from Lithuania from catering services. This may be related to the seasonality
in the activity of companies, which is especially visible in the results of catering companies. For example, if such companies worked only in
summers, during which there were no conditional waves, and therefore also strong operational restrictions, then the COVID-19 pandemic did
not have a bad effect on the financial situation of the companies.
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Fig.1. Assessment of the largest financial losses in the distribution by pandemic waves, % (n = 112)
Source: author’s calculations based on survey results

In response to the question related to particular wave of the pandemic when the companies in the hospitality sector needed government
support the most, the first and second waves dominated. (See Figure 2) The majority of companies (50.9%) indicated that they needed support
the most during the first wave of COVID-19, while 38.4% of companies needed it most during the second. Some of the surveyed companies
did not need support in any of the waves, which again may be related to seasonal work. This was indicated by Lithuanian and Latvian
companies, but no company from Estonia marked such an answer option. Representatives of Estonian companies indicated that they needed
state support the most only during the first or second wave, as well as the third wave in general, which was the answer option marked by the
fewest companies. The only category where the second wave was chosen as an answer more frequently than the first wave, was in case of
Latvian accommodation companies (62.5%), but such companies from Lithuania assessed the need for support equally in these periods (41.2%).
The results again show that catering companies overcame the second wave of the pandemic more easily than accommodation companies.
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Fig. 2. Assessment in which of the waves of the pandemic, state support for companies was most needed, % (n=112)
Source: author’s calculations based on survey results

The data obtained from the company survey show that most companies used state support to overcome the negative impact of the restrictions
related to the struggle against the COVID-19 pandemic on the financial situation of the companies. (See Figure 3) It was most actively used
by Estonian companies (in the category of accommodation companies, the share of use is 93.8%), and the least - by Lithuanian companies (the
result of catering companies is 66.7%). Latvian accommodation companies also actively used state support, as only 12.5% of respondents
stated that this was not done.

24



New Challenges in Economic and Business Development - 2023: Recovery and Resilience

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

12,5%
- 29,4% 2L 28,6% 33,3%

87,5%

70,6% 71,4% 66,7%

Estonia Latvia Lithuania Estonia Latvia Lithuania

Accommodation establishments Food and beverage establishments

m Used the support Did not use the support

Fig. 3. Use of state support within the pandemic, % (n=112)

Source: author’s calculations based on survey results

In total, 87 companies (48 in the accommodation and 39 catering sectors) used state support among the respondents, therefore only these
respondents were asked the following questions related to particular support systems.
Since the state support was implemented in the form of support programs, in the next question the respondents indicated which of the programs
the surveyed companies used to overcome the economic consequences of the COVID-19 pandemic. Looking at the results comprised in Table
6, catering companies in the Baltic countries used the wage subsidy program the most - this was indicated by 12 companies from Latvia, and
from Estonia and Lithuania - 9 from each country (total - 30). Downtime allowance was next used support, noted by 21 companies. On the
other hand, this type of support was not so popular in Lithuania - it was mentioned by only 3 respondents. Catering companies used the state-
guaranteed loan program the least often - it was marked 8 times, and 6 of them were marked by Latvian companies. Credit holidays (10) and
direct financial support programs (13) were used a little more often. On the other hand, the option of extending the tax payment deadline was
mostly used by Latvian companies (8).

Table 6
Use of state support programs in hospitality establishments (n=87)
Accommodation establishments | Food and beverage establishments
n=48 n=39

Estonia Latvia | Lithuania | Estonia Latvia | Lithuania
Salary subsidies 10 17 11 9 12 9
Downtime allowance for company 8 15 10 8 10 3
employees
Credit holidays 1 2 5 2 4 4
Extension of tax payment deadline 3 10 8 3 8 6
Direct state financial support 7 15 12 4 5 4
State guaranteed loans 0 6 3 1 6 1

Source: author’s calculations based on survey results

Accommodation companies' answers to the question about the use of support programs varied slightly. Most of all, as in the case of catering
companies, the companies used the wage subsidy program provided by the responsible authorities of each country. This answer option was
marked 38 times, and representatives of Latvian companies made it the most (17). This is followed by direct state financial support, which
companies used very often (34). This is due to the fact that in the Baltic States, separate support programs intended only for accommodation
companies were developed, the purpose of which was to cover, for example, the operational costs of companies. They had fewer opportunities
than catering companies to work without restrictions, so they were subsidised by the states, which the companies took advantage of. It was
used the mostly by Latvian companies (15), a little less by Lithuanian companies (12), and the least by Estonian companies (7). Downtime
support was used to a similar extent - it was noted by 33 companies, most often (15) - companies from Latvia. The least used support program
is related to credit holidays (8), followed by state-guaranteed loans (9). For example, in the case of Estonia, no company used it. The tax
payment extension program (21) was used more often, and Latvian companies used it the most.

In order to judge the effectiveness of the programs used, company representatives were asked to make an assessment using a 10-point scale,
where 1 means that the effectiveness of the programs was very poor and 10 - excellent. (See Table 7) The average evaluation of efficiency is
quite low and does not exceed 6 points. The best support enabled catering companies in Lithuania to overcome difficulties (6.00), and the
worst — Latvian accommodation companies (4.17). In general, catering companies rate the effectiveness of support higher than accommodation
establishments - only in the case of Estonia, the rating of accommodation companies is better than that of catering enterprises.

Using a similar approach, companies were also asked to rate the process of receiving support, to judge how difficult it was to receive
support resources, using a 10-point scale where 1 means that the process of receiving support was very easy and 10 means very difficult.

The results show that the procedure for receiving support was rather difficult, as the obtained average ratings are higher than 4 points (the
lowest (4.13) in the case of Estonian accommodation companies), but do not exceed 6 points. The process appears to be more complicated in
the case of accommodation companies, and such Lithuanian companies rated this process as the most complicated among the surveyed
companies (5.67). Moreover, the procedure for receiving aid in Estonia was the easiest among these companies. This may be one of the reasons
why a higher proportion of Estonian companies actually used it. In the case of catering companies, the highest rating was given by Latvian
companies (5.07), but the support was still used quite intensively, as shown by the previous results.
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Evaluation of the effectiveness of support programs and the procedure for receiving support (n=87)

Estonia Latvia Lithuania Average
Evaluation of the effectiveness of support programs (on a scale from 1-very poor to 10-excellent)
Accommodation establishments 5.60 4.71 5.00 5.10
Food and beverage service establishments 5.17 547 6.00 5.54
Evaluation of the procedure for receiving support (on a scale from 1-very easy to 10-very difficult)
Accommodation establishments 4.13 5.24 5.67 5.01
Food and beverage service establishments 4.50 5.07 4.67 4.74

Table 7

Source: author’s calculations based on survey results

In the study it was also determined whether companies that already used some form of state support within the pandemic need another form
of state support. The data show that the mentioned state support was enough for the majority of companies to overcome the difficulties related
to COVID-19. Only Latvian accommodation companies would prefer to receive additional support - 13 out of 21 surveyed companies indicated
this. Those companies that spoke in favor of additional support were offered to indicate the details related to this issue - what kind of additional
support they would need. Most noted that they would like to receive additional direct funding to cover, for example, operational costs, as the
drop in turnover during the pandemic made it difficult to cover such costs. Some respondents expressed the opinion that companies would
especially benefit from a reduction in the tax burden.
Those companies that did not use the support programs offered by the state were asked about the reasons. Most of the companies indicated
that the company faced non-compliance with some of the criteria that had been set to receive support. This means that the companies still
needed it and would gladly use the support possibilities offered to other companies. In total, 18 out of 25 companies noted this as the reason
for not receiving support. None of the respondents indicated insufficient or non-existing information as a reason for not receiving state benefits.
5 companies stated that they did not need to use state aid.
In the end, all respondents were asked how they generally evaluate the developed state support, the purpose of which was to help companies
in the hospitality sector of the Baltic States to overcome the negative economic consequences of the COVID-19 pandemic, using a 10-point
scale, where 1 means that the support was very bad, and 10 excellent. The results show that the state aid is better evaluated by the companies
that used it, as well as among the catering and accommodation companies, a higher rating was received from the representatives of the catering
companies. (See Figure 4)
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Fig. 4. Overall assessment of state aid depending on the use of state aid within the framework of the COVID-19 pandemic (on a scale
from 1-very poor to 10-excellent) (n = 112)

Source: author’s calculations based on survey results
Among the companies that did not use the support, the highest score was given to Lithuanian accommodation companies (5.00), while the

lowest, very bad rating (2.33) was given by Latvian companies. The companies that used the support rated it better — in the case of catering

companies, the overall average score is 5.38, and for accommodation - 4.74. Lithuanian catering companies were rated the best (6.00), while

Latvian accommodation companies gave the lowest rating. In general, however, the assessment of state aid among the surveyed companies is

quite low, especially those that did not initially use state aid.

Conclusions, proposals, recommendations

1. The spread of the COVID-19, which caused a pandemic in 2020, became a situation that required the implementation of economic policy
with the aim of supporting the country's citizens and companies. Companies in the hospitality sector in the Baltic States also suffered
greatly from the restrictions that were introduced to combat the spread of the disease, as they could not fully implement their economic
activities. The strongest restrictions during the pandemic were introduced in Latvia, while in Estonia the activity of companies was the least
restricted.

2. Inorder to support companies in the hospitality sector, the governments of the Baltic States, with the help of the European Union, developed
and implemented various support programs, which were mainly related to the use of fiscal policy instruments. By increasing the amount of
budget expenditures, states supported companies with wage subsidies, downtime allowances, direct financial support, credit holidays, state-
guaranteed loans, and tax payment extension programs. The support programs developed in all the Baltic States were similar, and companies
in the hospitality sector could use them if they met the specified criteria.

3. In order to evaluate the mentioned economic policy, companies in the hospitality sector of the Baltic States were surveyed, they could
express their opinion on state support within the framework of the COVID-19 pandemic. The majority of companies actually used support,
but those that did not would like to do so, but could not due to non-compliance with the criteria for receiving support. The type of support
related to salaries (subsidies, downtime allowance) was most used, while programs related to loans were used quite rarely among the
surveyed companies. This suggests that companies are not so confident in their future to make new loans and are better off using support
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that does not have a pronounced long-term impact. In addition, it harms the state budget, as direct financial support and support in wage
costs lead to a significant increase in the budget deficit, while the loans will be repaid in the long term.

4. In general, the developed state support has been evaluated rather mediocre - companies did not evaluate it as bad, but it could certainly
have been better. The companies lacked direct financial support that would cover the current costs, which were quite difficult to pay in
those circumstances due to the significant deterioration of the financial situation. Difficulties are also caused by the tax burden that
companies have to pay, so changes in it would also benefit companies in the hospitality sector. In the event of a new wave of COVID-19,
companies will likely need support again, and the state should properly prepare for this by easing the procedure and criteria for receiving
support, as well as taking into account the companies' need for direct financial support.

5. Inthe case of the potential new wave of the COVID-19 pandemic, the governments of the Baltic States should limit the activity of companies
as little as possible and use the approach that was implemented during the third wave - the principle of the green zone. Since the Estonian
government was the most successful in overcoming three waves of Covid-19 and supporting its companies, the governments of Lithuania
and Latvia should pay attention to the approach of the Estonian state in combating COVID-19.

6. The relevant institutions of the Baltic States must facilitate the procedure and criteria for receiving support programs, so that in the event
of a potential new wave of COVID-19, companies receive appropriate support in time and overcome the difficulties associated with it. The
types of support related to salaries should be preserved, the amount of direct financial support should be expanded (also for catering
companies), and the receipt of state-guaranteed loans should be encouraged.
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NGO ACCOUNTING REGULATION IN LATVIA — RECENT INNOVATIONS
Inga Bumane, University of Latvia
Diana Jeremejeva, University of Latvia

Abstract. Accounting is an integral part for the management of any organisation and an essential information source for all users.
The regulation plays the main role in the process of formation and presentation of accounting information. The aim of the paper is on the basis
of the studies of Latvian NGO accounting regulation and special literature to evaluate the innovations to Latvian NGO accounting regulation
and to advance proposals for its improvement. The objectives set to achieve the aim are to: 1. Perform the literature review in the field of NGO
accounting, 2. Describe and analyze the development of Latvian NGO sector, 3. Evaluate the recent regulatory changes in Latvian NGO
accounting. In the studied special literature very few studies could be found in relation to NGO accounting. Latvian NGO sector demonstrates
the developmental tendency during the last five years (2017-2021). The performance of NGOs has an important role for the achievement of
Latvia’s strategic goals, and it is surely expected that the NGO sector in Latvia will continue to develop. All-in-all, the authors evaluate as
positive the recent innovations to the Latvian NGO accounting regulation, and believe that the innovations impove procedures of NGO
accounting. However, the authors have identified a shortcoming in the new Latvian NGO accounting regulation as well and recommend to the
Ministry of Finance of the Republic of Latvia to elaborate amendments to the regulatory framework of NGO accounting.

Keywords: accounting, regulation, non-governmental organisations, NGO.
JEL code: L31, M41, M48
Introduction

Accounting is an integral part of the management of any organisation. Simikova (2016) points out that accounting is indispensable
source of information for all users. In conformity with the Latvian regulation, the tasks of accounting are to: 1. Provide the management of an
organisation with the information for making economic decisions; 2. Provide users of financial reports with truthful and complete information
on the financial position, performance results and cash flow of the organisation; 3. To perform calculation of taxes; 4. Ensure the allocation of
revenues and expenditures by accounting periods (Accounting Law, 2021). The significance of the use of accounting information emphasizes
the necessity to prepare such information properly. The regulation plays the main role in the process of formation and presentation of accounting
information, because it provides the requirements set for accounting methodology and information to be disclosed in the financial statements
(Subacdiené et al., 2018).

The issues of accounting regulation are topical for accountants both in practice and in academic environment. Cordery et al. (2019) stresses
that most of the research on accounting is related to business sector; however, there are also organisations, the performance of which is focused
on achieving social goals instead of gaining profit. These organisations strive to manage their financial and non-financial resources to facilitate
to the utmost achievement of their social goals. Our research is devoted to such organisations, i.e. non-governmental organisations (hereinafter
—NGOs) and to the evaluation of innovations to NGO accounting regulation in Latvia.

While being non-profit organisations, NGOs in Latvia, for the achievement of their goals, attract private donations, state and municipal
grants, financing from foreign funds etc. At the same time, these organisations are allowed to carry out economic activities for the achievement
of their goals and performing of their mission. Economic activities enable to lessen an NGO’s dependence on irregular donations and external
funding. Thus, an NGO makes such a hybridmodel that combines non-profit performance and business activities, which together are directed
towards the achievement of an NGO’s social goals. These peculiarities are also reflected in NGO accounting.

The year 2022 was a year of significant changes in the field of Latvian accounting, because the new “Accounting Law” of the Republic of
Latvia has come into effect and there were introduced several changes to the regulation of accounting, including in relation to NGO accounting.
The aim of the paper is on the basis of the studies of Latvian NGO accounting regulation and special literature to evaluate the innovations to
Latvian NGO accounting regulation and to advance proposals for its improvement. The objectives set to achieve the aim are to: 1. Perform the
literature review in the field of NGO accounting, 2. Describe and analyze the development of Latvian NGO sector, 3. Evaluate the recent
regulatory changes in Latvian NGO accounting. In the studied special literature the authors established only few studies related to NGO
accounting. Within the framework of research, the authors used qualitative and quantitative research methods: monographic method, statistical
analysis methods, as well as logical constructive research method. As a result of research, the authors draw a conclusion that all-in-all the
innovations to the Latvian regulation of NGO accounting shall be evaluated as positive. However, at the same time, the authors have also
identified a shortcoming in the new regulation and have elaborated a proposal for the elimination of such shortcoming.

Review of Research Theoretical Background

Having studied research performed in the field of NGO accounting, the authors conclude that there are a few of such studies. The authors
agree to the point of view expressed by Cordery et al. (2019) that studies in the field of accounting mostly are devoted to business sector,
where the following concepts of accounting are studied: assets, liabilities, equity capital, profit and loss. However, there are also organisations,
the performace of which is not oriented towards gaining a profit, but their main aim of activities is a social goal. In the studied special literature
for the last years, the authors established only some studies related to the NGO sector. The research has been mostly performed on NGO
stakeholders, the performance and financial aspects of these organisations: identifying stakeholders of non-profit organisations (Maguregui
Urionabarrenechea et al., 2019), impact of stakeholders on the development of NGO (Melvja & Kav¢i¢, 2019), building successful NGO-
business relationships (Moshtari ez al., 2020) and the financial aspect of NGOs (Stanimirovic, 2021). There are few studies carried out regarding
NGO accounting. The research on management accounting aspects in NGOs was performed by B. Clerkin and M. Quinn (2021), the specialists
from Ireland and the United Kingdom, as well as the research on NGO accounting and accountability was performed by C. Cordery, A.R.
Belalet and I. Thomson (2019), the specialists from the United Kingdom. In Latvia there was no detailed research on NGO accounting identified
by authors. The only profound studies in Latvia related to NGOs has been research on the description of the NGO sector performed by K.
Zdanovskis (2017), doctoral student at Latvia University of Life Sciences and Technologies, and research on the methods of NGO financial
report analysis performed in 2019 by Professor I.Pilvere and doctoral student K. Zdanovskis (2019) at Latvia University of Life Sciences and
Technologies.

All-in-all, NGOs may be characterized as a wide range of organisations that are neither commercial organisations, nor state-owned
organisations (Melvja & Kav¢i¢, 2019). Non-governental organisations protect public interests (Zdanovskis & Pilvere, 2019) and the
performance of these organisations is of no profit gaining nature. Moshtari & Vanpoucke (2020) point out that NGOs and businesses have
different missions, objectives, and challenges. Melvja & Kav¢i¢ (2019) point out that the success of an organisation depends on the fact how
successfully this organisation is able to adapt to stakeholders’ interests. In contradiction to business sector, NGOs have a wider range of
stakeholders. The main stakeholders of NGOs are beneficiaries, donors and other resource providers, experts/regulators, staff, constituents,
policy influence targets, members, the general public and the media (Melvja & Kav¢ic, 2019). Maguregui Urionabarrenechea et al. (2019)
emphasizes that modern society is aware that organisations shall provide information and communicate with stakeholders accurately, clearly
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and objectively. From the point of view of accounting it means that NGOs shall ensure correct accounting by involving competent specialists
and applying valuable methods in order, as a result, to provide stakeholders with true and complete information on an NGO’s operating results
and financial position.

The result of accounting is disclosure of data in the organisation’s annual statement. The annual statement is the main document that
provides stakehoders with the information on the NGO’s operating results, financial position, property and liabilities, as well as revenues and
expenses. According to Toma et al. (2015), financial information of an annual statement shall have two main qualitative properties: relevance
and faithful representation of economic reality. Relevant financial information is the one that can provide support for the stakeholders in
decision making process. Correct data of accounting ensure the management of an organisation with an opportunity to follow the NGO’s
financial stability. According to Zdanovskis & Pilvere (2019), NGOs are responsible for their financial stability, because these organisations
are responsible for its members and means spent for achieving the aims, as well as for its liabilities, like any other legal entity.

The performance of this research and evaluation of latest changes to the Latvian regulation for NGO accounting, the autors based not only
on the practical application of these innovations, but also on the framework of accounting theory, because, as has been acknowledged by Taylor
(2018), theory plays an important role in qualitative research.

Research Results and Discussion
1. Development of the NGO Sector in Latvia (2004 — 2021)

Non-governmental organisations are founded voluntary on the basis of an initiative of a citizens’ group and represent public interests in
various fields. Nonprofit organisations are supposed to exist not for making profit but for collective or social ends and, by their nature, are
situated between the state, the (service) economy, and civil society (Bode, 2003). Altogether, these organisations form so-called “third sector”.

The first NGOs were founded in Latvia in 1990ies, when Latvia regained its independence (Zdanovskis, 2017). At that time these
organisations were called “public organisations” and their activities were regulated by law of the Republic of Latvia “On Public Organisations
and Associations Thereof” adopted in 1992. The law provided that these organisations were established voluntary and on the basis of common
goals, and their operating could not have a profit gaining aim, as well as intention and nature of economic activities.

In 2004 there was reform implemented in Latvia regarding the NGO sector, and a new law of the Republic of Latvia came into effect, i.e.
“Associations and Foundations Law”. It substituted the previous law on public organisations. The regulation of the new law did not alter the
essence of activities and non-profit nature of NGOs; however, the legal form of these organisations was changed. There were two new legal
forms of organisations introduced in Latvia, i.e. an association and a foundation. As a result, the previously operating public organisations had
to be re-registered as associations or foundations, or they had to be liquidated. Furthermore, by the end of 2004, there was such legal form as
“a non-profit LTD” liquidated in Latvia. As a result, a part of these organisations were also re-registered as associations or foundations (Jauja,
2004). Thus, at present there are two types of NGOs in Latvia — associations and foundations (or funds), the activities of which differ according
to their organisational structure and aim:

1. An association is a voluntary union of persons founded to achieve the goal specified in the articles of association, which shall not have a
profit-making nature;
2. A foundation, also a fund, is an aggregate of property that has been set aside for the achievement of a goal specified by the founder, which

shall not have a profit-making nature (Associations and Foundations Law, 2003).

The activities of NGOs are of a diverse nature. In Latvia, in conformity with the regulation for the classification of NGOs, there are fifteen
fields of NGOs’ activities, including, social support measures, protection of environment and animals, justice and protection of interests,
philanthropic mediation and facilitation of voluntary work, employers’ organisations, trade unions, sport associations and foundations etc.
(Regulation No.779, 2015). If an NGO is operating in a public profit field, for example, carrying out charitable activities, raising the social
welfare of low-income and socially disadvantaged person groups, protecting human rights and an individual’s rights, protecting environment,
supporting sport, etc. the State Revenue Service of the Republic of Latvia may grant a special status of “a public benefit organisation”
(hereinafter — PBO) for such an organisation. This status enables the donors of such an organisation to receive tax reliefs for the donations
made. From the aspect of accounting, PBO status imposes an additional obligation on the NGO, namely, to:

1. Perform separate accounting for donations according to their purposes (general donations, targeted donations);

2. Ensure internal control over the administrative expenses; their amount must not exceed 25% of the general donations spent during the
taxation year;

3. Ensure that the losses due to economic activities are not covered from the donations received (Public Benefit Organisation Law, 2004).

The rapid development of Latvian NGO sector was observed since 2004 and it was facilitated by the following factors:

1. The reform of the NGO sector that authors already mentioned above; as well as

2. Accession of the Republic of Latvia to the European Union in 2004 that ensured availability of the financing of EU funds to Latvian NGOs.
Informatin on the main indicators of Latvian NGO sector for the last five years is provided by authors in Table 1.

Table 1
Main Indicators Characterising Latvian NGOs (2017-2021)

Indicator 2017 2018 2019 2020 2021
Total number of NGOs, including 22751 23 308 22 869 23 694 24 403

- number of economically active NGOs 12 108 11 526 14 636 14 571 13 206
Total number of employees 19 194 29 609 26 984 25748 24248
Total revenue (millions, Euro) 442 434 470 482 459
Total expenses (millions, Euro) 418 428 470 423 441
Total amount of salaries (millions, Euro) No data No data 96 102 114

Source: authors’ construction based on Civic Alliance — Latvia, 2019; Civic Alliance — Latvia, 2022

The data aggregated in Table 1 show that, irrespective of the fact that the total number of NGOs continue to grow in Latvia year by year,

the number of economically active NGOs fluctuates. We can also see positive dynamics of the total number of employees in Latvian NGOs
within the period under the research, and it reaches the highest level in 2018. The decrease of the number of economically active NGOs and
of the total number of NGOs’ employees within the last three years (2019-2021) the authors explain by the limitations set during Covid-19
pandemic, as a result of which NGOs were forced to stop their activities and “to freeze” their projects. The authors relate the increase of the
indicators of the total amount of salaries during the Covid-19 crisis period (2019-2021) to the state compensations paid for the down-time
during the emergency situation period.

When speaking about the development of the NGO sector, it is important to examine separately the structure of NGOs’ revenues. It enables
to gain an insight into the types of financing that are used for the achievement of NGOs’ aims. According to Stanimirovic (2021) the role of

29



UNIVERSITY OF LATVIA
FACULTY OF BUSINESS,
MANAGEMENT

AND ECONOMICS

financial resources does not differ between for profit companies and non-profit organisations. Financial resources are vital for the operating of
any organisation, establishment or company. In Table 2 the authors provide an overview of the classification of NGOs’ financial resources.

Table 2
Typology of NGOs’ Financing Sources and Resources
Types oiel;gﬁ;iifsundable Attracted resources SeLi';sgsll::;‘::ed
From private funds From members: From non-members: Commercial
e QGrants e Grants activities
e Sponsorship e Sponsorship
e Unconditional contribution (donation) | ® Unconditional contribution
e Membership fee (donation)
From public funds Direct allocation: Direct allocation: Commercial
e Grants e Tax exemptions activities
e Subsidies
® % of personal income tax

Source: Stanimirovic, 2021

Latvian NGOs, alike disclosed in Table 2, for performing their tasks, attract private donations and gifts, state and municipal subsidies,
grants, financing from the EU and other foreign funds. The Latvian regulation provides a possibility for NGOs to also generate revenues by
performing economic activities (Associations and Foundations Law, 2003).

Table 3
Structure of Latvian NGOs’ Revenues, 2017 — 2021, millions, euro

Type of NGOs’ income 2017 2018 2019 2020 2021
Membership fee, fee paid for joining the organisation 46 46 48 50 44
and other annual payments
Donations and gifts received 88 64 64 59 57
Subsidies received 87 86 90 93 97
Financing received from the EU funds, the EEA funds 20 28 33 34 39
and other foreign funds
Revenue from economic activities 106 110 127 112 121
Other types of revenue 93 95 105 134 99
Inheritance received 2 5 3 0 2
TOTAL: 442 434 470 482 459

Source: authors’ construction based on Civic Alliance - Latvia, 2019, Civic Alliance — Latvia, 2022

According to data aggregated in Table 3, revenueS generated as a result of Latvian NGOs’ economic acitivities is considerable and
constitutes, on average, 25% of the total annual revenue of Latvian NGOs. Consequently most of the financial resource amount is formed by
various external financing, e.g. donations and gifts received, subsidies received and financing received from the EU and other foreign funds.

Speaking about the developmental prospects of Latvian NGO sector, the autors emphasize that NGOs as co-responsible authorities are
included into the National Development Plan of Latvia for 2021 — 2027 (NDP2027). Their activities are significant in the fundamental
directions of changes, such as: family values, human health, knowledge and lifelong learning, safe and open society, culture and sport,
qualitative habitat environment (energy efficiency of housing and climate neutrality or “Green Deal”). Altogether, it proves that the activities
of NGOs have a significant role for the achievement of the strategic goals of Latvia, and it is surely expected that the NGO sector will continue
its development in Latvia.

2. Evaluation of recent Regulatory Changes in NGO Accounting in Latvia

The year 2022 was a year of significant changes in the field of accounting in Latvia, because the new “Accounting Law” (hereinafter — AL)
of the Republic of Latvia came into effect. In the new law there have been specified several concepts related to accounting; there have been
defined the tasks of accounting; there have been precisely listed an accountant’s duties; there have been determined an accountant and an
outsourced accountant’s status and requirements set for their education; there has been provided regulation on the licencing of outsourced
accountants and on the introduction of publicly available Register of Outsourced Accountants, as well as there have been given other more
precise definitions and additions. In 2022, on the basis of the new AL, there were several new Regulations adopted by the Cabinet of Ministers
of the Republic of Latvia. In relation to NGO accounting the new Regulation No.439 “Regulation on the Annual Statements of Associations,
Foundations and Trade Unions and on Single-Entry Accounting” (hereinafter — CM No.439) was adopted.

Altogether, the new Regulations influenced provisions of accounting at any enterprise and organisation, and it also caused several changes
in NGO accounting. According to authors’ point of view, the most significant changes in NGO accounting are the following:

1. an increase in the threshold for the use of single-entry system;

2. separate accounting of revenues and expenses of an NGO’s non-profit activities and economic activities;
3. the addition of two new components to the structure of the annual statement;

4. an opportunity to handle accounting also by a person performing voluntary work.

Further in the article the authors will provide the evaluation on the usefulness and sufficiency of these changes.

The organisation of accounting is one the management functions ensured by the board of an NGO. In conformity with AL provisions,
accounting at an NGO may be performed by a competent accountant, a competent outsourced accountant, the responsible board member of
the NGO itself or a person performing voluntary work with whom the NGO’s board has concluded a written agreement, where the duties,
rights and responsibility of such a person have been defined. This innovation of AL, i.e. an opportunity to keep NGO accounting in a form of
voluntary work is evaluated by authors as positive, and the authors agree to the supporting arguments of K. Zondberga (2021), the director of
organisation “Civic Alliance — Latvia”, which is the largest umbrella organisation in Latvia for the defence of NGOs’ interest protection,
expressed on the necessity of such a supplement to AL: ““... such regulation would enable associations and foundations to outsource accounting
specialists who could voluntarily ensure accounting processes in conformity with the provisions of laws and regulations. It should be said that
not always a member of the board of a small association or foundation is a specialist in the field of accounting. Besides, and that is not
unessentially, small associations and foundations cannot afford hiring accounting specialists due to financial considerations. ... such ...
supplement would enable small associations and foundations outsource qualified accounting specialistsin a form of voluntary work that, in its
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turn, will enable to prepare statements, which would be qualitative and in conformity with the provisions of laws and regulations” (Civic
Alliance — Latvia, 2021).

According to the authors’ point of view, the significant alteration to the new regulation that makes it easy to keep the NGO accounting is
the increase in the threshold for the use of single-entry system.

AL stipulates that accounting registers in NGOs must be kept in a double-entry system, but it is also allowed to keep them in a single-entry
system, if the revenue criterion is met, namely, an NGO’s total revenue does not exceed 100,000 euro in the reporting year (two years in a
row). When determining the correspondence of an NGO to the revenue criterion, one such case of economic transaction (for example, alienation
of immovable property) is not included into the revenue, as a result of which the total sum of economic transactions in one of two previous
reporting years has exceeded 100,000 euro within the reporting year (Regulation No. 439). It should noted that before 2022 the amount of this
criterion was 40,000 euro.

A single entry system is an accounting approach where each accounting transaction is recorded as a single entry in a register. CM No. 439
requires to keep a cash flow register, where an NGO’s cash and non-cash transactions shall be registered chronologically. The single-entry
accounting envisages also analytical accounting with the purpose to control an NGO’s property and settlement of accounts. For this purpose
there are analytical registers kept in the organisation’s accounting (for example, stock keeping register, debtors’ register). Besides, in case of
using the single-entry accounting, AL and CM No.439 stipulate such relief arrangements regarding an NGO’s organisation of accounting:

1. simplified preparation of an annual statement, i.e. it is not necessary to prepare balance sheet and explanation of an annual statement;
2. there is no duty to elaborate accounting organisation documents (for example, chart of accounts, accounting policy);
3. it is not necessary to keep a cash book, if cash revenues and cash expenses are registered in the cash flow register.

Besides, not only choice of the single-entry accounting or the double-entry accounting depends on the fulfillment of the above mentioned
revenue criterion, but it also influences the method of the recognition of an NGO’s revenues and expenses (cash accounting or accrual
accounting), (see Figure 1).

NGO's Total Revenue in the Reporting Year (two years in a row)

Not exceed 100,000 EUR ’ ‘ Over 100,000 EUR

Single-entry System of Accounting

Double-entry System of Accounting

Cash Accounting

Accrual Basis of Accounting

Fig. 1. Basic Provisions for NGO Accounting in Latvia
Source: author’s construction based on AL, 2021; CM No. 439, 2022

As we can see in Figure 1, if in Latvia an NGO has the right and chooses the single-entry system of accounting, consequently the
organisation uses the cash method of accounting. It means that the organisation’s revenues and expenses are recognized when money is received
or paid. If an NGO uses the double-entry system of accounting, then such organisation’s revenues and expenses shall be recognized according
to the accrual basis of accounting. According to Khan (2009), accrual basis of accounting means such accounting methodology, in conformity
to which transactions are recognized according to the economic cases forming basis, irrespective of time, when revenues are received and
payments made. It means that revenues are recognized in the period, when they are earned, but expenses are recognized in the period, when
they incurred. According to ACCA experts (2013), cash accounting is meant for small organisations, and, in some cases, it may provide the
same result as the accrual accounting. In its turn, accrual basis of accounting shows clearer relations between revenues and expenses and
ensures its coherence by time periods. It also provides more precise insight into the organisation’s assets and liabilities. According to Arnedo
et al. (2012), accrual basis of accounting improves forecasting of future cash flow, thus facilitating better distribution of economic resources.

The authors evaluate positively the introduced increase in the threshold for the use of single-entry system from 40,000 euro to 100,000 euro
that enables potencially greater number of economically active NGOs (see Table 1) to choose accounting according simpler conditions.
According to authors’ point of view, single-entry system, if the revenue threshold is met, is particularly easy and useful for NGOs with
insignificant number of transactions and simple structure of transactions.

As the next significant innovation to the processes of Latvian NGO accounting, the authors point out the requirement to ensure accounting
of an NGO’s non-profit activities separately from accounting of the NGO’s economic activities. It is a mandatory requirement to all Latvian
NGOs. If an NGO is using the single-entry accounting, there shall be kept a separate cash flow register of economic activities. In its turn, in
the double-entry system, there are separate accounts created in the organisation’s chart of accounts. In connection with this innovation also
one of the components of NGO’s annual statement was improved, i.e. “Revenues and Expenses Report”. Already before 2022 there was the
item “Revenues from the Economic Activities” included into it, but along with the latest amendments, this report has been supplement with a
group of items “Expenses for Performing Economic Activities”, including items “Other Persons’ Services Received for Performing Economic
Activities”, “Material Expenses”, “Salary” etc. All-in-all, the authors evaluate these innovations as positive and recognize them as an important
instrument for NGO accounting, because such separate accounting of NGO’s economic activities additionally ensures the fulfillment of several
regulatory requirements, namely, it provides:

1. internal control in order the organisation’s losses due to economic activities would not be covered from donations received (Public Benefit

Organisation Law, 2004);

2. correct calculation of input VAT, excluding the amounts of VAT paid for goods and services not related to the NGO’s economic activities

(State Revenue Service, 2021);

3. users of NGO’s statement with clear and true information about the results of NGO’s economic activities (if there are such).

However, at the same time, the authors identify a shortcoming in relation to the requirement to ensure separate accounting of NGO’s

economic activities. The authors would like to emphasize that there is no procedure regulated, how there shall be separated the expenses for
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such NGO activity items that shall be related to both non-profit activities and economic activities. For example, expenses for the rent of
premises for organisation. While renting rooms, the organisation may carry out there both non-profit and economic activities. The same issue
shall be related to the expenses for communications, public utility services etc. According to authors’ point of view, the solution is the
development of the organisation’s accounting policy, where there shall be defined the method for the expense distribution. The authors find
that the most appropriate method of expense distribution is distributing expense between an NGO’s non-profit activity expense and economic
activity expense in proportion to the structure of the organisation’s revenues during the respective period. For example, if the proportion
between the organisation’s revenues from to the non-profit activities and revenues from the economic activities constitutes 60%:40%, then in
this case the expenses due to the rent of premises (and other above mentioned expenses) in the amount of 60% shall be attributed to the
organisation’s non-profit operating and in the amount of 40% to its economic activities. However, at the same time, the authors find that the
Ministry of Finance of the Republic of Latvia should include this issue also into the regulation.

The amendments to the Latvian regulation in 2022 have affected also the structure of NGO annual statement. Annual statement is one of
the most significant documents that provides an insight into the results of an NGO’s operating. In conformity with provisions of CM No. 439,
an annual statement shall provide true and clear insight into the organisation’s means (sources), liabilities and financial position on the last day
of the reporting year, as well as on the organisation’s economic transactions, revenues and expenses in the reporting year. Annual financial
statements describe the economic phenomena in words and numbers; and to be a faithful representation, financial statements must be complete,
neutral and must lack errors (Toma et al., 2015). Users of the information of NGO annual statements may be: potential donors or members
(natural and legal persons), cooperation partners (other NGOs), volunteers, State Revenue Service, state or municipal institutions, foreign
funds, media and other concerned persons. The structure of NGO annual statement depends on the entry system of accounting (see Table 4).

Table 4
The Structure of Latvian NGO Annual Statement since 2022
# Components of NGO Annual Authors’ notes Single-entry | Double-entry
Statement accounting accounting
Balance Sheet v
2. | Revenues and Expenses Report v v
A new item has been added -
3. | Report on Donations and Gifts “Expenses for Performing v v
Economic Activities”
4. | Preparation of detailed information Shall be prepared, if the NGO has v v
on the spent donations and gifts been granted the PBO statuss
5. | Explanation of an Annual Statement Innovation v
6. | Management Report Innovation v v

Source: author’s construction based on CM No. 439
As we can see in Table 4, there have been two new components introduced into the structure of NGO annual statement: explanation of an

annual statement and a management report. In the explanation of an annual statement the NGO provides detailed explanation on the items of

balance sheet, revenues and expenses report, including explanation on all significant liabilities, guaranties (guarantee obligations) provided by
the organisation, information on the subsidies received and how they have been spent, information on how was spent the financing received
during the reporting year from the EU/EEA funds and from other foreign funds, etc. In its turn, in the management report there shall be provided
information on the fields of the NGO’s activities, aims, the main social target group, the most important events during the reporting year and
on the future prospects, volunteer work, as well as information about the financial attraction activities performed by the NGO during the
reporting year and information about the financial management (i.e. drawing up the budget, planning and control of finances), etc. The authors
explain this requirement by the fact that NGOs are founded with the purpose to implement the social mission, and these organisations are
trusted the subsidies and the financing from the funds of EU/EEA and other funds, therefore, the transparency of information is particularly
significant. Taking into consideration the above mentioned factors, as well as a wide range of the users of the information of NGO annual
statement, the authors believe that this significant improvement of the procedure of preparing NGO annual statement shall be evaluated as
positive.

Conclusions, Proposals, Recommendations

1. In the studied special literature for the last years, the authors established only some studies related to the NGO sector. The research has
been mostly performed on NGO stakeholders, the performance and financial aspects of these organisations. There are few studies carried
out regarding NGO accounting. The research on management accounting aspects in NGOs in 2021 was published by B. Clerkin and M.
Quinn, the specialists from Ireland and the United Kingdom, as well as the research on NGO accounting and accountability in 2019 was
published by C. Cordery, A.R. Belalet and I. Thomson, the specialists from the United Kingdom. In Latvia there was no detailed research
on NGO accounting identified by authors. The only profound studies in Latvia related to NGOs has been research on the description of the
NGO sector performed in 2017 by K. Zdanovskis, doctoral student at Latvia University of Life Sciences and Technologies, and research
on the methods of NGO financial report analysis performed in 2019 by Professor 1. Pilvere and doctoral student K. Zdanovskis at Latvia
University of Life Sciences and Tehnologies.

2. In conformity with Latvian regulation, accounting shall provide an NGO management with the information for making economic decisions
and shall provide users of financial reports with truthful and complete information on the NGO financial position, operating results and
cash flow, as well as accounting shall perform correct calculation of taxes and allocation of revenues and expenditures by accounting perios.

3. Rapid development of Latvian NGO sector was observed since 2004, when the reform of the NGO sector took place, as well as Latvia
acceded to the European Union. At present there are two types of non-governmental organisations in Latvia — associations and foundations.
Latvian NGOs attract private donations, state and municipal subsidies, financing from the EU other foreign funds, grants. At the same time
NGOs are allowed to perform economic activities to achieve their aims. The total revenue of Latvian NGOs for the last five years (2017 —
2021) has increased from 442 millions euro to 459 millions euro. NGOs as co-responsible authorities are included into the National
Development Plan of Latvia for 2021 — 2027 (NAP2027). Altogether, it proves that the activities of non-governmental organisations have
a significant role for the achievement of the strategic goals of Latvia, and it is surely expected that the NGO sector will continue its
development in Latvia.

4. All-in-all, the authors evaluate positively the innovations to the Latvian regulation in the field of NGO accounting and find that the
innovations are focused on and considerably unburden NGO accounting, thus lessening the NGO administrative burden. Besides, the
authors draw a conclusion that the innovations impove procedures of NGO accounting in relation to the following issues: outsourcing of
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an accountant — a person performing voluntary work, procedure of using the single-entry system of accounting, separate registration of an
NGO’s revenues and expenses from the non-profit and the economic activities, as well as updated NGO annual statement structure.

5. However, the authors have also identified a shortcoming in the new Latvian regulation regarding the requirement to ensure separate
accounting of an NGO’s economic activities. The new regulation does not define the procedure how shall be separated expenses for such
NGO activity items that simultaneously should be attributed to both non-profit activities and economic acticities, for example, expenses
for renting premises.

6. In order to eliminate the established shortcoming, the authors recommend to the Ministry of Finance of the Republic of Latvia to elaborate
amendments to the regulatory framework of NGO accounting that would provide a methodology of expense distribution. The authors find
that the most appropriate method of expense distribution is distributing between an NGO’s non-profit acitivity expense and economic
activity expense in proportion to the structure of the organisation’s revenues during the respective period. Besides, the authors believe that
till the recommended amendments would be made in the regulatory framework, it would be useful that NGO itself in its accounting policies
determines this method of expense distribution recommended by authors.
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EXPLORING THE RESOURCE CHALLENGES AS A SIGNIFICANT PERFORMANCE ASPECT OF
LATVIAN SOCIAL ENTERPRISES
Kristine Casno, University of Latvia

Biruta Sloka, University of Latvia

Abstract. The success story of social entrepreneurship has expanded into a global movement. Social entrepreneurs’ resilience, innovation
capabilities and exceptional results in terms of social, economic and environmental impact have attracted the interest of both governments as
well as researchers. While the resource challenges of social enterprises have been rather often discussed in the academic literature, in Latvia
the topic has been reflected primarily in the form qualitative research. Particularly, given the young age of the social entrepreneurship field in
Latvia, quantitative studies with regards the performance aspect of resource availability are of utmost importance as they allow to quantitatively
monitor the effects of public policies and support measures for a comprehensive and successful development of the field in the future.
Therefore, the aim of this research is to identify current resource challenges of social entrepreneurs in Latvia and to determine their severity,
serving as a valuable benchmark for policy makers seeking to strengthen the performance of the field. To this end, this research employed
analysis of previously published academic literature as well as analysis of Latvian social enterprise survey results. Research results reveal that
Latvian social enterprises are in most need of enhanced access to financial resources, technical and material base as well as a network of
cooperation partners. Work integration social enterprises reveal lower resource sufficiency across all resource categories, substantiating
particular attention from policy makers.

Keywords: resources, performance, social enterprise, social entrepreneurship, Latvia.
JEL code: M30; O15; O35; P46
Introduction

Today, social entrepreneurship has turned into a global movement in search for the well-being of societies worldwide. While the character
and legal framework of social entrepreneurship often vary from country to country, social entrepreneurs worldwide are innovative, resilient
and with the ambition to bring about social change. Faced with limited resources and often lacking the experience and skills of their commercial
counterparts, social enterprises deliver the needed social, economic and environmental impact in areas that have been overlooked by
governments and market forces thus contributing to sustainable and balanced economic and social development. While the resource challenges
of social enterprises have been rather often discussed in the academic literature, in Latvia the topic has been reflected primarily in the form
qualitative research. Particularly, given the young age of the social entrepreneurship field in Latvia, quantitative studies with regards the
performance aspect of resource availability are of utmost importance as they allow to quantitatively monitor the effects of public policies and
support measures and deliver targeted interventions for a comprehensive and successful development of the field as it is yet being shaped by
legislators and key stakeholders within the social entrepreneurship ecosystem. Therefore, the aim of this research is to identify current resource
challenges of social entrepreneurs in Latvia and to determine their severity, serving as a valuable benchmark for policy makers seeking to
strengthen the performance of the field.

To this end, this research employed analysis of previously published academic literature as well as analysis of a survey of Latvian social
enterprise managers. For the purposes of the present research, general population has been defined as consisting of 220 social enterprises based
on the official data from the Register of social enterprises in Latvia as of October 31, 2022. Data regarding resource challenges faced by
Latvian social enterprises, among other questions, were collected with the help of an online survey which was elaborated by Name, Surname
by using the survey development tool QuestionPro. The survey was disseminated via direct email among Latvian social enterprises with the
official status and members of the Social Entrepreneurship Association of Latvia and yielded a sample of 67 responses. All respondents were
social enterprises with the official status (organizational form of a limited liability company), 47.22% of them were engaged in work
integration. Majority of respondents (69.44%) had 1-9 employees, operated 1-4 years (61.11%) and were based in Riga (40%) or Pieriga (20%).
Respondents mostly represented such sectors as education (19.44%), services (16.67%) and health and social care (13.89%). While the sample
is not fully representative, it, nevertheless, includes a substantial proportion of the social enterprises from the general population, thus indicating
sufficient sample quality.

Data regarding resource challenges faced by Latvian social enterprises were captured with the help of two questions. First, respondents
were asked to indicate by using a 10 point Likert scale (1- insufficient, 10- completely sufficient, n/a — not applicable) the extent various
resources (human resources, digital resources, financial resources, IT infrastructure, network of cooperation partners, technical and material
base) were currently sufficient for the needs of the organization. Second, taking into consideration the growing digitalization trend, respondents
were asked to further deliberate on their satisfaction with their organization’s ability to effectively use various digital resources (business
software, digital communication tools, software for creation of digital content, online store, website, and social networks/platforms) by using
a 10 point Likert scale (1-not satisfied, 10- completely satisfied, n/a — not applicable). To establish the presence of statistically significant
relationships between resource sufficiency and different dimensions of performance, an additional question (adapted from Salavou, Cohen,
2021) regarding the performance (social, economic, environmental etc.) of the respondent’s social enterprise was used. The data of respondents’
answers were analysed with SPSS software applying such statistical methods as descriptive statistics (indicators of central tendency or location
(arithmetic means, mode, median)), indicators of variability (range, variance, standard deviation, and standard error of mean), independent
samples t-test for testing statistical hypothesis, and correlation analysis.

While this research provides valuable and practical implications for policy makers, it also has delimitations as it was able to capture and
characterize only the social enterprises with the official status, leaving plenty of space for further investigations given the presence of the de-
facto social enterprises (often operating as non-governmental organizations or associations) in the Latvian social entrepreneurship landscape.
The research paper is further structured in the following way. The first section examines the academic literature pertaining to previous research
with regards social entrepreneurship and resource challenges of social enterprises in the performance context and highlights the current situation
within the social entrepreneurship landscape in Latvia. The second section reveals and discusses the results of the research, followed by
conclusions and recommendations.

Literature Review

The exceptional capacity of social entrepreneurship to provide sustainable results in the social and economic domain continues to attract
the interest of both the public sector as well as the academic community of which the latter have also expressed a certain level of scepticism
(Morris, et al., 2020; Dacin, et al, 2011) towards the field. Nevertheless, social enterprises, often referred to as “change agents”, “mission
leaders” and “opinion leaders” (Abu-Saifan, 2012, p.25), have been praised for being able to rectify the failures of capitalism (Baglioni, 2017),
drive innovations (Monroe-White, Zook, 2018), promote sustainable development (Bartha, Bereczk, 2019), and tackle various social and
economic problems (Bandyopadhyay, Ray, (b) 2019) all of which have contributed to the massive spread of the social entrepreneurship
movement across the world, earning high appreciation and support for the field also within the European Union (Social, n.d.). The world-
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known professor and author of competitiveness theories Michael Porter (Driver, Porter, 2012) perceives social entrepreneurship and its values
as the new norm that will increasingly take over the world, transforming capitalism which has lost its legitimacy. Researchers, among other
areas of investigation, have closely monitored and actively engaged in conceptual debates (Defourny, Nyssens, 2017; Young, Lecy, 2014;
Dato-on, Kalakay, 2016), followed the global development of the field (Bosma, et al, 2016; Tkacz, 2016) and explained the differences of the
phenomenon in different geographical contexts (Kerlin, 2010). The topic has been analysed from a variety of theoretical lenses, among others,
such as the resource based view (Bacq, Eddleston, 2018), stakeholder theory (Lumpkin, Bacq, 2019), agency and stewardship theories (Bacq,
et.al. 2011), institutional theory (De Beule, et al, 2020), and complexity theory (Goldstein, et al, 2008). Lately a variety of topics related to
social enterprise performance have gained prominence. A considerable body of research has been devoted, among others, to the aspects of
performance measurement and impact measurement (Costa, Andreaus, 2021; Oncer, 2018; Lortie, et al, 2021), elucidating numerous
challenges on the topic and at the same time revealing commitment among the academia to contribute to these challenges thus helping social
enterprises to be more effective at delivering social value in their societies and bringing about the desired and often much needed social change.

The topic of resource sufficiency is particularly a critical performance aspect for social enterprises as they are operating with a hybrid
mission which requires them to be even more innovative and efficient compared to conventional enterprises. Researchers (Satar, et al, 2016;
Bandyopadhyay, Ray (a), 2019) have accentuated limited resource availability (e.g. low marketing budgets, inadequate business skills etc.)
among social enterprises which often leaves them at a significantly lower position in terms of competitiveness (Dobele, Pietere, 2015; Casno,
et al, 2021). Furthermore, social enterprises need specific marketing knowledge and skills (Satar et.al, 2016; Singh et al, 2015; Casno, et al,
2020) to market their products well. They are also faced with challenges associated with access to capital (Castellas, et al, 2018), and ability
to attract skilled, digitally savvy specialists (Prodanov, 2018; Casno, et al, 2019) and establish cooperation with the various stakeholders
(Timofejevs, et al, 2021) in the social entrepreneurship ecosystem . The aforementioned resource challenges contribute to shorter life-spans
of social enterprises compared to their commercial counterparts (Berbegal-Mirabend, 2021), confirming the importance of the resource aspect
in the context of social enterprise performance. However, there is a dearth of quantitative studies pertaining to evaluation and analysis of
resource and skills availability among social enterprises and the ability of social enterprises to use these resources effectively. Especially in
Latvia the field of social entrepreneurship is yet relatively under- researched and quantitative studies regarding social entrepreneurship are
scarce.

There have been many positive developments in the field of social entrepreneurship in Latvia over the past years, most notable of which
was the adoption of the Social Enterprise Law in 2017 (Saeima, 2017) and effective as of April 1, 2018. Despite the fact that the social
entrepreneurship field in Latvia historically developed on the foundations of the non-governmental sector (Licite, 2018), Latvia chose a rather
narrow approach to institutionalization of the field, requiring that social enterprises must adopt the organizational form of a limited liability
company to earn the official status of a social enterprise which reflects in a rather moderate but yet steady growth of the field, reaching 216
social enterprises as of December 31, 2022 (Register, 2022). Although the number of social enterprises in Latvia is slowly growing, existing
research reveals that they are operating, among other predicaments, with insufficient marketing (Licite, 2018; Casno, et al, 2020) and digital
skills (Casno, Sloka, 2021; Sloka, Mikhailova, 2020), and financial challenges (Timofejevs, et al, 2021). . Social enterprises are also finding
it challenging to engage in partnerships with other stakeholders in the social entrepreneurship ecosystem (Timofejevs, et al 2021). The
recognition of social entrepreneurship within Latvian society has not reached its momentum yet (Timofejevs, et al 2021; Casno, Sloka, 2022),
however, at the same time a significant proportion of social enterprises are not revealing their social enterprise identity to the wider public
(Casno, Sloka, 2021; Casno, Sloka 2023). The aforementioned resource challenges and inability to use resources effectively prevent Latvian
social enterprises from reaching their full potential in social value creation and is therefore a significant topic to explore, especially from the
quantitative point of view which allows monitoring of progress and implementation of proactive actions when necessary.

Research results and discussion

Overall, resource availability does provide a challenge for Latvian social enterprises as the arithmetic means for all resource categories fall
below 7. A particular impediment for social enterprises, as reflected in Table 1, is the shortage of financial resources, followed by lack of
technical and material base and insufficient network of cooperation partners.

Table 1
Main indicators of descriptive statistics and variability for the evaluation of the question “To what extent the available resources
currently are sufficient for your organization’s needs?”

Digital resources IT Network Technical and
Human (e.g. various Financial | infrastructure of material base (e.g.
resources | systems, software, | resources | (e.g. various cooper buildings, work
online store, etc.) IT devices) ation equipment etc.)
partners
N Valid 43 43 43 43 43 43
Missing 24 24 24 24 24 24
n/a 0 0 0 1 3 0
Mean 6.16 6.60 5.07 6.24 5.78 5.70
Standard Error of | 435 0.348 0377 0.404 0,420 0.389
Mean
Median 6 7 5 6.50 6 6
Mode 6 7; 8 5,7 5;8 8 5,7
Standard Deviation | 2.853 2.280 2.473 2.621 2.655 2.550
Variance 8.140 5.197 6.114 6.869 7.051 6.502
Range 9 9 9 9 9 9
Minimum 1 1 1 1 1 1
Maximum 10 10 10 10 10 10

Source: Author’s own construction based on author’s (will be indicated after reviews) designed and conducted survey in 2022, Evaluation scale 1-10, I — insufficient, 10—
completely sufficient, n/a — not applicable, n=67

While Latvian social enterprises have on average indicated the highest satisfaction with such resource categories as digital and human
resources and IT infrastructure respectively, there is yet plenty of room for improvement. However, a rather considerable variability is observed
in the data across all resource categories, indicating that the particular conditions among social enterprises differ rather extensively. Work
integration social enterprises, as reflected in Table 2, on average reveal even harsher circumstances regarding resource availability, with
arithmetic means for several resource categories falling even below 5.50.

36



New Challenges in Economic and Business Development - 2023: Recovery and Resilience

Table 2

Comparison of arithmetic means for the evaluation of the question “To what extent the available resources currently are sufficient

for your organization’s needs?” by work integration status of the respondents
Technical
o Digital resources IT and material
Does your organization . . Network
(e.g. various . . . | infrastruct base (e.g.
employ people from the Human Financial of cooper- o
. . systems, software, ure (e.g. . buildings,
groups at risk for social resources . resources . ation
. online store, various IT work
exclusion? . . partners .
website etc.) devices) equipment
etc.)
Yes |Mean 5.75 6.19 4.25 5.50 5.00 5.00
N 16 16 16 16 16 16
Standard Deviation 3.173 2.198 2.236 2.503 3.183 2422
No |Mean 6,00 6,63 532 6.63 6,06 6.47
N 19 19 19 19 18 19
Standard Deviation 2.848 2.543 2.829 2.929 2.363 2.547
Total | Mean 5.89 6.43 4.83 6.11 5.56 5.80
N 35 35 35 35 34 35
Standard Deviation 2.958 2.367 2.595 2.763 2.791 2.564

Source: Author’s own construction based on author’s (will be indicated after reviews) designed and conducted survey in 2022, Evaluation scale 1-10, 1 — insufficient, 10 —

completely sufficient, n/a — not applicable, n=67

These results are consistent with previous indications in the academic literature about the particular challenges of work integration social
enterprises; however, as evidenced by the rather high variability in data, considerable differences exist in resource availability with the
particular group of work integration social enterprises as well. While the aforementioned differences in resource availability by work
integration status are not statistically significant, as revealed by the results of the independent samples t-test in Table 3, they do provide
significant implications for policy makers and support organizations.

Table 3

Results of the independent samples t-test for the comparison of arithmetic means of the evaluations of the extent respondents find

various categories of resources sufficient for their organizations’ needs by work integration status of the respondents

Levene's Test for

Equality of t-test for Equality of Means
Variances
Sig. Mean Standard
F Sig. t df (2- Differ- Error
tailed) | ence Difference
Equal variances | 270 | 0385 | 0.000 | 34 | 1.000 | 0.000 1.015
assumed
Human resources E ual Variances
q 0.000 |32.121| 1.000 | 0.000 1.022
not assumed
Digital resources | Equal variances | 539 | (844 | 0270 | 34 | 0.789 | -0220 0.815
(e.g. various assumed
systems, software, | Equal variances
online store, | not assumed -0.271 [ 33.983 | 0.788 | -0.220 0.811
website etc.)
Equal variances | 555 | 147 | 1029 34 | 0267 | -0.963 0.853
. . assumed
Financial resources Eaual varian
qual variances -1.145 [ 33.416 | 0.261 | -0.963 0.841
not assumed
IT infrastructure | Lavalvariances | o 41 | g 4ge | 1215 | 33 | 0233 | -1.132 0.931
. assumed
(e.g. various IT Eaual vari
devices) qual vanances -1.232(32.987 | 0.227 | -1.132 0.918
not assumed
Network of | Laualvariances |5 yo0 | 071 | 1006 | 32 | 0277 | -1.056 0.954
. assumed
cooperation Equal variances
partners 4 -1.087 | 27.478 | 0.287 | -1.056 0.971
not assumed
Technical and | Equal variances | o) | geoa | 2013 | 34 | 0052 | -1.709 |  0.849
material base (e.g. | assumed
bu11f11ngs,work Equal variances 2014 33.58 0052 | -1.709 0.849
equipment etc.) | not assumed 5

Source: Author’s own construction based on author’s designed (will be indicated after reviews) and conducted survey in 2022, Evaluation scale 1-10, 1 — insufficient, 10 —

completely sufficient, n/a — not applicable, n=67

Furthermore, statistically significant positive correlational relationships, as reflected in Table 4, were established between the respondents’
evaluation of sufficiency of financial resources and their respective evaluation of performance in terms of the ability to increase the number of
beneficiaries, to increase revenue from commercial activity, to increase other sources of revenue (grants etc.), to ensure the satisfaction of
beneficiaries, and the ability to resolve the social problem/-s significant for the organization.

37



UNIVERSITY OF LATVIA
FACULTY OF BUSINESS,
MANAGEMENT

AND ECONOMICS

Table 4
Correlation analysis results between the respondents’ indicated degree of financial resource sufficiency and evaluation of
performance across certain dimensions

Financial resources
Pearson Correlation 0.401™"
Sig. (2-tailed) 0.008
N 42
Pearson Correlation 0.399™
Sig. (2-tailed) 0.009
N 42
Pearson Correlation 0.394™
Sig. (2-tailed) 0.010
N 42
Pearson Correlation 0.323"
Sig. (2-tailed) 0.037
N 42

Ability to increase the number of beneficiaries

Ability to increase revenue from commercial activity

Ability to increase other sources of revenue (grants etc.)

Ability to ensure the satisfaction of the beneficiaries

- . . Pearson Correlation 0.359"
Ability to resolve the social problem/—s significant for the Sig. (2-tailed) 0.020
organization N 0

Correlation is significant at the 0.01 level (2-tailed).=
Correlation is significant at the 0.05 level (2-tailed).x

Source: Author’s own construction based on author’s designed (will be indicated after reviews) and conducted survey in 2022, Evaluation scale 1-10, 1 — insufficient, 10 —
completely sufficient, n/a — not applicable; Evaluation scale 1-10, 1 — very poor, 10 — excellent, n/a — not applicable, n=67

The aforementioned results underscore the importance of financial resource availability for social enterprises, also providing significant
implications for policy makers and support organizations. Additionally, statistically significant positive correlational relationships were also
identified between the respondents’ evaluation of sufficiency of digital resources and ability to create social impact (Pearson correlation
coefficient of 0.341, significant at the 0.05 level) and between the respondents’ evaluation of sufficiency of the network of cooperation partners
and the ability to increase the number of customers (Pearson correlation coefficient of 0.369, significant at the 0.05 level) and the ability to
increase revenue from commercial activity (Pearson correlation coefficient of 0.575, significant at the 0.01 level). However, statistically
significant negative correlational relationships were identified between the respondents’ evaluation of sufficiency of technical and material
base and the ability to ensure the satisfaction of the beneficiaries (Pearson correlation coefficient of -0.316, significant at the 0.05 level) and
the ability to resolve the social problem significant for the organization (Pearson correlation coefficient of -0.372, significant at the 0.05 level).
These results also reveal the importance of digital resource availability as well as a solid network of cooperation partners for enhanced social
enterprise performance across certain dimensions. However, they also indicate that investments in the technical and material base which are
often necessary for social enterprise growth and future sustainability may on average reduce the social impact of social enterprises for a certain
period of time, reflecting the challenges of social enterprise hybridity.

Taking into account the growing pressure to digitalize and the importance of digitalization in enhancing the performance of an organization,
social enterprises were requested to deliberate upon the extent they are satisfied with their organization’s ability to effectively utilize several
types of digital resources. Although digital resources on average were among the resource categories for which social enterprises indicated
the highest sufficiency, their evaluations of the ability to use various types of digital resources effectively revealed that on average social
enterprises have the least confidence in managing online sales platforms, using software for creation of digital content and using business
software respectively, as reflected in Table 5.

Table 5
Main indicators of descriptive statistics and variability for the evaluation of the question “Overall, to what extent are you satisfied
with your organization’s ability to effectively use digital resources?”

Business software Digital communication
. . Software for .
(e.g. customer tools (e.g. e-mail, e-mail tion of | Onlin Social
management tools, marketing software, creation © | Website networks
accounting software, | Watsapp, Zoom, Google digital store /platforms
survey tools etc.) Hangouts et content
N Valid 43 43 43 43 43 43
Missing 24 24 24 24 24 24
n/a 5 0 7 18 4 3
Mean 6.76 7.63 6.61 5.80 7.33 7.50
Standard Error of Mean 0.400 0,372 0.413 0.554 0.325 0.318
Median 7 8 7 6 8 8
Mode 5,7,8;10 8;9;10 9 6;9 8 9
Standard Deviation 2,465 2.440 2.476 2.769 2.030 2.013
Variance 6.078 5.953 6.130 7.667 4.123 4.051
Range 9 9 9 9 9 9
Minimum 1 1 1 1 1 1
Maximum 10 10 10 10 10 10

Source: Author’s own construction based on author’s (will be indicated after reviews) designed and conducted survey in 2022, Evaluation scale 1-10, 1 — not satisfied, 10—
completely satisfied, n/a — not applicable, n=67

On the other hand, social enterprises indicated the most confidence in using digital communication tools and managing social networks.
Moreover, work integration social enterprises, as reflected in Table 6, indicated on average slightly higher satisfaction with their ability to
effectively use all digital resource types, except software for creation of digital content.
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Table 6

Comparison of the arithmetic means for the evaluation of the question “Overall, to what extent are you satisfied with your
ration status of the respondents

organization’s ability to effectively use di

ital resources?” by work inte

Does your organization emplo Digital Software
y g PIOY | Business gal for creation | Online .| Social networks
people from the groups at risk communication L Website
. : software of digital store /platforms
for social exclusion? tools
content
Yes Mean 7.00 7.59 6.18 6.44 7.69 7.79
N 13 17 11 9 13 14
Standard Deviation 2.550 2.476 2.926 3.395 1.653 1.188
No Mean 6.56 7.47 7.00 5.60 7.32 7.00
N 18 19 18 10 19 19
Standard Deviation 2.854 2.695 2.521 2.547 1.827 2.560
Total Mean 6,74 7.53 6.69 6.00 7.47 7.33
N 31 36 29 19 32 33
Standard Deviation 2.695 2.558 2.661 2.925 1.741 2.102

Source: Author’s own construction based on author’s (will be indicated after reviews) designed and conducted survey in 2022, Evaluation scale 1-10, 1 — not satisfied, 10 —
completely satisfied, n/a — not applicable, n=67

However, the differences in arithmetic means, were found to be statistically significant only with regards work integration social
enterprises’ evaluation of their ability to effectively use social networks, as reflected in Table 7, indicating a higher level of skills and
competence with this particular digital resource among work integration social enterprises.

Table 7
Results of the independent samples t-test for the comparison of the arithmetic means for the evaluations of the question “Overall, to
what extent are you satisfied with your organization’s ability to effectively use digital resources?” by work integration status of the

respondents
Levene's Test
for Equality of t-test for Equality of Means
Variances
Sig. (2- Mean Standard
F Sig. t df ta%e d) Differ- Error
ence Difference

Business software (e.g. customer | Equal variances assumed | 0.958 | 0.336 | 0.447 29 0.658 0.444 0.994
management tools, accounting Equal variances not 0455 |27.594| 0652 0.444 0.976

software, survey tools etc.) assumed
Digital communication tools (e.g. e- | Equal variances assumed | 0.399 | 0.532 | 0.132 34 0.896 0.115 0.866

mail, e-mail marketing software, | Equal variances not
Watsapp, Zoom, Google Hangouts et | assumed 0.133 133.970) 0.895 0115 0.862
. .. Equal variances assumed | 1.006 | 0.325 | -0.798 27 0.432 -0.818 1.025
Software for creation of digital Eaual vari "

content dua’ variances fo -0.769 | 18.844 | 0451 | -0.818 | 1.064

assumed
Equal variances assumed | 3.638 | 0.074 | 0.617 17 0.545 0.844 1.368
Online store Equal variances not 0608 | 14786 | 0.552 0.844 1.389

assumed
Equal variances assumed | 0.864 | 0.360 | 0.595 30 0.557 0.377 0.633
Website Equal variances not 0.606 |27.600| 0.549 | 0377 0.621

assumed
Equal variances assumed | 5.702 | 0.023 | 1.064 31 0.296 0.786 0.739
Social networks /platforms Equal variances not 1177 126881 0.250 0736 0663

assumed

Source: Author’s own construction based on author’s (will be indicated after reviews) designed and conducted survey in 2022, Evaluation scale 1-10, 1 — not satisfied, 10—
completely satisfied, n/a — not applicable, n=67

While a rather considerable variability was observed in the data across all digital resource types, indicating that the particular abilities of
social enterprises differ rather extensively, the aforementioned results nevertheless provide practical implications for organizations seeking to
improve the performance of the sector. Furthermore, statistically significant positive correlational relationships were established between the
indicated efficiency of digital communication tool usage and such performance dimensions as ability to create social impact (Pearson
correlation coefficient of 0.341, significant at the 0.05 level) and ability to ensure the satisfaction of the beneficiaries (Pearson correlation
coefficient of 0.420, significant at the 0.01 level) and also between the indicated efficiency of business software usage and such performance
dimensions as the ability to increase revenue from commercial activity (Pearson correlation coefficient of 0.407, significant at the 0.05 level)
and the ability to increase other sources of revenue (grants etc.) (Pearson correlation coefficient of 0.473, significant at the 0.01 level), further
substantiating the significant role of digital technologies in furthering the performance of organizations.

Conclusions, proposals, recommendations
1. Shortage of resources remains a considerable challenge for Latvian social enterprises. In particular, social enterprises lack financial
resources, technical and material base as well as a network of cooperation partners. However, there is plenty of room for improvement also
with regards availability of other resource categories such as digital and human resources and IT infrastructure.
2. Resource sufficiency among the work integration social enterprises is even lower compared to the rest of social enterprises. Although these
differences are not statistically significant, they are indicative of the additional burden in terms of operational complexity and associated
higher costs that work integration social enterprises often absorb.
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3. Among the various types of digital resources, social enterprises are the least satisfied with their ability to efficiently use their online store
and software for creation of digital content, indicating particular areas for skills improvement. However, work integration social enterprises
exhibit slightly higher satisfaction with effective usage of all types of digital resources except for software for creation of digital content.

4. Research results indicate significant correlational relationships between the availability of financial and digital resources and a network of
cooperation partners and social enterprise performance across a number of dimensions.

5. The efforts of policy makers and support organizations involved in furthering the development of the field should primarily concentrate on
developing solutions to enhance social enterprise access to various types of financing and strengthening the partnership network within the
social entrepreneurship ecosystem.

6. Work integration social enterprises deserve particular attention from policy makers as they reveal lower resource sufficiency across all
resource categories.

7. Additional skills training in online sales management, usage of software for creation of digital content and selection of the most appropriate
business software have significant potential to increase the performance of social enterprises.
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LEADERSHIP STYLES IN A TIME MANAGEMENT FOR WORK-LIFE BALANCE IN FLOW
Reinis Druvietis, University of Latvia
Baiba Savrina, University of Latvia

Abstract. The third decade of 21* century has begun with new challenges appearing in the management field — such as Covid-19 pandemics
and rapid technological development. Due to full or partial remote work, employee satisfaction with work has changed significantly, which
has a direct impact on productivity and profits. For executives the issue of life and work balance has become particularly relevant. The aim of
the research paper is to provide the analyses of the existing theoretic concepts and models of work-life balance, leadership, time management
and to propose a matrix for managers of time management leadership styles for life-work balance in flow. A model of 8 leaders’ types and 8
leadership styles in time management for work life balance in flow has been developed. This will provide in-depth insight into the attitude of
different managers towards time and work and will allow to improve their productivity. The new typology of styles will allow authors to
develop further a time management model that is relevant for any manager. Based on the developed matrix, questionnaires will be created —
tests, by completing which the manager will be able to determine his time management style and received recommendations for improving
productivity and achieving a life-work balance in flow.

Keywords: Leadership, Time management, Work life balance.
JEL code: J22, M12
Introduction

The aim of the work is to review the models of leadership, time management and positive psychology, to find commonalities and to develop
a matrix of time management style leadership for work and life balance (from now on —WLB). A model of such styles will allow to develop a
more precise model of a time management workflow system that would be appropriate for managers in this changing time. There is no fully
suitable time management and workflow management model available for managers and leaders in this era of technological development. At
the beginning of the 21st century, the society is facing the challenging factors such as rapid development of information technologies and
Covid-19 pandemics that forces to reconsider what is new normal regarding WLB. However, theoretical and empirical literature of leadership
is insufficient. It is necessary to consider the multidimensionality of leadership concept which differs if analysing it from various perspectives
and circumstances (Pauceanu et al., 2021). Accordingly, authors analyse theoretical models applicable in management field within the context
of time management, WLB and flow.

Leaders and managers, especially in the information age, must strive for efficient use of time resources, achieving strategically set goals.
Time management is considered one of the modern skills that is necessary to successfully manage one's life, including organization, company.
Leaders and managers must be able to manage information flows, make strategic decisions, using the time resource effectively. Consequently,
there is a challenge of how to apply effective time management approaches in the management of companies in the information age. To find
out, it is necessary to know the factors that affect effective time management and the ability to achieve the set goals. At the same time, the
world has changed, since 2019 and the Covid-19 pandemic, which has fundamentally dissolved the boundaries between working life and
private life (Lamovsek et al., 2022). Therefore, it is even more important to review leadership and time management approaches directly in the
context of WLB.

In the study WLB is understood as the concept that represents the degree to which the work (professional) and non-work (private) life is
perceived as harmonious that includes potential for effectiveness of the organization and satisfaction with life. Through the analysis of
theoretical models of leadership, time management, WLB and flow, the study proposes a matrix of time management and leadership styles for
WLB in flow, what includes a new definition of leadership styles and what will help to develop an appropriate time management model to
increase the productivity of managers and enable obtaining WLB.

Research question of the study is — what new leadership styles are applicable to managers, considering the consequences of the pandemic
and its impact on time management styles for managers in providing WLB? Considering that this research paper is in management field, it
should be emphasized that research question will be analysed not as a person’s characteristics, but as its strategic choice. In leadership, one of
the important qualities is the ability to manage time purposefully in accordance with the vision and established strategy (Tracey, 2013).

The rapid development of technology has increased the speed and quantity of information flow, which is a significant challenge for
managers to effectively manage the organizational processes, including internal and external communication, and strategically achieve the set
goals. The Covid-19 pandemic has also changed the work environment, accessibility, and communication, ability of leaders and managers to
adapt to new situation to effectively achieve organizational goals. Pandemic has increased the risks of burnout, turnover, stress, and overall
well-being for employees (Morse and Dell, 2021). It has also changed the approaches of how time, work and tasks are managed (Caringal-Go
et al., 2022).

Authors consider that existing leadership and time management theories are not fully applicable to the new situation, as new influencing
factors have been identified, which have been facilitated by technological development and the Covid-19 pandemic. For instance, time for
professional and personal life is no longer so strictly separated. The online mode can create a sense of “continuous availability”. As a result,
leaders' time management ability and the role of leadership in the organization increases. At the same time, there is a lack of research on how
physical presence at home affects an employee's WLB, private and family life, and how leaders can situationally apply leadership styles to
achieve effective use of time resources and increase productivity.

The environments of professional and private life have merged. Leaders must be able to situationally analyse what creates WLB and
motivation to work in employees. The ways of physically monitoring how an employee works have changed. There is a lack of research on
how leaders, in the situation of remote or hybrid remote work, can analyse the responsibility of employees and compliance with the work
regime. It can be assumed that the role of communication, the role of reports, the role of motivation, the role of quality management, etc., is
increasing. Also, communication has changed. There is a lack of research on how the ways and forms of communication have changed to give
tasks and control their execution, as well as to communicate about the organization's vision, mission, and values daily. It can also be assumed
that for some organizations, especially for business companies, it has become more relevant to use approaches and tools to record the
employee's time, ensuring control. It is often the work environment that represents the values and culture of the organization.

One of the abilities of a leader is to build and unite teams, providing socialization and team building, but new challenges have created
situational conditions in which employees working together may not have met in real life. However, it is socialization, a supportive and
understanding team and people that are one of the influencing factors of WLB, which influence the motivation of employees to work. The
authors are aware that until now there have been organizations and companies that have worked remotely. However, the pandemic has changed
the business environment globally. It is not expected to return to the previous mode. Some employees want a hybrid work organization — both
face-to-face and remote, but additional research is needed on the impact it has on WLB (Fazal et al., 2022, 3). Organizations, including
companies, are adapting to the "new normal" changes brought by Covid-19 (Balasubramanian and Fernandes, 2022).
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"New normal" — it is a work environment in which: (1) work can be organized both in person and remotely, (2) it is not always possible to
clearly separate the space and time of professional and private life; (3) some employees no longer want to return to the physical work
environment, as it was before; (4) leaders need to find new approaches to evaluate employees' abilities, motivation and performance, as well
as what creates WLB for them, so that the company achieves the required results. Thus, the pandemic has raised the issue of leadership and
WLB in the new conditions, which, in the opinion of the authors, can be solved directly with a systemic approach to time and work planning.

In order to conceptually develop the model of 8 leaders’ types and 8 leadership styles in time management for work life balance in
flow, which is applicable to "new normal" circumstances in the 21st century, the study conducts an analysis of the theoretical models of
leadership, time management, WLB and positive psychology (flow) from the perspective of management studies, identifying and systematizing
factors that influence leadership types and leadership styles.

1. Theoretical models of work and life balance

WLB ideas were initiated by industrialization, finding that the population was physically working too many hours, and this was affecting
health and private life, demography (Cunningham, 1982, Gragnano et al., 2020, Oxtoby, 2014). Therefore, initially it is also an approach
defining the separation of "work" and "life", which was characterized by a separate space, the individual's role in it and the time spent (Bello
and Tanko, 2020). There is no single universally accepted theory and definition of WLB, and there is a lack of unified conceptual clarity that
characterizes WLB (Thilagavathy and Geetha, 2022). There are diverse studies and conceptualizations of WLB, taking into account different
perspectives, for example: WLB as a proportionate distribution of hours between work time and the rest of the time for the family (Anttila et
al., 2015, Davis and Tuttle, 2017, Gragnano et al., 20202, Ruppanner and Maume, 2016); WLB as harmonization and balancing between “work
life” and “family life” in order to reach the satisfaction (Moen and Yu, 2000, Shankar and Bhatnagar, 2010); WLB as an effective time
management approach, promoting productivity (Koon, 2022); WLB as harmonization of work and private roles (Buddhapriya, 2005); WLB
and employee burnout and demotivation prevention strategy (Nijp et al., 2012). WLB as stress management approach (Giauque, Anderfuhren-
Biget and Varone, 2019); WLB as organizational policy and culture (Beauregard and Henry, 2009, Yang and Islam 2021) etc. The WLB
practices implemented in organizations, which are applied by managers to their employees, are not sufficiently studied (Koon, 2022). WLB of
leaders and managers are insufficient studied in comparison to employees (Ugwu et al., 2016).

WLB is mainly studied directly from the employee's point of view to harmonize work and private life and reach the satisfaction. Otherwise,
there are risks that the organization's performance and ability to achieve the set strategic goals and increase productivity will suffer (Zafrul,
2019). The concept of WLB was introduced in 1986, but its origins can be found already in the 20th century, in the 1930s (Zafrul, 2019). At
least three common dimensions can be identified for the existing definitions and explanatory approaches of WLB: (1) conceptualization and
explanation of work-life categories; (2) conceptualizing the state of “balance” and (3) identifying the influencers of WLB. Accordingly, “work-
life” is explained, for example, as time allocation between personal life and professional life (Thilagavathy and Geetha, 2022, Zafrul, 2019).
Work life and family life (Clark, 2000, Drobni¢, Beham and Prag 2010, Friedman and Greenhaus, 2000, Greenhaus) — one of the most common
approaches in management studies. Work life and personal life — Thilagavathy and Geetha invite researchers to include all the possible domains
of "life" when conceptualizing WLB and test WLB theories again (Thilagavathy and Geetha, 2022). Division between home life and work life
— one of the most common approaches in management studies (Singh et al., 2022, Thilagavathy and Geetha, 2022). Also work-life and non-
work life roles (Buddhapriya, 2005).

Accordingly, “balance” is explained as, for example, time balance — hours and flexibility (Craig and Powell, 2011, Hill et al., 2001);
involvement balance — psychologically; satisfaction balance (Greenhaus and Powell, 2003); satisfaction and harmony (Drobni¢, Beham and
Prig, 2010, Kofodimos, 1993); harmonization (Broers, 2005), as minimal conflict — between work and non—work roles (Lamovsek et al., 2022,
Marks and MacDermid, 1996). In response to the question, what kind of predictors affect WLB, according to the literature review conducted
by Sirgy and Lee in 2018, there is a division of two types of predictors: (1) personal predictors, for example, values, and (2) organizational
predictors, for example, environment, organizational values, job characteristics, organizational support. For example, Lamovsek et al.
introduces the model characterizing work — employee motivation and job satisfaction can be increased if greater "job enrichment" is offered,
which in essence are these predictors — autonomy, support system, feedback, etc. (Lamovsek et al., 2022). In general, when conducting literature
studies, it can be concluded that mainly WLB is analysed as life, where professional life (work) and personal life (family) form the two basic
dimensions of WLB. Thus, the theoretical approach of WLB defines two basic coordinate axes for new model proposed: x — personal life, y —
professional life.

In the first decade of the 2000s, there is a reorientation towards the organization responsibility in improving WLB. This is also the time
when systems for measuring WLB are being developed (Fisher-McAuley et al. 2003; Pareek and Purohit 2010). Work-family research is still
of great importance, but research questions are also developing that are directly related to leadership — supervision and personnel support in
promoting WLB. At this time, WLB is being linked to productivity research and factors affecting WLB such as time management and workflow
management, stress management, prioritization, shift duties, intention to quit, job satisfaction, etc., as well that it is directly associated with
long working hours (Koon, 2022, Tracey, 2013, Zafrul, 2019). On the other hand, in the 21st century in the second decade, the focus of WLB
research has changed from the responsibility of organizations to the responsibility of employees themselves. Organizational policies on WLB
are also explored (Den Dulk et al., 2016, Hoffman and Cowan, 2008, Weale, Oakman and Wells, 2020). However, it basically studies
employees, for example, their physical and psychological needs, environmental influences, social expectations, organizational cultures, norms
of work ethics (McCarthy et al., 2013). In general, the feeling of satisfaction both at work and in private life and in the respective roles is
considered one of the important influencing factors (Zafrul, 2019). Research results also show that there is a need to focus on employee well-
being, which significantly affects employee performance (Singh et al., 2022). At the same time, it is possible to conclude that there is a lack of
research directly from the perspective of leadership, analysing managers as leaders as a separate group of employees.

The application of WLB practices in organizations contributes positively to the results achieved by employees (Koon and Vui-Yee, 2022).
A. Zafrul analyses how WLB creates benefits or added value for employees and how WLB practices help build managers' relationships with
employees (Zafrul, 2019). One area that is being researched is how to “influence” employees or what helps to motivate them (Koon, 2022,
Zafrul, 2019). Employee expectations and needs have been widely studied (Pareek et al., 2011, Thilagavathy and Geetha, 2022, Zafrul, 2019)
to achieve WLB. Although leaders and managers can be employees of any organization at the same time, there is a lack of research analysing
WLB from the perspective of the leader rather than subordinates. The role of the leader has been emphasized by Lamovsek et al., 2022. Through
an extensive analysis of the WLB literature, Thilagavathy and Geetha have systematized into 5 categories the factors that affect the employee's
WLB: (1) demand (work, family, personal, social); (2) resources, inferring that employees experience a WLB imbalance when there is an
inability to equally allocate their resources to both areas, also supporting systems are significant, for example, at the level of organization and
family, friends; (3) individual factors, such as working hours, job rotation, travel time to and from work, perception of work, perception of
autonomy and trust in the work process; (4) organizational factors, such as working time flexibility due to family, work climate, etc. (5) culture
— organizational and social culture.
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WLB practices provided by organizations are valued by employees if they support employees to improve their lives on a personal level.
For example, flexible working hours create added value for the employee, as a result of which employees are motivated to create higher
performance in the organization (Anttila et al., 2015, Koon, 2022).

All in all, it can be concluded that time is a significant factor — time planning and time management approaches are one of the WLB criteria
in organizations to create higher performance in the organization and motivate employees.

Csikszentmihalyi assumes that an individual is satisfied in life when he has reached a "flow" state, which can be compared to the WLB
balance state. Csikszentmihalyi has accordingly developed the Flow model, which is depicted on coordinate axes: the x-axis depicts the level
of skill, ability, capacity to act, while the y-axis depicts the level of challenge. The levels are graduated in three categories - small, medium,
high. Accordingly, 8 states are obtained - 1) apathy, 2) boredom; 3) relaxation; 4) worry; 5) anxiety; 6) arousal 7) control; 8) flow. Achieving
a state of flow requires a balance between challenges and goals. The author assumes that flow state creates both satisfaction and motivation to
act and complete challenges (Csikszentmihalyi, 1997).

2. Leadership approaches and Leadership styles’ theories

Leadership is a widely studied, complex and multidimensional phenomenon, which has a fundamental role in the operation and
development of any organization to achieve the set goals and be successful. Leadership plays a vital role in any organization's ability to achieve
its goals. Leaders are traditionally “creative, innovative, and capable of meeting challenges and making difficult decisions”; on the other hand,
strategic leadership means additional leadership qualities — the ability to imagine and outline the future, the ability to support the organization's
employees, the ability to adapt to changes. It is the ability of leaders to develop the organization's strategy, plan strategically, organize time
and work, make decisions — lead according to the set goals (Abu Amuna, et al., 2021). Differences in the leader's behaviour allow us to draw
conclusions about his productivity and job satisfaction (Reunanen and Kaitonen, 2016).

At the same time, there is no single definition of leadership in social sciences. To understand leadership research approaches and their
characteristic elements, it is essential to know the stages of leadership research development.

Making analysis of leadership theoretical conceptions, author has chosen two main criteria — (1) the influential criteria for each leadership
style; (2) accordingly, the leadership styles conceptualization approaches. However, it is important to understand the main approaches of how
leadership theories have developed.

Initially, in the 20th century’s 1930s and 1940s, leadership research was based on the study of leader characteristics, character traits,
analysing and studying two basic approaches — in one case, that these traits are innate, and in the other — that leadership skills can be developed,
they are acquired during the life due to the own experience. This approach was influenced by Great Man theory (Spector, 2016), which assumes
that leaders are born and are usually men who are able to take over the power. In the 20th century’s 1940s and 1950s, a theoretical approach
to behaviour was developed, resulting from research on the characteristics of a leader, basically developing the assumption that one can become
a leader. Consequently, effective leadership behaviour and the necessary skills and competences that leaders could learn in life are studied
(Huczynski and Buchanan, 2001). Various behavioural traits are categorized, leadership styles are consequently studied.

Initially, one of the best-known behavioural theoretical approaches is Kurt Lewin's theory, which divides three basic leadership styles —
authoritarian, democratic and laissez-faire leadership (Reunanen and Kaitonen, 2016). Based on the behavioural theoretical approach, models
of leader behaviour have been developed later, which basically explain in a two-dimensional way whether a leader is: (1) task-oriented and (2)
people-oriented, correspondingly developing 4 basic leadership styles (Reunanen and Kaitonen, 2016). These are two fundamental factors
influencing the basic leadership style, which are schematically depicted as the x and y axes of coordinates with a value from low to high
(Reunanen and Kaitonen, 2016). One of the best-known approaches that has been developed and widely used in research is Blake and Mouton's
Managerial Grid. According to Blake and Mouton, the leadership style of the leader is determined by the two-level manager's concern 1) for
people/employees — orientation towards building relationships (concern for people — relationships/human orientation), where the manager takes
into account employees, their ideas, feelings and builds relationships, which are based on mutual trust, teamwork, 2) concern for production —
task orientation, where the manager works to achieve specific goals and complete work on time, gives specific tasks, instructions (Blake and
Mouton, 1982). Accordingly, Blake and Mouton have developed a model of leadership styles — the so-called "Managerial Grid", where axis
represent: X axis — concern for production — task-oriented management, Y axis — care about people, relationship oriented management. Filling
the test, depending on points of each of the axes, it is possible to determine one’s leadership style. In total, 5 styles are stated — in each quadrant
and in the middle: (1) Impoverished Management; (2) Task management; (3) Country Club Management; (4) Middle-of-the-Road Management
and (5) Team Management — a management style where a high focus on both tasks and people is practiced (Blake and Mouton, 1982). The
most effective management style, according to Blake and Mouton, includes a high focus on tasks, the implementation of the organization's
vision and strategy — that is, the determination of professional goals, and at the same time with focus on people, employees, their well-being
both in the organization and in their personal lives. Thus, it is possible to conclude that Blake and Mouton's model can also be analysed in the
context of WLB, which provides for the search for balance, focusing on the achievement of employees' professional and private, personal,
family goals, satisfaction with life.

In the next phase of the 20th century’s 1960s, situational aspects gained significant importance in leadership research, and relevant theories
were defined as social interaction theories, which are defined as situational leadership theories and social contingency theories. Social
contingency was one of the first theoretical approaches, which predicts that the leader changes his leadership style, considering the abilities of
the followers/employees and the context of the task (Huczynski and Buchanan, 2001, Reunanen and Kaitonen, 2016). It is an approach to
leadership that rejects one-size-fits-all approach — the different followers/employees and the situation at hand must be considered. Therefore,
the task of the leader is to evaluate each situation and adapt (Reunanen and Kaitonen, 2016). At the same time, the research of two dimensions
of behavioural theories is continued — 1) task orientation and 2) people orientation.

Situational leadership is based on the understanding that each person reaches a certain level of maturity and thus can accomplish certain
tasks. Hence, this level of maturity increases with experience. Consequently, there is a need for leaders to find out the employee's abilities and
skills, to which the tasks are adjusted accordingly, promoting the employee's growth (Huczynski, Buchanan, 2001, Perales et al., 2012).
Therefore, the leader must be able to adapt and apply different leadership styles considering the specific situation and the employee's abilities,
as a result, by using different styles, productivity, efficiency and employee satisfaction with work and life can be achieved (Gaur and Katuse,
2022, Goleman, 2000, Silverthorne and Wang, 2001).

Given the ongoing changes, especially leaders need to consider the situation and situational changes when choosing a specific leadership
style (Reunanen and Kaitonen, 2016, Silverstone and Wang, 2001). Leaders need to evaluate the individual situation and the skills of the
employees to lead the organization in the desired direction in the future (Thompson and Glase, 2015). In addition, it should be noted that
employees like the work they do if they are properly guided (Gaur and Katuse, 2022). Therefore, it can be assumed that changing leadership
styles according to the situation potentially also motivates employees to complete the necessary tasks, because otherwise, the inability of
employees, which they are aware of, can contribute to demotivation.
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When explaining situational leadership, the Hersey and Blanchard situational leadership model, which was described in the 20th century’s
1970s, is widely used in academic publications and research (Perales et al., 2012). In addition to the two basic leadership axes — task orientation
and relationship orientation, a situational assessment tool is used to analyse the readiness of the follower/employee to complete the work in
the given situation. The readiness of the follower/employee is evaluated according to two criteria: (1) ability to complete the specific task -
high or low; (2) willingness/confidence in oneself to complete the specific task - from low (insecure) to high (confident) (Perales et al., 2012).
Hersey and Blanchard's (1996) situational leadership theoretical approach explains leadership styles by evaluating each situation and the
follower/employee's ability and willingness to complete the task. Accordingly, 4 different leadership styles are applied: (1) directing (telling)
— followers have low abilities and low willingness for the task; (2) coaching (selling) — subordinates' will is high, but their ability to complete
the task is low; (3) supporting (participating) — subordinates' will is low, but abilities are high; the leader's task is to motivate and convince
subordinates of their abilities, allowing make their own decisions; (4) delegating (observing) — subordinates want and are able to make their
own decisions; decision-making power is transferred to subordinates and the leader interferes as little as possible; subordinates are the ones to
take full responsibility (Hersey, Blanchard and Natemeyer, 1979, Reunanen and Kaitonen, 2016). Analysing this approach, author concludes
that the axis "will" includes motivational components and can be characterized as motivation to complete the task. And the other axis "abilities"
are related to skills and competences, experience, professionalism.

Tero Reunanen and Jaana Kaitonen analyse more than 10 different approaches of situational leadership, identifying diverse leadership
styles and features that leaders need, dividing the styles into behavioural approaches, social interaction approaches, integrative approaches,
and emotional intelligence (Reunanen and Kaitonen, 2016).

It is possible to divide the theoretical approaches of social interaction leadership into at least three basic types of leadership: (1)
autocratic/authoritarian management — the leader uses power "from above", makes decisions, gives tasks and ensures discipline; (2) democratic
management — a type of leadership where employees are given the opportunity to participate in decision-making; (3) team management — all
team members have the opportunity to participate both in the decision-making process and in the evaluation of results, where the team finds
solutions to problems together (DuBouis et al., 2015, Reunanen et al., 2016).

During the 20th century’s last decades, transformational leadership research has been developed, which means that leaders are able to
inspire their followers/employees to actions that exceed what is expected of them (Reunanen and Kaitonen, 2016). Therefore, there is a question
of how to deliberately influence employees/followers to achieve the desired result. Basically, two theoretical approaches are identified: (1)
transactional leadership — building relationships with employees, giving them what they want and getting in return what the leader wants to
achieve tasks and goals, and (2) transformational leadership — the leader builds relationships by being able to motivate and inspire, thereby
achieving goals (Huczynski and Buchanan, 2001).

Although emotional intelligence is not considered one of the theoretical approaches to leadership, its characteristics are of fundamental
importance in how leadership styles are classified, and leadership behaviour is characterized. An emotionally intelligent leader is able to create
and maintain a positive work environment and atmosphere, which is essential for achieving the organization's goals (Goleman, 2000, Reunanen
and Kaitonen, 2016). Goleman is the founder of the emotional intelligence approach — emotional intelligence is considered as one of the basic
characteristics of an effective leader. David Goleman distinguishes 6 basic leadership styles, where each of them makes use of the key
competencies of emotional intelligence in different combinations — self-awareness, self-regulation, motivation, empathy, and social skill. These
styles are: (1) the coercive style; (2) the authoritative; (3) the affiliative style; (4) the democratic style; (5) the pacesetting style; (6) the coaching
style (Goleman, 2000).

According to Reunanen and Kaitonen, the developed Leadership Styles ontology, which is based on literature studies of theoretical models
of leadership, distinguishes such factors affecting leadership as: (1) low or high freedom (for example, in decision-making); (2) low or high
employee/follower capacity; (3) low or high task orientation of the leader; (4) low or high leadership orientation towards people or building
relationships; (5) low or high job complexity (Reunanen and Kaitonen, 2016). Therefore, the basic classic criteria are analysed and combined
—such as task orientation and relationship orientation, as well as freedom, employee/follower abilities and work complexity, which reflect the
assessment of the situational dimension.

3. Time management conceptual models

Goleman has argued that if we ask what a leader should do, then answers such as strategy, vision, mission statement, and organizational
culture formation follow. But if it is asked specifically what precisely leaders do, then the answer is — they achieve results, which is also their
work (Goleman, 2000). To be able to achieve these results, time management is a crucial skill. Effective time management can be explained
by the ability to do what is planned in the specified time and quality. It is simultaneously a skill that reduces stress and promotes life satisfaction
(Allen, 2001).

At the same time, considering global competition and an ever-increasing demand for immediate human resource availability, the role of
time management at work is also increasing (Abu Amuna, et al., 2021). In order to draw conclusions about what skills and character traits an
effective leader should have, researchers conduct tests, interviews, and collect biographical information about leaders (Yukl and Gardner,
2020).

Time management is one of the factors that determine success or failure in business and personal life. Time management is the personal
ability to manage time in one’s own life. Therefore, everyone's ability to manage time is the ability to have a sense of control, which helps to
find inner peace and the ability to achieve results. On the contrary — if a person is not in control of his time — "stress, anxiety, depression" are
induced. The author uses two time management models in his study — ones by D. Allen and B. Tracy. Analysing Tracey's approach, it is
possible to conclude that motivation plays an important role in the ability to manage time and achieve results. Tracey identifies 4 elements as
the keys to successful time management essentially include the ability to motivate the person — desire, decisiveness, determination, and
discipline. The author of this work also puts motivation as the third axis, third dimension in the proposed model of Leadership styles in time
management for WLB in flow.

The psychology of time management relates to the ability to control time. Tracey describes it as "Law of Control". It is the ability to be in
status of being in control of the life. Accordingly, time management skills include the ability to arrange life events in such a way that this order
corresponds to the defined importance in life. Satisfaction is also another basic dimension of WLB. The ability to manage time and be satisfied
with life can be achieved when one has defined goals and understands one's values and vision of why it is important to do what one does
(Tracey, 2013). And this is one of the essential characteristics of leadership. Only when there is clarity about goals, mission, and vision, it is
possible to effectively manage time and strategically achieve what is intended. David Allen's (2008) model of leadership types includes
analysing leader’s ability to: (1) manage time and tasks while being in control (X axis); (2) determine the vision, creativity as perspective (Y
coordinate axis). Accordingly, 8 types of leaders are distinguished - 1) victim / responder, 2) micro manager / implementer; 3) crazy maker /
visionary leader; 4) captain & commander.
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Time management is fundamental ability of leaders to achieve organizational results and productivity. Also, it is a significant ability of
individuals, including employees, to manage their lives and reach WLB. Time management is a necessary skill for every leader and manager.
The way leaders and managers plan the time affects the type and style of the leader.

4. Proposed model of leadership styles in time management for work life balance

Author has analysed models and theories of leadership, time management and positive psychology, systematized them and accordingly
developed Leader's types and Leadership styles in Time management for work life balance in flow (see Table 1.). To achieve WLB and be in
a state of flow, the manager must have a balance between control and perspective (Allen), between excitement and boredom (Csikszentmihalyi),
between task orientation and relationship orientation (Lewin, Blake, Mouton). When defining the types of leaders, the author proposes to name
the X axis as Work, it is routine, technical, reactive, and the Y axis as Life, it is exciting, creative, proactive. One cannot enjoy the same thing
at the same level for a long time. People grow up either bored or frustrated; and then the desire to enjoy the life again prompts to expand skills
and discover new opportunities (Csikszentmihalyi, 1990).

The author adds a third dimension, the Z axis — leadership, proactivity and motivation to achieve WLB, because leaders must show
leadership both at work and in life, they must also be motivated and proactive. By adding the motivation dimension, the styles are also
subordinated according to the leadership-motivation level. For leadership styles, author proposes to put hard skills, with no orientation for
people, on the X axis, while the Y axis is soft skills, emotional intelligence. And Z axis is motivation to lead, leadership skills. The axis of
motivation and proactivity marks a new dimension of leadership, which at the highest point of all axes allows to achieve the state of Flow
Leadership style. To understand how to achieve the state of flow leadership, 8 leadership types and corresponding leadership styles are defined.
Each of these eight styles has its own set of tools and actions that allow it to be used to create a WLB in an integrated manner.

Table 1
Leaders’ types and Leadership styles in Time management model for work life balance in flow, R. Druvietis, 2022
Theory X axis Y axis Z axis 1.quadrant | 2.quadrant | 3.quadrant | 4.quadrant |5.quadrant| 6.quadrant |7.quadrant| 8.quadrant
Druvietis |Work / Life / Motivation |Observer Planner Dreamer Manager Enthusiast |Executor Strategist  |Leader in flow
Leader's  (Professional |Personal for balance
types
Druvietis |Hard skills [Soft skills |Motivation |Lazy Boring Dreaming Management |Delegating |Executive Creative Flow
Leadership to lead leadership leadership leadership leadership leadership |leadership leadership |leadership
styles
Blake, Task Relationship|- Impoverished |- Country Club |- - Task - Team
Mouton orientation |orientation management management management management
Lewin Task People - - - - - Laissez- Autocratic Transformat |Democratic
emphasis  |emphasis faire ional
Goleman |- - - - Commanding |Affiliative Authoritative |- Pacesetting  [Coaching |Democratic
/ Coercive
Hersey Ability - Motivation |Uncommitted |- - Disillusioned |Enthusiastic |- - Mature expert
Blanchard, Beginner Learner Beginner
Contingenc
ies
Situational [Directive  |Supportive |- Observing /  |Telling Participating |Selling - - - -
Leadership Delegating
Hersey Leaders Leaders - - - - - Delegating |Directing Supporting |Coaching
Blanchard, |experience |Intelligence
Situational
Leadership
Allen Control Perspective |- Victim Micro- Crazy maker [Autocrat Responder |Implementer [Visionary |Captain
manager Commander
Chizmanth |Skill Challenges |Flow Apathy Boredom Worry Control Arousal Relaxation Anxiety Flow
yali
Gallup - - - - - - - Influencing |Executing Relationship|Strategic

Source: reviewed theories, author’s construction.
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The eight quadrants described by these axes broadly define the styles of response and leadership typically experienced with various
combinations of low and high control and low and high perspective taking. The author puts forward 8 types of leaders in correlation with Table
1.: Observer — low work, low life, low motivation; Planner — high work, low life, low motivation; Dreamer — low work, high life, low
motivation; Manager — high work, high life, low motivation; Enthusiast — low work, low life, high motivation; Executor — high work, low life,
high motivation; Strategist — low work, high life, high motivation; Leader in flow — high work, high life, high motivation (Fig. 1.). Accordingly,
8 leadership styles for WBL are defined as follows: Lazy leadership, Boring leadership, Dreaming leadership, Management leadership,
Delegating leadership, Executive leadership, Creative leadership, Flow leadership (Fig. 2). The obvious optimal state would be an elevated
level on all three axis, the sector designated as 8. Flow leadership.

The matrix and following steps can be useful both as a map to assess leaders’ condition, or a specific situation, and as a guide for
improvements, raising productivity. It is expected to achieve more by following this system of leadership styles, focus on what can work best
in different situations. The matrix is relative, situational, and fluid. How specific individuals experience the way through the quadrants are
different experiences. Due to temperament and personality, it is possible for a leader to find himself in one state more than another. A leader
can consciously move to another quadrant depending on what is to be done and what results are expected from subordinates.

Leadership style depends not only on the leader’s type, but also on team and specific situation. Identifying leadership style helps to provide
adequate guidance to employees and understand what decision-making strategies are to be implemented. Developing a distinctive leadership
style, while being able to adapt the person’s own method to specific circumstances, can help to improve personal and overall productivity
benefiting teams and the company.

Conclusions

1. In accordance with aim of the research paper, the review and analysis of the theoretical models of leadership, time management, WLB and
flow has been done and a new model of 8 leadership types and 8 leadership styles has been conceptualized. The results of the conceptual
study allow to assume that motivation and proactivity are crucial factors in leadership in the post-pandemic information age to reach WBL.
In the context when the boundaries between work and private life and space have merged and new skills, new knowledge and new leadership
styles have developed to manage processes and teams. The ultimate aim of time management is to practise the Flow Leadership to be in
harmony and balance.

2. By developing the new model, new knowledge has been created in the management field in the social sciences. Division of influential
factors from theories analysed in three axis and 8 quadrants as in Table 1. is unique. It provides in-depth insight of the gap between previous
theories and is applicable in post-pandemic situation. Z axis allows all analysed 4 quadrant models to add 3rd dimension — motivation and
leadership ability factor, what is necessary in the new normal. Influencing factors are: 1) proactivity, reactivity, and motivation. Defining
8 types of leaders provides a new typology based on three influencing factors: (1) work, professional axis, (2) life, personal axis and (3)
motivation for balance axis. Leadership styles based on three basic influencing factors: (1) soft skills, (2) hard skills and (3) motivation.
The first 4 defined leadership styles do not achieve WLB because they are reactive and not motivated, while leadership styles 5 to 8 achieve
WLB. At the same time, only the 8th style "Leadership in flow" achieves both WLB and flow state, which signifies harmony and balance
and which every leader should strive for.

3. The study will help to develop the next phase of the research which is survey and questionnaires — tests, by completing which the executive
will be able to determine time management style and receive recommendations for improving leadership productivity and achieving WLB.

4. A definition of leadership styles will allow authors to develop an appropriate time management workflow system to increase the
productivity of managers and enable obtaining WLB in “new normal” circumstances in diverse situational contexts.
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Abstract. Latvia has the highest ratio of women to men in the EU. However, such imbalance can be largely attributed to the gap in life
expectancy. Previous studies have shown that particular attention should be attributed to the gender ratio within the prime working age
population (25-54 years), as this age group has the most influence over the demographic, social and economic future of the country or region.
Causes and effects of such differences deserve close evaluation from both academic and policy planning perspectives. This study aims to
measure the extent of gender ratio imbalance among local populations in prime working age in Latvia and to evaluate possible causes and
effects of the observed disparities. Authors use statistical and geospatial analysis tools and rely on official statistics for the local administrative
units created after the 2021 administrative-territorial reform. Causes and effects of the observed imbalances are discussed using results of the
population survey carried out throughout the country in 2021 within the framework of research project “DemoMig”. Study results clearly
demonstrate the presence of gender ratio imbalance in many local municipalities. Larger cities and their suburban areas are strongly attracting
economically active women, causing significant long-term demographic and socio-economic development risks for surrounding rural areas.
Survey results highlight several plausible causes for such regional disparities, including gender-oriented employment options, living costs and
accessibility of specific services or social activities. Territories with higher gender ratio imbalance in favour of male population face significant
risks of further population decline.

Keywords: demographic inequalities, gender ratio, regional development.
JEL code: J11, J16, R12
Introduction

Sex ratio or gender ratio as a quantitative statistical indicator, characterizing imbalance among genders, varies not much due to methods of
calculation, but more by territorial units and subgroups of population. Gender ratio in Europe is often defined as the number of females per
100 males. At the beginning of 2021 Latvia had the highest gender ratio (116.3) compared to average of the EU-27 countries (104.6), exceeding
gender ratio in the neighbouring Lithuania (112.8) and Estonia (110.8) (Eurostat, 2022). Closer look at the international population statistics
provides us partial explanation for such imbalance, which is largely caused by a notable gap in life expectancy between men and women.

Life expectancy of Latvian males aged 65 constituted 13.8 years and that of females — 18.6 years in 2021. (CSB, 2022) However, while
further exploring regional and municipal level data, it becomes hard to miss yet another peculiarity — uneven regional distribution of gender
ratio throughout the country. Gender misbalance becomes even more disturbing in the younger age groups. Previous studies have argued that
particular attention should be paid to a gender ratio within the working ages, and particularly - to the prime working age group (25-54 years),
which holds the most influence over demographic and socio-economic development of the country and its territorial units (Dahs, 2021; OECD,
2022). Determinants and implications of such differences deserve close evaluation from both academic and policy planning perspectives.
Gender preferences for children in Europe have shown stable tendency towards a mixed sex composition, and therefore, should not be
considered a factor. (Hank & Kohler, 2000)

Literature review demonstrates that territorial gender ratio imbalance in most cases is a local phenomenon caused by selective migration
developments (ESPON, 2013). Such local imbalances are often connected to deficits in socio-economic conditions and may cause a further
downward spiral in terms of demographic and economic trends. To avoid regional demographic and socio-economic degradation, it is important
for academics and policy makers to monitor regional male and female balance in working and reproductive ages. Previous studies explain that
demographic consequences of rural gender ratio imbalance can determine lower fertility and rapid population ageing. Other considerations
include reduction of human capital, demographic decline, as well as negative effects on public and social life (Spoorenberg, 2016; Anderson
& Kohler, 2015).

Considering the above, this study aims to determine extent of gender ratio territorial imbalance in prime working age in Latvia and to
assess its determinants and consequences.

From the methodological perspective, authors primarily rely on statistical and geospatial analysis tools. Data for the study are obtained
from official statistical sources. Territorial level data are used exclusively in accordance with the administrative structure of Latvia created
after the 2021 administrative-territorial reform. According to this reform, at the beginning of 2022 there were 6 statistical regions and 43
administrative territories - municipalities, of which seven are cities that coincide with municipalities (Riga, Daugavpils, Jelgava, Liepaja,
Jurmala, Liepaja, Rezekne, Ventspils). The next, lower level municipalities known as counties, include three more cities (municipality cities —
Ogre, Jekabpils, Valmiera), 67 small towns and municipality rural territories. It is important to note that three cities - Jekabpils, Ogre and
Valmiera - have acquired the special status of "municipal city" (“novada valstspilséta”) later after the reform. Due to the comparability of the
data, Jekabpils and Valmiera have been analysed separately, while Ogre is included in the group of small towns. Study also relies on the
outcomes of the nationwide population socio-demographic opinion survey carried out in 2021 (within the research project “DemoMig”,
n=14006), hereafter called — “DemoMig survey”.

Brief literature review

Academic research addressing imbalances of population gender ratio has progressed considerably in the past few decades, with research
focus shifting from mere acknowledgement of gender ratio variations toward the analysis of social, economic, or demographic causes and
effects of these disparities. Recent literature sources show greater emphasis on female role in migration processes and acknowledge different
reactions of male and female population to changing social and economic conditions. (Pedraza, 1991; Taran & Geronomi, 2003; Pessar, 2005)

Some studies provide detailed review of the causes and effects of gender-specific internal migration flows within specific countries and
regions (Krohnert & Vollmer, 2009; Aydiner, 2019), or focus on gender gap in economic activity. (WEF, 2022) Very few information sources
address the regional gender ratio imbalance on the European level (see ESPON, 2013) and even less are available specifically for Latvia. As a
rule, most of the reviewed sources focus on gender ratio imbalances among young adult or working age populations. This is done for two
reasons - to avoid data distortions by the variations in life expectancy and to discuss future economic or demographic implications of the
observed imbalances.

In year 1991, American sociologist Silvia Pedraza published an important groundwork paper “Women and Migration: The Social
Consequences of Gender”. (Pedraza, 1991) In this study author touched upon many important questions regarding the role of gender in
migratory intentions and explored causes and consequences of female or male-dominated migration flows. The role of women in global
migration dynamics has been re-acknowledged and emphasised by Patricia R. Pessar in her 2005 work “Women, Gender, and International
Migration across and beyond the Americas: Inequalities and Limited Empowerment”. (Pessar, 2005) While the study primarily addresses
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gender aspects of international migration, it also highlights several important theoretical concepts concerning role of women in spatial
demographic processes. Study concludes that there is an increased role of gender in the migration processes, alongside increased recognition
by scholars and policymakers alike that female experience of migration differs from that of males.

The most extensive regional analysis of gender ratio imbalances in European regions available to date has been presented in 2013 by
ESPON project “SEMIGRA - Selective Migration and Unbalanced Sex Ratio in Rural Regions”. (ESPON, 2013) Project has produces several
highly valuable outputs, including detailed maps representing gender ratio among young adults in European countries on the NUTS 3 territorial
level. Project report indicates that a surplus of young women is a predominantly urban feature in many European regions. Extraordinarily
unbalanced sex ratios in each region seem to be the consequence of specific local conditions. Former Soviet countries and Eastern Germany
in particular are displaying an extraordinarily high divergence level. Project team has emphasised that mobility of young women needs to be
understood as an important feature for local economic development, as age- and gender selective out-migration from rural regions works
against the overall aim of territorial cohesion and balanced regional development.

One of the most detailed studies on social and economic causality of young female migration from East Germany was published by German
researchers Steffen Kroehnert and Sebastian Vollmer. (Krohnert and Vollmer, 2008) In their 2008 paper “Where Have All Young Women
Gone? - Gender-Specific Migration from East to West Germany” authors provide extensive analysis on the causes and effects of migration of
young females from East to West German regions in the years following the reunification. Authors conclude that the disproportionately high
emigration rate of young women from the East is mainly caused by the high female education level accompanied by a lack of demand for
highly qualified female labour. The East regions which are most severely affected by emigration of young women have a labour market
structure which does not conform to the wishes and life plans of young women. Considering the region, socio economic conditions and period
under study, many parallels can be drawn between East Germany and former Eastern Bloc countries Latvia.

Although many of the studies have highlighted troubling disparities in regional gender ratio in the former Soviet territories, there is very
little research available on the demographic aspects of gender ratio in Eastern European countries, the Baltic States and Latvia. Some very
limited review of the gender ratio issues among the working age population was presented in 2021 paper “Challenges of depopulation in
Latvia’s rural areas”. (Dahs, 2021) Access to the most recent geographically referenced statistical data combined with the available DemoMig
survey results now make it possible for the researchers to begin fully exploring this important topic in Latvia.

Research results and discussion

Considering the noticeable gap in life expectancy for men and women in Latvia, before proceeding with and details analysis of the gender
ratio issues, it is first necessary to determine the representative population age group to be used in this study. Figure 1 shows official data on
the number of male and female inhabitants in Latvia by age in 2022.
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Source: authors’ elaboration based on CSB, 2022 data.
Fig. 1. Number of males and females by age in Latvia at the beginning of 2022

Considering the strong divergence in male and female population numbers after age 55, to avoid misrepresentation of data caused by this
stark difference, author propose focusing on the numbers for prime working age group (25-54 years old) as defined by OECD employment
statistics. (OECD, 2022)

In the following sub-sections authors analyse territorial gender ratio imbalances, discuss determinants and implications of these imbalances
by using official territorial statistics and survey data. Considering the timeframe of the available statistical and DemoMig survey information
it is reasonable to use municipal framework established in Latvia after the 2021 administrative-territorial reform, with special exceptions in
regards to the cities of Jekabpils, Valmiera and Ogre, as explained in the introduction.

1.Defining the scale of regional gender ratio imbalance

Following the practice observed in the literature, authors begin by exploring the extent of regional gender inequalities among Latvian
municipalities. When looking at the age and gender breakdown of 25-54 population in statistical regions (Figure 2), one can immediately notice
some discrepancies.
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Fig. 2. Number of males and females in statistical regions of Latvia in 2022 (by age in 25-54 group)

Charts show that only the Pieriga region maintains almost perfect gender ratio balance within all age groups. Riga city is the only region
where there are less men than women at all ages with total 7% predominance. All other regions demonstrate larger shares of male population
up to certain age, where local factors including, but not limited to high male mortality reduce male population share. Kurzeme and Latgale
regions show the earliest and sharpest transition from male to female predominance at age 42.

These observations highlight different underlining processes of male and female population dynamics and highlight the need to further
explore differences among and within the statistical regions, while paying particular attention to various types of municipalities and considering
their geographical, social and economic characteristics. Figure 3 below provides an overview of gender ratio (females to males) in age group
25 — 54 years in Latvia by municipalities at the beginning of year 2022.
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Source: authors’ elaboration based on CSB, 2022 data.
Fig. 3. Gender ratio (females to males) in age group 25 — 54 years in Latvia by municipalities and cities which coincide with
municipalities at the beginning of 2022

On the municipal level, there is an evident and significant divergence of the gender ratio figures among the prime working age population.
Outside the central regions of Riga and Pieriga, large contrasts can be seen between the big cities and their surrounding rural areas. It should
be immediately noted that in this particular map Valmiera municipality displays high female-to-male gender ratio primarily due to the presence
of a big population centre — Valmiera city within its territory. On the national scale, one can observe a classical centre-periphery divergence
trend.
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Fig. 4 Age at which women start to outnumber men in cities, municipality towns and municipality rural territories in Latvia by
statistical regions at the beginning of 2022

To explore the differences between big cities, smaller towns and rural areas, authors use the latest regional population statistics for all age
groups. Figure 4 shows age at which women start to outnumber men in cities, small towns, and rural areas in 2022. The contrast is quite
dramatic - it highlights not only the stark differences between cities, towns, and rural areas, but also hints at different processes shaping
territorial gender ratio in each statistical region. Zemgale region shows a stable situation with the smallest overall variation, while Vidzeme
presents the largest. In the city of Valmiera, women begin to outnumber men at the 20 years age threshold. Pieriga region demonstrates almost
no difference between its only big city (Jurmala) and smaller towns, as all these territories comprise peri-urban suburbs of capital city Riga.
(Webster & Muller, 2009) Rural territories of Latgale region present the most problematic case — here women start to outnumber men only at
age 64, when gap in life expectancy makes it unavoidable.

2.Causes of regional gender ratio imbalance

In this section, authors look at the available statistical and survey data to gain better understanding of causes and perspective of the observed
regional gender ratio imbalances in Latvia.

Multiple literature sources (Ubels et al, 2019; Truong, 1996; ESPON, 2013) have suggested the role of education and corresponding job
opportunities among the main drivers of gender ratio imbalance. Figure 5 below shows the comparison of various territories by their respective
numbers of men and women in the prime working age group who have attained only primary education level.
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Fig. 5. Share or men and women having basic or lower education in the age interval 25-54 years in cities, municipality towns and
municipality rural areas of statistical regions in Latvia at the beginning of 2022

Situation in rural areas of statistical regions only partially correlates with the observed gender ratio imbalances. For example, rural areas of
Latgale and Pieriga demonstrate relatively high education attainment among men and women, while still maintaining high male-to-female
gender ratios. Other territories, particularly in Kurzeme and Vidzeme regions fall closer with the expected trend. This suggests the presence of
more complex regional features and causes of gender ratio imbalance, which interact with education attainment level indirectly. (Krohnert &
Vollmer, 2009)

Important additional observations can be found by looking at the education attainment levels within smaller age groups (Figure 6). Older
age groups (45-54) show low numbers of men with primary education, that can be attributed to the specifics of the education system and a
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higher demand for skilled male labour in 1980-s. The worst situation can be observed in 40-44 cohort males, who concluded their education
during economically and socially uncertain 1990-s. With the worrying exception of the Pieriga region, younger cohorts between age 25 and
44 show a declining trend, with younger men being less likely to have only primary education.
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Source: authors’ elaboration based on CSB, 2022 data.

Fig. 6. Percentage of males having basic or lower education within 5-year age groups in the age interval 25-54 years in the rural

territories of statistical regions in Latvia at the beginning of 2022

Observations lead to conclusion about a complex relationship between local education attainment figures, age structure, gender ratio and

migration patterns. Situation becomes clearer once we factor in the local economic ﬂCtiVitx,ﬁﬂ,ﬂi job opportunities. (Corbett, 2005)
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Fig. 7. Active market enterprises by sector of economic activity in 2020 (by pre-reform municipalities)

Figure 7 shows the number of economically active market enterprises grouped by the sector of economic activity they represent (Primary
- natural resources and agriculture; Secondary - manufacturing, construction, and processing; Tertiary - services). This additional information
sheds light on the nuanced relations between education attainment and gender ratio. One can see that largest differences in gender ratio appear
between territories with mismatch in education levels and job opportunities for a specific gender.

This situation is further exacerbated by close geographical locations of territories with contrasting economic structures. For example,
Ventspils city has a higher number of Tertiary sector enterprises (which traditionally offer better work opportunities for highly educated
women) (Santos & Klasen, 2021), while its surrounding rural territories are heavily reliant on Primary economic sectors. Combined with
differences in the local male and female education attainment levels, this creates social and economic pressure for the educated females to
migrate from rural areas to the city, creating the observable gender ratio imbalance. The same picture is evident on a larger scale for the gender
ratio dynamics between the Riga metropolitan area and peripheral regions. Overall, the role of education and employment opportunities in
regional gender ratio in Latvia is quite high and corresponds to the previous observations from East German regions; where disproportionately
high emigration rate of young women from the East was mainly caused by the high female education level accompanied by a lack of demand
for highly qualified female labour. (Krohnert & Vollmer, 2009) Regional and sectoral differentiation in equal employment opportunities and
remuneration is also an important factor to consider. (Blau & DeVaro, 2007).

With time, one can expect that younger cohorts of men with higher education attainment will somewhat reduce the social and economic
preconditions for gender inequality in population centres, however, limited employment opportunities for highly skilled women may pose even
greater obstacles for rural areas, unless solutions are found with help of improved mobility, equal employment opportunities and remote work
possibilities. (Ubels et al, 2019; EIGE, 2022)

Despite the provided explanations, discrepancies in the data suggest the presence of other, more place-specific aspects of regional gender
ratio imbalance. To illustrate some of these additional aspects, authors use selection of the answers given by female respondents to the
DemoMig survey questions concerning choice of residence (Table 1).

Table 1
Most popular answers to the survey questions regarding the choice of current place of residence and main reasons for being
dissatisfied with current place of residence among female respondents in Latvia in 2021 (%)
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Note: Up to three answers were given to each question. Therefore, sum of answers by urban and rural areas does not add up to 100%.
Source: authors’ elaboration based on DemoMig survey data.

Questions asking women about their motives for choosing the current place of residence reveal that main drives are deeply personal -
typically involving moving in with a husband or life partner. It is important to note, that these motives have very small territorial deviations,
as women in couples have been found to show less intentions for mobility (Abraham et a/, 2019). Further evident links have been observed
between union dynamics (formation, dissolution) and mobility intentions. (Boyle et al, 2006)

Second most important reason for choosing current place of residence among women is often mentioned as work reasons. This motive has
a significant territorial variation with highest response rates evident in cities and smaller towns and lowest in rural areas. Once again, biggest
contrasts are observed in response rates between territories with contrasting economic structures, for example — cities / towns and their
surrounding rural areas. This observation reaffirms the role of employment - education relation in female migration choices. Other reasons like
living environment, transportation, living costs, public services and study opportunities show localised relevance only in particular territories.

When asked what they miss most at the current place of residence, large share of women in almost all territories have indicated access to
cultural events, and social venues. This factor had somewhat smaller response rate only in some big cities — Liepaja and Valmiera. Economic
reasons, including acceptable living costs and work opportunities once again show the highest territorial variation. Women residing in big
cities outside Riga and Pieriga, often mentioned missing safe and pleasant living environment, placing it among the top arguments for possible
return migration to smaller towns and rural areas. (Buzar et al, 2007)

3.0utlook and implications of gender ratio imbalance

After having established some of the primary drivers of gender ratio imbalance, authors proceed with discussion on perspectives of the
observer situation. In order to expand the knowledge offered by statistical data, authors compare the replies of male and female respondents of
the DemoMig survey to the question regarding their migration intentions (Figure 8).
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Fig. 8. Expressed migration intentions of male and female residents in Latvia in 2021

DemoMig survey results show that men are more open to the ides about changing the place of residence and are keener on emigrating
abroad, while women primarily show elevated intentions for mobility between different municipalities. Some exceptions can be observed in
cities outside Riga metropolitan area, where both genders show intentions to migrate to another territory within the country. Only in Ventspils
city both male and female residents have shown equally high desire for emigrating abroad. Overall, territories with higher gender imbalance
show somewhat increased migration intentions. Combining these results with previous observations, one can conclude that there is potential
for both male and female return migration form cities to smaller towns and rural areas under the right conditions.

A worrying aspect is presented by divergence in rural male mortality rates, even within the prime working age group. Figure 9 below
depicts Male and female mortality rates within the prime working age group in 2021 in different territories of Latvia. These figures loosely
correlate with the education attainment levels and explain inter-regional differences in transition from male to female population majority
(Figure 2). All territories of Latgale region demonstrate male mortality significantly above average value in this age group. Lifestyle choices,
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social, economic and environmental factors should be considered among the probable causes for such trend. (Bye, 2009; Read & Gorman,

Latvia total, males

Latvia total,
females

m Males = Females

Note: Per mille (%o) - number of deaths recorded per 1000 residents
Source: authors’ elaboration based on CSB, 2022 data.

Fig.9. Male and female mortality in the 25-54 age group in 2021
The limited information presented above is sufficient to support the conclusion that without economic transformation of the remote and
rural areas, these territories will from even greater depopulation rates in the future due to increased male mortality, low birth rates and increased
out-migration of younger cohorts of both men and women.
Table 2
Differences in male and female answers to the survey question about possible solutions to the current demographic problems in
Latvia in 2021 (%)

Answer option:
Strengthen health status and rise an . .
.. Reduce an emigration
active life span
Region Males Females Males Females
Latvia total 36.4 48.8 334 33.5
Riga 39.6 51.1 41.9 37.9
Pieriga 30.6 38.8 26.4 28.4
Vidzeme 46.7 57.3 31.1 34.7
Kurzeme 32.8 48.5 373 32.7
Zemgale 35.2 47.4 24.0 223
Latgale 36.1 514 342 39.3

Note: share of specific answer of males and females. Multiple choice question - up to 3 answer choices were possible, only two most popular answer options are presented in
the table. As a result, sum of answers does not add up to 100%.
Source: authors’ elaboration based on DemoMig survey data.

To better understand the expectations of the population for improvements in the future demographic situation, authors compare male and
female respondents’ answers to the DemoMig survey question regarding the necessary policy actions to promote a demographic development.
Two answer options most applicable to the 25-54 age group are selected — strengthening health and increasing active life expectancy versus
limiting emigration. According to the assessment of the importance of health, women's answers are significantly higher in all regions — the
difference in Kurzeme and Latgale exceeds 15 points. The gender difference is significantly smaller in the answers about restricting emigration.
Riga and Kurzeme show higher concerns among men, while data for Latgale indicate somewhat higher percentage among women.

Summarising the above, process of female migration in the country presents and interesting case for the life-course study and can be
described in terms of consequent life choice priorities: (1) moving to the closest city/town with job opportunities matching education and
needs, (2) moving to larger city with better infrastructure (services, culture, healthcare), (3) moving to smaller town, rural areas with better
living environment.

Conclusions

1. Study results clearly demonstrate the presence of gender ratio imbalance among prime working age (25-54) population in many local
municipalities. Outside the central regions of Riga and Pieriga, stark contrasts can be seen between the big cities and their surrounding rural
areas. Overall core-periphery dichotomy was also observed.

2. Larger cities and their suburban areas are strongly attracting economically active women, causing significant long-term demographic and
socio-economic development risks for surrounding rural areas.

3. Survey results highlight several plausible causes for such regional disparities, including gender-oriented employment options, living costs
and accessibility of specific services or social activities.

4. According to survey data, men are more open to the ide about emigrating abroad, while women primarily show elevated intentions for
mobility between different municipalities, further increasing the risk of local gender ratio imbalances.

5. Without economic transformation of the remote small towns and rural areas, these territories will suffer from even greater depopulation
rates in the future due to increased male mortality, low birth rates and increased out-migration of younger cohorts.

6. Process of female migration in the country can be described in terms of consequent life choice priorities — (1) moving to the closest city/town
with matching job opportunities, (2) moving to larger city with better infrastructure (services, culture and healthcare), (3) moving to smaller
town or rural areas with better living environment.
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CONSTRUCTION MATERIAL COST TENDENCIES IN LATVIA IN 2015-2022
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Abstract. Paper looks at main construction material cost tendencies in Latvian market putting an special emphasis on metal and lumber
materials. Comparison with United States market is done to evaluate the dependency of Latvian market to main global markets. Material trade
industry expert evaluations are used for assessment of market structure and mean metal and lumber price forecasts up to 2026. The research
was methodologically based on expert survey of construction material trade industry companies and professional associations in this field of
activity and integration of these results with national statistics on comparable goods price changes. The results show varying effects of global
prices on Latvian commodities with weaker effect on plywood and rolled steel.
Keywords: construction costs, prices, construction material, inflation.
JEL code: L47

Introduction

The key topics looked upon in this article are the costs of construction material and development of those. Authors use statistical data from
several countries to overview the dynamics of main material cost positions. Additionally expert method is used to validate sample data on
material costs and evaluate future growth. The analysis of material costs is of great essences for procurement procedures both for public and
private sector. Construction projects are most frequently multi-year endeavours thus susceptible to price fluctuation. Successful budgeting of
construction costs for several years in advance requires a base data on price dependencies to main global markets and forecasts for main
positions. Thus results of this research can be used for gauging future procurement costs and providing indexing clauses for contracts.

Literature Review

The practical use of construction material cost analysis is of essence for procurement procedures. Thus, authors look into literature
overviewing approaches to procurement procedures in construction and presence or lack of cost estimation and forecasting approaches. The
example of procurement method analysis in Australia (Rahmani et.al. 2016) looks stages in procurement methods. In this case there is mention
of costs but only in context of cost overruns. Authors believe that lack of cost forecasting is a con in this case.

There is also an overreaching analysis looking at different procurement research and one example is the critical review of procurement
methods (Naoum et.al. 2015). The authors of this paper indicate a project being with a budget as one of the axioms of a successful construction
project that directly links with the necessity of current research. The inflation component is also indicated as one of the problems faced by the
construction industry, but it is cleared showed as outside of the main problems analyzed. Thus, this is another example of costs not being
significantly included in the scientific analysis of construction industry procurement.

A growing role in cost cutting for construction projects is the implementation of prefabricated modules. Research done by University of
Meryland Eastern Shore (Molavi et.al. 2016) researches the effects of prefabrication as a tool for reducing costs of construction. It is
commendable how this research shows the advantages of this approach, but at the same time there is no financial evaluation on effect of
material cost changes on prefabrication costs also indicating a need for wider research in cost tendencies. Another approach for cost reduction
is procurement cooperation (Eriksson et.al. 2011) that looks possible relations — cooperating procurement procedures, collaborative climate.
Cost decreases are facilitated by cooperation between different players, but cost forecasting is not mentioned.

One of arguments for using expert methods for material costs forecasting is the systemic lack of such approach in literature. The forecasting
field in construction cost area is developing and different approaches are being used. Amongst the proposed approaches we can mention
forecasting of construction cost indexes based on VECM with Search Query (Moon et.al. 2018), seasonal autoregressive integrated moving-
average model (Ashuri et.al. 2010), time series models (Hwang 2011), linear regression (Petruseva et.al. 2017), Hybrid Computation Models
(Cao et.al. 2014) and dynamic regression models (Hwang 2009). There have even been proposals to use Google search functionality of Trends
to forecast economic indicators, including construction costs (Choi et.al. 2012). But the use of expert evaluations has been lacking and indicates
the necessity of further analysis in this direction. That also indicates the novelty of use of expert assessments for construction costs forecasts.

The construction industry as a whole is putting increased attention towards sustainable construction. This includes the necessity to estimate
the Life Cycle Costs of a building. The estimation of these costs is mostly based on Net Present Value calculations and assessments from
different existing projects (Biolek et.al. 2019), but a part of these estimations are construction material costs. That implies the necessity to use
material costs as part of Life Cycle Costs assessment. The importance of material costs in the whole life cycle of a built is seen from the share
of initial costs in the Life Cycle Costs. Different estimations can be found on this value. Research indicates that initial construction costs can
vary in the range from 56% (Sterner 2002) to 65% (Bejrum et.al. 1986) and up to 74% (Berggren et.al. 2018) of overall Life Cycle Costs.
These previous finding indicate that material costs, that are a significant part of initial building costs, are an important part of Life Cycle Costs
and thus their tendencies and forecasting are integral for planning cost flow both short-term and long-term.

Taking the lack of expert methods in forecasting construction costs, authors believe that this is a field worth exploring and using in actual
evaluation of construction material costs. Expertise has been used as a tool for evaluation and forecasting in different contexts. The experts
and expertise procedure have been overall analyzed in scientific literature (Ericsson et.al. 2011, Ericsson et.al. 2018, Taylor et.al. 2015) as well
as its role in decision-making processes (Dane et.al. 2007). Specifically in the construction industry expert methods have been mentioned in
context of Delphi method (Hallowell et.al. 2010) but hasn’t been used directly in cost forecasting.

Research results and discussion

Two principal components of construction materials are metal and lumber materials. The specific share of each construction material in
overall sales of these materials is not available in Latvian statistical data. Hence, to solve the lack of this data, authors organised a survey of
main Latvian enterprises and trade organizations involved in sales of construction materials. The research included 10 experts, amongst them
eight were companies selling construction materials and two were professional associations in this field of activity. As a result (see Fig.1), it
was determined, that the major position with a 20% share estimation is the category of filling materials like cement, concrete, and other fillers.
These are used both in construction of buildings and also infrastructure objects. With an approximately equal share lumber products and
finishing materials both have a 16% share in sales. Lumber category includes also all the products made from lumber and used in construction
processes. Metal products constitute around 15% of the sales and include both composite materials of different metals, and also products made
of predominantly metal. Bituminous products used mainly in road infrastructure constitute 13% of sale. The remaining positions are main
system equipment constituting around on tenth of sales and other positions with 11% share.

58



New Challenges in Economic and Business Development - 2023: Recovery and Resilience

Metal products
(composites, coatings,

Lumber, 16%
compounds, etc.), 15%

Cement, concrete,
fillers, sand, gravel Main syster
and other Finishing materials (external equipment (electricit
materials, 20% and internal), 16% Other, 11% automation, etc.), 10%

Source: author’s construction based on survey of experts representing Latvian construction material trade companies and organizations.
Fig. 1. Structure evaluation of Latvian construction material sales in 2022 by turnover

Authors predominantly pay attention to metal and lumber construction materials. The reason for selecting these two positions can be
explained by the topicality of the global economic and geopolitical developments in 2020-2022. Both the COVID-19 pandemic and Russo-
Ukrainian war affected the global logistic chains. These chains mostly affected lumber and metal products, but to a lesser extend cement,
finishing material, system equipment and other positions. This can be explained by specific logistical cases. For filler products, like sand,
gravel, bitumen etc. the sources of these materials are often local or regional and they have much shorter delivery routes. As a result, these
materials are less affected by global disruptions. At the same time lumber and metal products are often delivered across longer distances and
by crossing several countries. Lumber products have long delivery chains due to different world regions having varied availability of developed
forestry industries and specialisation in this field. Metal production requires high specialisation, access to cheap sources of electricity and ores,
making this also a category of products produced by specialised countries and traded globally. As a result, above-mentioned geopolitical,
epidemiological and logistic disruptions had a more profound effect on these two categories.

In the section of metal construction materials seven specific categories have been identified as having costs data growth data available in
Latvian national statistics. These categories include rolled steel, metal constructions and small metal articles, reinforcements and reinforcing
meshes and frames, stainless steel, steel pipes (both ordinary and galvanized) and industrial insulated steel tubes with an inside diameter of
200 mm. These products don’t cover the whole spectrum of metal materials used in the construction industry but are a sample of typical
materials used for monitoring cost tendences.

Based on the data by Latvian Central Statistics Bureau, the highest cost growth in period 2015-2021 was reinforcements and reinforcing
meshes and frames (see Fig.2). Overall, the growth constituted to 46.4% since 2015 and in the peak year of 2021 the costs increased by 33.1%
year-on-year. The second highest cost growth since 2015 was observed for steel pipes (ordinary) at 43.5% since 2015 and 40.5% in 2021. This
material had the single highest cost growth in 2021. At the same time some positions didn’t show such significant cost increase. Notably
galvanized steel pipes cost increased only 4.1% from 2015 and only by 15.7% in 2021 year-to-year, significantly below the average increase
of metal construction materials.
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== « e Stainless steel
110
Steel pipes (ordinary)
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80 with an inside diameter of 200 mm
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Source: author’s construction based on Latvian Central Statistical Bureau data.
Fig. 2. Price changes index of main metal construction materials from 2015 till 2021 (2015=100)
Lumber products analysed in this paper include logs, beams and unplaned boards, planed and grooved floorboards, parquet, plywood,
fibreboard and particle board (see Fig.3). These are the positions with costs data gathered by Latvian Statistical Bureau for monitoring of costs
of lumber construction materials. Overall lumber products had a significant price increase in 2021 similar to the hike of metal construction
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materials. The highest long-term effect has been observed for three positions — fibreboard, particle board and beams and unplaned boards. All
these categories had a cost increase of 44-46% since 2015. At the same time the short-term hike in 2021 for these same positions was 33-36%
year-to-year. This indicates the significant effects in 2021 compared to the whole 2015-2021 period. One year constituted the majority of cost
increase for these lumber products in a 7-year period. Plywood was the only product with slightly lower overall cost dynamics. Even if the
price increase in 2021 was 22.8% year-to-year, the overall long-term price increase since 2015 constituted only 3.4% in seven years. This
remarkable humble price increase was buffered mostly thanks to a sharp price drop in 2020 when plywood costs decreased by 11.4% year-to-
year, thus reducing the pressure on consumers in 2021.

150

140 — Logs

eseesse Beams, unplaned boards
130

== == == Planed, grooved floor boards
120

== « = Parquet
110 q

Plywood (veneer)

100

------------- Fibreboard
90

- - -~ Particle board

80
2015 2016 2017 2018 2019 2020 2021

Source: author’s construction based on Latvian Central Statistical Bureau data.
Fig. 3. Price changes index of main lumber construction materials from 2015 till 2021 (2015=100)

One of the questions stated by this article is the level of reaction of Latvian construction material prices compared to global commodity
prices. Theoretically these prices should be more in-sync for materials with wide global logistic chains and less in-sync for more locally sourced
materials.

Three metal products were chosen for this comparison (see Fig.4) based on data availability and the United Kingdom, Germany and United
States were chosen as comparison country due to data availability and these being major global economic players. The chosen metal products
were rolled steel, reinforcements and steel pipe.
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Source: author’s construction based on Latvian Central Statistical Bureau, Statista and U.S. Bureau of Labor Statistics data.
Fig. 4. Price changes index comparison between United States, United Kingdom, Germany and Latvia for rolled steel, metal
reinforcements and steel pipe from 2015 till 2021 (2015=100)

Two different tendencies can be observed in this comparative analysis. In the case of steel pipes and reinforcements there is a high level of
synchronisation of price indexes between Latvian and selected foreign markets. When comparing reinforcement price indexes on average an
increase of price index in United States by one point the index in Latvia increases on average by 0.96 points thus almost being in sync. It’s less
in sync with German market with 0.71 points effect. For the steel pipes an increase of price index in Unites States by one point the index in
Latvia increases on average by 1.69 points, while for UK the effect is 0.62 points and Germany 0.98 points. At the same time when the price
index for rolled steel in United States increases by 1 point the price index in Latvia increases on average by 0.24 points, while for comparison
with German market by 0.08 points.

These observations can be interpreted in such a way that Latvian market is more independent in rolled steel supply but very connected to
global markets for steel pipes. From the point of view of Latvian construction companies this can be used as a predictive indicator for
construction inflation expectations. By monitoring the weekly and monthly United States prices bulletins the found coefficients can be used to
estimate possible fluctuations of metal construction material costs in Latvian market.

For lumber category three construction materials were chosen for comparison (see Fig.5) — lumber logs, hardwood flooring and parquet
(averaged in case of several types) and plywood sheets.

60



New Challenges in Economic and Business Development - 2023: Recovery and Resilience

Logs Flooring Plywood
140 1
o A X s ©

S . A X o

2 > L&A 2 10 N2

g GAA X < A g fg}x o UsA

g ’ & 2 100 OO&A 5 X UK

" - - A Germany
o & O

0 S0 100 150 200 S0 100 150 50 100 150 200

> index Foreign price index Foreign price index

Source: author’s construction based on Latvian Central Statistical Bureau, Statista, Kronus and U.S. Bureau of Labor Statistics data.
Fig. 5. Price changes index comparison between Germany, United Kingdom, United States and Latvia lumber logs, hardwood and
parquet flooring and plywood sheets from 2015 till 2021 (2015=100)

Lumber pricing development has a much higher spectre of variance compared to metal construction materials. Prices for lumber logs varies
a lot more in Latvia than it does in the United States and an increase on logs prices index by one point in United States results on average to
an increase in Latvia by 2.12 index points — more than double. At the same European markets — UK and Germany, have a slightly lower effect
with 0.30 and 0.66 respectively. Also hardwood flooring and parquet price data indicates a similar pressure from overseas markets and an
increase in flooring price index in United States by one point on average shows an increase of 1.42 index points in Latvia and an effect of 1.08
for German market.

The situation with plywood is slightly different and there seems to very low reaction of Latvian market to the changes in pricing in foreign
markets. For each increase of plywood price index in USA, UK or Germany by one point, the Latvian price index increases by meagre 0.11 to
0.40 index points. We can conclude that there is no price pressure by foreign markets demand. One of the explanations is the lower price of
plywood per kg compared to logs and flooring thus making ocean cargo costs financially not sound. Another explanation is strong presence of
plywood industry in Latvia capable of meeting the demand of local market.

Essential part of planning construction tendering and procurement processes is cost planning. For this purpose a forecast of construction
material costs is of essence not just for private construction companies and traders, but also for public sector representatives. An estimate based
on assessments by construction material trade sector representatives was used for average forecast (see Fig.6). For metal materials the experts
were used also for reverse forecasting and their evaluation of metal material average cost increase in 2021 by 29.6% year-to-year was
conclusive with data in different metal material categories. Forward forecasting for 2022 indicates a cost forecast of 28.8% and for 2023 5.0%
price increase year-to-year.
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Source: author’s construction based on Latvian Central Statistical Bureau and evaluations by construction material trade experts.
Fig. 6. Price changes year-to-year in Latvia for metal construction materials from 2015 till 2021 and expert forecasts from 2021 till
2026 (percent)

Overall lumber price increase was also forecasted based on expert opinion from the construction material trade industry (see Fig.7). The
reverse forecast for 2021 was 30.0% increase that was conclusive with the data on lumber product categories for the highest cost categories.
For year 2022 the expert evaluation was a price increase for lumber at 32.5%. For the period 2023-2026 the mean price increase was forecasted
by experts at 5.0% per year.
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Fig. 7. Price changes year-to-year in Latvia for lumber construction materials from 2015 till 2021 and expert forecasts from 2021 till
2026 (percent)

The overall situation in the construction industry based on the expert evaluations indicates a stabilisation starting from 2023. The extreme
price increase observed in 2021 due to logistical disruptions caused by COVID-19 and in 2022 caused by multiple sanction packages levied
against Russia due to invasion of Ukraine are expected to subdue in 2023 and following years. Authors can speculate that expert evaluations
are driven by the re-calibration of global logistical connections and push of companies to search for new suppliers of existing goods by
circumnavigating existing sanctions affecting metal and lumber international sales.

Conclusions, proposals, recommendations

The tendencies in construction material costs indicate a stable period from 2015 to 2020 followed by turmoil in 2021 and forecasted
continuation in 2021 followed by stabilization in 2022-2026. The COVID-19 pandemic had a lagged effect on construction costs. In first year
of the pandemic there was no significant effect on the costs, but the second year of pandemic led to high cost increases. This can be concluded
to be a result of initiation of stricter epidemiological measures that affected global logistics. The 2022 increase is mostly caused by global
market re-adjustments after massive sanctions implemented against Russia, who are also significant global players in lumber and metal markets.

Authors propose to implement the resulting forecasts for lumber and metal costs in both private and public sectors. Private companies can
use the analysis to evaluate the possible future costs for assessing the factors leading to higher costs and evaluating ROI of their construction
projects. Public organization are significant in procuring construction of public housing, infrastructure and other projects and can use the
analysis for mid-term budgetary planning and indexing of contracts.

The links found and also disproved for different products can be used by analyst to evaluate possible effects on commodities price changes
in global markets on Latvian prices. The indicators can be used as ratios for calculating possible price on a yearly average bases, but also
adjusted for monthly use.
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INWARD FOREIGN DIRECT INVESTMENTS ANALYSIS IN LATVIA: FIRM-LEVEL EVIDENCE

Aleksejs Jursa, University of Latvia
Abstract. The aim of this article is to investigate the activity of foreign direct investors in Latvia and find out what is the main source of
financing for foreign investors - new investments or reinvested earnings. To achieve the set goal, the methodology of Sixth Edition of the
International Monetary Fund's Balance of Payments and International Investment Position Manual was used to define the types of foreign
direct investment (FDI). This methodology was adapted to Latvian data. At the request of the author, Ltd Lursoft IT selected business data on
all registered companies with foreign capital in Latvia since 2012 and aggregate data were used in the analysis. To conclude, foreign direct
investment in Latvia flows mainly in the form of reinvested earnings, due to the profit earned from operating activities in Latvia. While new
investments or greenfield investments in equity is lower compared to the amount of reinvested earnings.
Keywords: foreign direct investment, greenfield, multinationals firms, investment climate.
JEL code: O11, F21

Introduction

The intensity of foreign direct investment (FDI) in almost all countries of the world is moderate, determined by both the growing
geopolitical risks and policy uncertainty, as well as structural changes in FDI patterns, economic industrial revolutions. Restrictions on the
spread of Covid-19 were also a significant obstacle to cross-border investment flows. On a global scale, they slowed the implementation of
both initiated and pre-planned investment projects. Thereby, on a global scale FDI flows decreased by third, namely 0.5 trillion US dollars to
1 trillion US dollars in 2020, a ten-year low level (UNCTAD, 2021). As the situation improves, in 2021 world FDI flows grew rapidly and
were 64% higher than in 2020 (UNCTAD, 2022). However, the recovery of greenfield investment in industry remains fragile, especially in
developing countries.

The effect of the COVID pandemic on FDI flows has been examined by some researchers. (Hayakawa, Mukunoki, 2021) argue the COVID-
19 had significantly negative effects on the international trade of both exporting and importing countries. Moreover, pandemic has had
heterogeneous effects across FDI-industries. By using panel data across 96 countries from January 2019 to June 2020, (Fu et al. 2021)
concluded (1) that the pandemic reduced both the extensive and intensive margins of FDI; (2) COVID-19 mortality in home countries reduced
extensive FDI margin; (3) FDI was more sensitive to host countries’ pandemic situation for both OECD and emerging countries; (4) the service
sector’s FDI was severely affected by the pandemic than other sectors” FDI. While (Nawo, Njangang, 2022) investigate the impact of COVID-
19 on FDI in 79 developed and developing countries and obtain results indicating that both the total number of deaths and cases are negatively
correlated with FDI.

Although the inflow of FDI in Latvia was stable in recent years, in 2021 it even reached the historically largest volume. Analysing the
inflow of FDI, it is important to know not only the total figure, but also the structure, as well as the “health status” of foreign direct investors
at micro level. Knowing only the overall number of FDI dynamics could give a false impression of the business and investment environment.
Thus, it is important to analyse the micro data of companies as well. In 2022, global investment environment received another significant
shock. The war in Ukraine exacerbated the situation on the market of food and especially energy resources. Geopolitical uncertainty increased,
especially in Central and Eastern Europe countries that have relatively significant historical and economic ties with Russia. Thus, it is likely
to put significant negative pressure on this region FDI flows in the medium-term perspective.

FDI investments is an important financial instrument with a significant role in the development of economics, especially in countries where
the local capital is limited. Such investments are subject to a variety of difficulties and opportunities and, therefore, FDI-related research will
continue to be relevant in the future. Keeping in mind the unsuccessful approach leading up to 2008, prudent bank crediting policy prevents
companies from obtaining the necessary flow of money for investments. The existing approach of the banks in issuing loans is much more
careful. On the other hand, other types of financial instruments are limited; risk capital is very poorly developed in the Latvian market. The
issuance of bonds is relatively expensive. The faster investment development is hindered by both demand and supply factors. In the light of
low investment activity, it is very difficult to increase productivity. Until then, foreign direct investment can supplement local capital.

Since the restoration of Latvia's independence, Latvia has attracted 21.2 billion euro of foreign direct investment. This corresponds to 63%
of Latvia's nominal GDP in 2021. There have been no studies on whether this significant FDI inflow was invested in the creation of new
companies, or the so-called "greenfield" investments were made or in the takeover of existing companies. Moreover, there have been no studies
regards FDI enterprises financial indicators. The aim of the article to evaluate the activity of foreign direct investors in Latvia, describing the
economic indicators of companies for the last 10 years.

Objectives of the article:
To analyse the theoretical aspects of the foreign direct investment’s movement.
To develop a methodology for the identification of greenfield and brownfield FDI.
To describe the dynamics of FDI and the accumulated volume in Latvia.
To analyse the economic activity of foreign direct investors
Methods of the article: analysis of scientific literature, statistical analysis.

Literature Review
FDI is the process whereby the residents of one country (the home country) acquire ownership of foreign assets for the purpose of
controlling the production, distribution, and other activities of a firm in another country (the host country). Control or influence may be achieved
directly by owning equity that gives voting power in the enterprise, or indirectly by having voting power in another enterprise that has voting
power in the enterprise. Immediate direct investment relationships arise when a direct investor directly owns equity that entitles it to 10% or
more of the voting power in the direct investment enterprise. Control is determined to exist if the direct investor owns more than 50% of the
voting power (IMF, 2009). FDI flows consist of equity transactions, reinvestment of earnings, and intercompany debt transactions (OECD,
2022). United Nations Conference on Trade and Development FDI defined as an investment involving a long-term relationship and reflecting
a lasting interest and control by a resident entity in one economy in an enterprise resident in an economy other than that of the foreign direct
investor (UNCTAD, 2019). The term “long-term” is used in the last definition to distinguish FDI from portfolio investment, which is
characterised by being short-term relationships with the main goal of obtaining profit and not participating in the management of the company.

FDI represents one of the most researched phenomena in international business (Paul, Singh, 2017). Theoretical studies in FDI facilitates
a better understanding of economic mechanism and behaviour of economic agents, both at micro and macro level encouraging cross border
investments. Over the past 80 years, many researchers have tried to explain the phenomenon of FDI, while failing to determine a single, broadly
accepted theory of FDI. All theories of FDI can be divided into two main groups: widely used theories and recent models and frameworks.
Widely accepted theories include the following frameworks: internalization theory (Buckley, Casson, 1976; Buckley, Casson, 2009), the
eclectic paradigm or Dunning’s OLI paradigm (Dunning, 2001), the Product life-cycle theory (Vernon, 1966).
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Most reviews of the FDI literature do typically focus on a specific subset of FDI only. For instance, (Meyer, 2004) surveyed the research
on FDI spillovers in the context of emerging market economies. (Chan et al., 2006) examined the interdependencies between FDI and
multinational enterprise foreign-market entry strategies. Blonigen (2005) reviewed past research on host country-specific determinants of FDI.
(Casson 2000; Buckley, Casson, 2009) analysed the progress of FDI research and internalization theory.

Considering the reality and complexity of multinational enterprises, especially from emerging economies, including both their successes
and, in some cases, their failure of economic development, a new theory has developed in recent years. The emphasis shifted from explaining
the parameters that would stimulate firms to expand across borders, and investigating entry mode choice, to the multinational enterprise’s
internal organization and their network capabilities (Verbeke, Kano, 2015). Globalization has modified the ‘ecosystem’ in which firms exist:
globalization allows accelerated internationalization and new opportunities for domestic firms to become multinational enterprises (Narula,
2012). The most recent FDI theories with substantial contribution to the literature of international economics, such as: linkage, leverage,
learning model (Hobdari et al., 2017), springboard theory (Luo, Tung, 2018), conservative, predictable and pacemaker model (Paul, Sanchez-
Morcillo, 2019).

FDI theories could be broadly classified under macroeconomic and microeconomic perspectives (Denisia, 2010; Kaushal, 2019).
Macroeconomic FDI theories highlight country-specific factors and align well with trade and international economics. Microeconomic FDI
theories being firm-specific relate to ownership and internationalization benefits and incline toward industrial economics and market
imperfections. These theories examine FDI motivations form the investor’s viewpoint and connect with firm-level or industry-level perspective
in decision making (Kaushal, 2019). With the development of new data processing tools and the availability of company data at the micro
level, it shows new analysis possibilities and helps to solve issues related to FDI motivation and impact on home and host country economy.
Analyses based on firm-level data have the potential to more credibly identify the effects of certain policies than studies using only aggregate
(country or industry-level) data, and to describe the mechanisms behind the policy effect in more detail (Gal, 2013).

FDI has been widely accepted as an important vehicle for development because of FDI’s positive effects on the host state’ economy (Bao,
et all 2022), including technology transfer, the introduction of new managerial skills (Denisia, 2010), increasing product quality (Lin, Lin,
2010), increasing institutional quality (Hyun, 2006), improving productivity (Liu et al., 2001) and promoting capital accumulation (Yao et al.,
2016). An issue that has received limited attention in literature is that the growth effects of FDI are likely to depend on the direction of FDI
flows (Sirr et al., 2018). Based on the neoclassical theory, FDI flows from more advanced to less advanced economies are expected to have
the highest growth effect as the advanced countries is endowed with better cutting-edge technology and operational techniques. Therefore, the
larger the gap between the country-pairs in endowments, the higher is the spillover potential through technology, human capital, and knowledge
diffusion, allowing for a faster catching-up process (Schiff, Wang, 2008).

On the other hand, there have been studies that have challenged these findings. For instance, (Carkovic, Levine, 2002) argue that the
exogenous component of FDI does not exert a robust, independent influence on economic growth. (Herzer, 2012) finds that, on average, the
empirical effect of FDI on economic growth is even negative for developing countries, but there are large differences in the effect across
countries. More specifically, an increase in the FDI-GDP ratio is associated with a long-run decrease in GDP in about 60% of the countries,
while in about 40% of the cases, an increase in the FDI share is associated with a long-run increase in GDP. (Mehrara, Musai, 2015) findings
indicate that FDI does not have any significant effects on GDP in short-run and long-run with no growth benefit for the recipient country.
Recently, (Bilas et al., 2022), argue that the lack of a long-run equilibrium relationship between the real gross domestic product and FDI is
robust.

FDI can take three different forms. Firstly, greenfield investment, which involves the creation of a new facility (Ashraf, Herzer, 2014).
Secondly, extension of capacity. This type of FDI does not create a new economic activity but develop already an existing one. It is an
investment in previously established direct investment enterprises in the form of an increase in share capital or reinvested earnings. (Bertrand,
2004). The third form is mergers and acquisitions which involve the purchase of assets of existing domestic firms (Ashraf, Herzer, 2014). The
extension of capacity and mergers and acquisitions FDI is classified as brown field investments. Unlike brownfield investment that leases
existing assets and facilities and transforms them to adapt to their needs, greenfield investment involves building everything from the scratch,
and investors exert the highest degree of control over the facilities and land of the sponsoring company (Son Ha, et al., 2021). Greenfield and
brownfield investment are fundamentally different on the ground that greenfield investors use their own technology, capital, and intellectual
property (Hennart, Park, 1993). Countries with rule-based governance environment are more likely to attract brownfield investment as due
diligence on the investment is more reliable, while countries with relation-based governance environment are more likely to attract greenfield
investments as they allow full control and therefore a better protection of the investments with first-hand information (Alon et al., 2020).

Existing evidence strongly supports the importance of greenfield FDI to host economies, and greenfield has a significant impact on
international technology spillovers. (Liu, Zou, 2008) find that foreign greenfield creates both intra-industry and inter-industry spillovers on
innovation, and there exist only inter-industry spillovers from brownfield investments. (Nocke, Yeaple, 2007) develop an assignment theory
to analyze the volume and composition of FDI. In their model, firms enter a foreign market through greenfield investment or cross-border
acquisitions. In equilibrium, firms engaging in greenfield investment are systematically more efficient. Moreover, greenfield investment plays
a vital role in transferring business from high-cost into low-cost countries (Chan et al, 2022).

Research methodology

Considering that there is no statistical data on the breakdown of greenfield and brownfield investments, there is a lack of information to
answer the question, whether the current investment environment in Latvia is more favourable for foreign investors to buy local companies or
establish new ones. Based on the current 6th edition of the IMF's Balance of Payments and International Investment Position Manual FDI
definition and the theory discussed above, the author defined greenfield and brownfield investments as follows.

Greenfield investments arise in 2 cases. First, when a foreign investor establishes a completely new company in Latvia and all 100% of the
company's shares are owned by a foreign investor. In this case, the amount of share capital is greenfield investment. Secondly, when a foreign
resident establishes a completely new company in Latvia together with a Latvian resident, but on the condition that the foreign investor owns
at least 10% of the company's shares. In the second case, only the part of the share capital that belongs to the foreign resident is considered as
FDI. Brownfield investments can be identified when a foreign resident, invests in a company which already registered and operating in Latvia,
provided that at least 10% of the capital shares of a company registered in Latvia that were previously owned by a Latvian resident were
acquired. To paraphrase the above, the company’s shares are sold, and the ownership of the shares is changed. In this case no new economic
activity is created as opposed to greenfield investments. Based on this methodology, Lursoft IT Ltd specially selected the necessary data at the
request of the author. Further analysis is based on data prepared by Lursoft IT Ltd and Bank of Latvia for period from 2012-2021. The Lursoft
IT Ltd data cover almost 22000 companies in which at least 10% of the share capital is owned by foreign investors. It is important to point out
that for some companies operating in Latvia, especially joint stock companies it is not possible to determine the true beneficial owner.
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Therefore, it is not possible to identify the shareholder structure. Such firms were not considered in the data analysis. In addition, FDI in the
form of debt instruments was not taken into account in the analysis.
Research results and discussion

Latvia does not lose its attractiveness in the eyes of foreign investors during the pandemic, which was in stark contrast to the impact of the
global financial crisis. Although each foreign investor's decision is influenced by individual conditions, one of the reasons for the stability of
FDI inflows could be the relatively smaller negative impact of the pandemic on the overall economic growth against the background of other
European Union countries. In 2020, the GDP of the European Union decreased by 5.7%, while the drop in Latvia's GDP was almost twice as
low, or 2.2%. In 2021, due to the base effect, the economy of the European Union grew faster than that of Latvia on average, but the gap was
not significant, 5.7% as opposed to 4.1%. Thus, Latvia's economy exceeded the pre-pandemic level already in 2021, while the EU economy
was lagging. In 2020, FDI inflows in Latvia were 880 million euro (or 2.9% of GDP). Particularly rapid growth continued in 2021, namely
2808 million euro (8.3% of GDP).

The intensity of FDI inflows has been volatile since Latvia joined the European Union. The inflow of FDI in Latvia rapidly intensified after
accession to the EU. This was a positive signal for foreign investors, as by convincingly meeting all the Maastricht criteria, the Latvian state
confirmed its readiness to integrate into a unified European economic system. Before the global financial crisis, in the years of rapid economic
growth (2004-2007), attracted FDI net flows averaged 6% of Latvian GDP. With the onset of the global economic and financial crisis, the flow
of FDI decreased significantly, including in Latvia. This is explained by the large losses of entrepreneurs during the period of rapid recession,
which weakened the investment capacity, as well as reduced the desire to invest, because of which the intensity of FDI flows decreased to
1.7% of GDP in the period from 2008 to 2010. As the economic situation improves, as well as reforms aimed at streamlining the business
environment, the inflow of FDI stabilizes. Since 2011, the net flows of FDI annually in Latvia have averaged 3% of GDP.

Since independence restoration Latvia has attracted 21.2 billion of euro of foreign direct investment (FDI), which is equivalent to 63% of
Latvian GDP in current prices in 2021. It should be noted that 85% of total FDI amount was invested to the enterprise equity, in other words,
they were no-debt flows. This means that most of the incoming FDIs in Latvia were invested in the company’s stock, capital shares, intellectual
and real estate, thus promoting the growth of the Latvian economy and infrastructure development. The amount of accumulated FDI in the
form of debt instruments by the end of 2021 was 3206 million euro or 15% of total FDI stock (Figure 1).
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Fig. 1. The breakdown of FDI stock in Latvia (current prices, million euro) and FDI stock (% of Latvian GDP)

A handful of counties provided the lion’s share of the cumulative FDI in the Latvia by the year-end 2021. However, the largest investors
came from The Baltic Sea region and from countries with which Latvia had long-term and close trade cooperation, for example, The
Netherlands and Great Britain (Figure 2). The share of incoming FDI stock from EU member states is very high, on average 73% during the
last ten years. CIS countries substantially increased their FDI positions in the Latvia for last several years. However, CIS countries share in
total cumulative FDI, except Russia, is very low. Sweden had the largest share of FDI stock by the end of 2021 — 28.2% or 6 billion euro. This
could be explained by the fact that a significant part of the providers of financial services in Latvia are of Swedish origin. The share of FDI
stock from other countries is significantly lower and more uniform, followed by the Estonia (12.3%), Russia (8.7%), Lithuania (7.6%),
Germany (5.8%).
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Services industries attract high foreign investors’ attention. Accumulated FDI in service activities by the end of 2021 accounted for 81%
in the economy of Latvia. Compared to the 2020, they increased by 28%, which was determined by the large investments in the professional,
scientific, and technical services sector. In 2021, these industries share in the total amount of accumulated FDI jumped to 21.4%. Thus, it
became the largest sector with accumulated FDI volume. While in 2020, the share of these economic activity was only 2.3% (Figure 3).
Historically, most of accumulated FDI is concentrated in the financial and insurance sectors, which mainly represented by Latvian largest
commercial banks in terms of assets. The share of this sector increased significantly during the period of 2005-2008 and since then steadily
boiled in the range of 24%-28%. At that time, foreign direct investment in the financial and insurance sector was on average almost two times
higher than in manufacturing. Such large investments in this sector can be explained by potentially high profit opportunities and weak
competition from commercial banks owned by Latvian residents. In 2021, the share of financial and insurance sectors in total FDI stock
dropped to 15.5%, from 24,4% in 2020.

In 2021, accumulated FDI in the goods production sectors was 18.7%. Almost 11% of the total amount of accumulated FDI has been
invested in the manufacturing industry, and it is mostly concentrated in low and medium-low technological economic activities, i.e.,
manufacture of food products, wood and products of wood, as well as manufacture of basic metals.

Most of the companies registered in Latvia with foreign capital, are fully owned by foreign residents. In 2021, three-quarters of
economically active enterprises (companies that have not been declared insolvent and have a turnover greater than 0) in Latvia with foreign
capital were fully subsidised by foreign investors. In 16.0% of cases, foreign investors held 50% or more of the company's capital shares, but
less than 100%. In only 9% of cases, these were Latvian and foreign joint ventures, where the share of foreign investor shares ranged from 10
to 50%. In this case, the foreign investor acts as a minority shareholder. In the last 10 years the dominance of foreign investors in companies
registered in Latvia with foreign capital increased. Foreign residents are increasingly choosing a corporate governance model where they have
full control over the company. On the other hand, the management of companies together with a Latvian resident is not considered to be an
attractive company management model.

The last 10 years were relatively profitable for foreign investors. The amount of profit from its core business in Latvia was growing. In
2020, the COVID-19 crisis had a negative impact on profitability, so the overall profit volume decreased by a third compared to the pre-
pandemic level. Thus, the amount of profit returned to 2015-2016. The impact of the pandemic was significant, however short-lived, as already
in 2021, the amount of profit reached 1717 million euros, or the historically highest amount earned by foreign investors (Figure 4).

The profit distribution of FDI companies over the past 10 years was uneven. Based on data analysis, it could be concluded, that a greater
part of the profit of FDI companies paid out to shareholders instead of reinvesting it in the development of the enterprise in Latvia (Figure 5).
Reinvested earnings are those parts of the enterprise’s profits or losses which, according to the shareholding, belong to the direct investor.
Thus, even if no new foreign direct investment enters Latvia, the amount of FDI may still change at the time of profit distribution.

On average over the last 10 years, 63% of profits were paid out in dividends, while 37% were reinvested in the company. However, there
were years when this ratio was even higher than in favour of paying out dividends. Thus, during the period from 2017-2019, foreign investors
paid out an average of 78% of the profits to their parent companies. The increase in dividends pay out during this period could be explained
by the tax reform, which entered into force on 1 January 2018.
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The volume of dividends paid out to FDI firms in 2018 reached an all-time high - 1204 million euro. This amount of dividends is more
than twice as high as in 2016, when the amount was 550 million euros. The significant increase in the dividends paid was recorded before the
tax reform in 2017, when 997 million euro were paid out in dividends to FDI firms. Such a rapid increase in the amount of dividends paid can
be explained by the fact that discussions on tax reform were started already in 2016, but at the beginning of 2017 the main directions of tax
reform were known. Tax reform aimed to increase interest rates on dividends paid from 15% to 20%. It can be assumed that companies wanted
to minimise their expenses by paying 15% tax on profits instead of the 20% rate that would be after 2018. The amount of dividends paid in
2019 decreased compared to the previous year, but was still at a high level and amounted to 1002 million euro. An atypical situation arises
during the pandemic years, when the proportion of reinvested profit in the distribution of total profit has increased, especially in 2021. In 2021,
59% of the profit was reinvested in the development of the company by foreign investors. Perhaps this is directly related to COVID-19, as a
result of which it was necessary to make changes in the operation of companies in order to adapt to the conditions of the pandemic.

Even though foreign direct investment companies are generally profitable, there are also FDI companies that have losses. For example, in
2021, there were 5856 companies with foreign capital, which worked with total losses of 523 million euro (Figure 6). In 2020, the amount of
losses was higher than before the pandemic, however, in general, it cannot be said that the pandemic had a significant impact. It is not possible
to know for sure whether it is the same companies that work at a loss from year to year. However, based on the data, it can be concluded that
in recent years there has been a relatively stable number of companies with foreign capital that are operating at a loss. This indicates fierce
competition in the Latvian market.
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If a company with foreign capital is liquidated or the shares of a foreign resident are repurchased by Latvian residents, it means an outflow
of foreign direct investment from the country. Figure 7 shows the number of companies and the amount of company shares in millions of euros
that were sold to Latvian residents or liquidated. Starting from 2014, the investment environment both in Latvia and the other Baltic States was
negatively affected by the deterioration of the geopolitical situation in the Eastern European region. Russia’s illegal annexation of Crimea,
EU-US sanctions against Russia and Russia’s embargo on food imports from the EU and the US have destabilised the political and economic
situation in the region. In 2014-2015 the outflow of investments increased significantly.
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In recent years, the outflow of FDI from Latvia remained very high. Thus, in 2018, the amount of outflowing FDI from Latvia amounted
to 198 million euro, in 2019 — 151 million euro, but in 2020 — 169 million euro. The decision to reduce the share capital or liquidate the
company in 2019 was made by a record number of foreign direct investors — 5,669 companies. The author has already pointed out that in recent
years, even though foreign direct investors in Latvia generally worked at a profit, both the amount of losses and the number of companies
operating at a loss increased at the same time. Consequently, the growing outflow of foreign direct investment from Latvia in recent years can
be explained by a deterioration in profitability. Strong competition, rising labour costs that outpace productivity growth, a shortage of skilled
labour and an aging population that narrows potential consumption in the medium and long term are the main reasons why foreign investors
decide to leave the Latvian market.
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Fig. 7. Outflows of FDI from Latvia in million euro and the number of FDI companies that reduced their share of equity

Regarding greenfield investments, Figure 8 shows the amount of foreign direct investors' investments in newly established companies in
Latvia by years. In 2021, the amount of investments of foreign direct investors in companies established in 2021 was only 21 million euro.
The volume of this type of investment was also weak in the previous years, thus it can be concluded that the amount of investments in foreign
capital of a company established by a foreign investor in Latvia is insignificant compared to the amount of reinvested earnings.

There are several reasons that could explain such low greenfield investment activity. Firstly, one of the difficulties in analysing greenfield
investments is the time factor, namely how long foreign direct investment should be considered as greenfield investments. It is assumed that
these may be 4 or 5 years after the establishment of the company, but there is no common methodology of this aspect. Given that there is no
mutual understanding among scientists about the time factor, the author classifies incoming greenfield investments as an investment in the
share capital in the year of formation of the company. If the time factor is applied to greenfield investments and it is assumed that the amount
of reinvested earnings within four or five years from the establishment of the company is also greenfield investments (if the company has made
a profit during this period), then the total amount of greenfield investments is clearly higher.
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Fig. 8. Inflow of greenfield and brownfield investments, reinvested earnings in Latvia, million euro

Secondly, as already stated, there is no information on the shareholders' structure available for some joint-stock companies, therefore it is
not possible to define the ownership of the capital and the volume of investments of these companies. Thirdly, most of the largest foreign
investors have been operating in Latvia for a long time, therefore the amount of greenfield investments of individual companies must be sought
in the year of establishment of the company which might be in the 1990s. Since the main source of FDI is reinvested earnings, it is possible
that foreign companies, which have been working in the Latvian market for a long time, use the profits from the core business in Latvia for the
realization of new projects instead of attracting new capital from the parent company.

Conclusions, proposals, recommendations
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1. In recent years, the world has generally seen a weakening of cross-border investment flows, caused by increased geopolitical risks and the

uncertainty of economic development, which is now also increasing in the context of the Covid-19 crisis and war in Ukraine.

2. Foreign direct investments inflow in Latvia were growing in recent years, which was not affected even by the pandemic. Foreign investors

have growing profits, which they use mainly to pay dividends to shareholders. At the same time, there are enough foreign investors in Latvia

who work at a loss.

3. The pandemic is likely to force a rethinking of the benefits and costs of globalisation for at least two reasons. The first is that the collapse

of supply chains may force companies to look for domestic suppliers to avoid interruption. The second pertains to the importance of the

domestic production of medical goods, which has been recognised following the scramble for personal protection equipment and the price

gouging events of the early stages of the pandemic.

4. FDI flows are also affected by technological progress (for example, automation of production processes, digitization, etc.), which causes

structural changes in business, including affecting FDI models and cross-border flows of FDI in medium term.

5. To improve the investment environment in the Republic of Latvia and increase the inflow of greenfield investments, it is necessary to reduce

several obstacles. First, the size of the shadow economy needs to be reduced, as this will not only make economic and business processes more

transparent, but will also increase tax revenues, thus increasing the economic flexibility needed to implement structural reforms. Secondly,

structural unemployment needs to be reduced through targeted labour market and education system reforms and measures to promote

innovation. The lack of highly qualified labour is one of the main challenges in the long term. Third, comprehensive reforms in the education

and court system, speeding up court proceedings and legal improvements in the field of insolvency need to be pursued.

6. Energy policy is also one of the topical issues on the agenda of entrepreneurs. The uncompetitive price of electricity and gas will force

companies to consider the implementation of new projects, especially in the manufacturing.

7. The following limitations relate to this research. This article does not provide an analysis of indicators characterizing investment

environment, such as tax rates, labour availability and labour costs, the activity of regulatory authorities. Although these and other factors

influence both the amount of profit of companies and the decision on profit distribution or reinvestment, this article is limited to the analysis

of the incoming FDI inflow and the economic activity of companies with foreign capital. At the same time, the results of the article on the

proportion of foreign companies' profit distribution between dividends and reinvestment outline possible shortcomings in Latvia's investment

environment. Future research is recommended to address the limitations of this study.
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EVALUATION OF SUPPORT MEASURES IMPLEMENTED BY THE GOVERNMENT TO REDUCE
THE NEGATIVE IMPACT OF THE COVID-19 CRISIS ON THE MALDIVIAN ECONOMY

Inese Kalnina, University of Latvia

Abstract. In the Maldivian economy, the tourism is the major driver of economic growth, fiscal revenues, and foreign exchange earnings
in Maldives. Because of falling of the tourist amount under the impact of COVID-19, the Maldives has suffered strongly, and it reflected on
the macroeconomics’ indicators. With the outbreak of the Covid-19 pandemic two “Economic Response Packages” has so far been
implemented to alleviate the impact on households, workers, and businesses. The goal of this relief package is to ensure job security and
livelihood of Maldivians over the course of the pandemic, it was reached. However, there are some macroeconomics’ indicators that fell in
Covid period because of objective reasons. The same fallings were in GDP PPP, and GDP per capita, they fell in 2020 and then they rose in
2021 but not enough. Import and export proportions changes was similar. And the balance of trade shows us a decline, too. In addition, we
see a long-term trend of maintaining a negative trade balance, which is not good for the economy of state in the future. Also, state total debt
reached 149 % from GDP in 2020, in 2021 it was 129% from GDP what is better but still that is very high amount what could negatively
impact economy of Maldives. General findings — the most important thing, in my view, the government need to focus on improving the fiscal
and debt position worsened by the Covid-19 crisis and on improving debt sustainability. The findings and analysis build on several data and
information sources like official government institutions such as Ministry of Finance, Ministry of the Economic Development reports, data
basis, and international organizations such as Word Bank, International Monetary fund documents.

Keywords: Maldives, Covid -19, macroeconomics’ indicators, GDP.
JEL code: K29, E61
Introduction

Global crises cannot be predicted, and one cannot preventively insulate from global situation in advance. No country can survive in autarky,
even the most protected countries still depend on external incomes from international trade and more importantly, it plays a critically positive
role in the path to recovery. In the Maldivian economy, the tourism is the major driver of economic growth, fiscal revenues, and foreign
exchange earnings in Maldives. Before the pandemic, Maldives had experienced rapid economic growth and development in recent years,
supported by a dynamic tourism sector (TK Jayaraman, Makun, 2022). Because of falling of the tourist amount under the impact of COVID-
19, the Maldives has suffered strongly, and it reflected on the macroeconomics’ indicators. The COVID-19 shock has shed renewed light on
the importance of strengthening the Maldives’ resilience to external shocks by government decisions for stabilization and developing
economies taking wider the processes on the state development in the future.

According to a statement from the Government of Maldives with the continuation of the adversities of the COVID-19 pandemic, the
Maldives Monetary Authority (MMA) was proactive in implementing policy measures to mitigate the financial and economic disruptions
arising from the COVID-19 pandemic, while supporting economic activity and maintaining price stability.

More than 2 years since cases were first reported, the COVID-19 pandemic remains an acute global emergency. Many governments face
uncertainties about how to prioritize at a time when the pandemic appears to be in transition but when the risk of emergence of new variants
and future surges remains real. Following a substantial rebound in the previous year, the growth prospects for the Maldivian economy in 2022
are surrounded by both downside and upside risks, with the former dominating the growth trajectory. Incoming high-frequency indicators
signal moderation in the tourist arrivals, affected by the ongoing conflicts between Russia and Ukraine—an event that would adversely impact
the tourist arrivals to the country.

The greatest challenges to preparedness for the next pandemic may well be political. The challenge is to ensure such concerns take in
account for an adequate response. The success of any preparations for the next pandemic relies on the strength of countries’ systems for
detecting and responding to outbreaks. The risk is that, as COVID-19 becomes endemic, politicians may lose the will to fund and drive the
measures needed to maintain and improve the state preparedness for another pandemic or other kind of crises such as war in Ukraine.

The aim of this research is to find out how the Maldives government reacted on the situation in the economy of the Maldives during the
pandemic period, by analyzing correlation on macroeconomics’ indicators with the government decisions as the objective of this research. In
this research, there has been carried out the qualitative analysis how the government decisions have influence to the dynamics of the
macroeconomics' indicators. Research question: Did the measures taken by the government ensure the achievement of the set goals for
maintaining economic stability?

The research objects are that kind of decisions what was made by government of the Maldives and how those decisions impact economy
of state, finding the correlation between decisions and macroeconomics’ indicators. The research period is from 2017 to 2021. The findings
and analysis build on several data and information sources like official government institutions such as Ministry of Finance, Ministry of the
Economic Development reports, data basis, and international organizations such as Word Bank, International Monetary fund documents which
you can see on these slides with references.

Literature Review

This study examines the works of some authors, such as T.K.Jayaraman, K. Makun, L. Von Trapp, I.Lienert, and J.m Wehner, regarding
overcoming the consequences of the Covid-19 crisis, looking at the stabilization of the situation from a specific moment. However, this study
differs sharply from all of them in that it analyses the economic situation in the perspective of its further development, because solving the
problem caused by the crisis in the short term cannot neglect the aspects that the state must provide for its people in the long term. Therefore,
official government policy documents, reports, regulatory acts have been used in the study to reflect and analyse this angle of the problem with
a larger proportion.

Research results and discussion

Since the middle of March 2020, the Government of Maldives has put in place strict containment measures, including closing government
offices and education facilities, closing eateries, imposing travel bans to and from resorts, quarantining all incoming travellers to the Maldives,
and barring tourists who were transferred to resorts from travelling to any inhabited islands. Since the community outbreak, the Greater Malé
Region and several islands were under a 24-hour lockdown with restricted movement, and a nationwide ban on travel and public gatherings
was imposed. The lockdowneasing measures were implemented in a phased approach starting at the end of May 2020. Government offices
and schools started gradually reopening on 1 July 2020. Travel out of the Greater Malé Region to other atolls remains restricted to essential
travel with requirement of 14-day self-isolation upon arrival.

The tourism sector was the first industry to absorb the economic shock from the crisis, with impacts felt as early as February 2020. It was
the first industry to completely shut down with cancellation of on-arrival visa to the Maldives, which effectively closed off the country’s
borders. In contrast, most businesses in other sectors ceased operations much later, with the onset of community transmission and subsequent
lockdown in the Greater Malé Region.
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This research reflects the Maldivian government's response to the events created by the crisis, with the aim of helping certain individuals
to maintain at least some stability in conditions where the scope of opportunities for earning income for survival decreased drastically and
processes stopped. There is no denying that the government's action has its own justification, and it follows from the results of the surveys that
the citizens of the country are absolutely grateful for the support provided by the state, proving that there were no other options for action, in
principle. However, looking in perspective and evaluating the country's macroeconomic indicators as a whole, it should be concluded that there
has never been such a threatening situation in the country, when the national debt exceeds 149% of GDP, indicating a serious threat to the
country's independence. Therefore, realizing that the chances of recurrence of crises are very high nowadays, the government must focus on
preventing such threats, and in anticipation of a crisis in the future, make such decisions and act in such a way that such threats do not recur.

1.Support Measures Implemented by the Government

Government announced the Economic Recovery Plan, to support businesses and individuals severely impacted by the crisis. As part of the
government’s recovery plan due to the COVID-19 outbreak, Bank of Maldives partnered with the Ministry of Finance to support the
implementation of the COVID-19 Recovery Scheme. This scheme allowed businesses financially affected by the COVID-19 pandemic to
apply for financing. Bank of Maldives administered the funds to all resorts, as well as any other businesses with over MVR 10 million turnover.
This is an unsecured facility provided at 6% interest per annum with a repayment period of 3 years with a grace period of 6 month, during
which no interest or principal payments have to be made (Ministry of Economic Development Republic of Maldives, 2020).

With the uncertainties and continued challenges caused by COVID-19 pandemic, Ministry of Finance has announced the extension of the
grace period to help sustain businesses and industry sectors in the country and speed up post-COVID economic recovery.

JobCenter was the primary avenue for applying for the Government’s income support programme. It is likely that the majority registered
in order to apply for the income support, 6 and a majority of those seeking income support are likely to have lost their source of income through
redundancy or no-pay leaves. This could be a key reason why a large proportion of people in JobCenter reported being made redundant or put
on no pay when compared with the findings of the resort management survey.

It is noted that the resort management survey covers the impact on payroll staff of resorts while the JobCenter data covers self-employed
people, consultants and payroll staff of various operations within the tourism value chain in addition to resort establishments. This suggests
that for the initial period of the closure of resorts (April-June 2020), job loss and full income loss was minimized for the majority of payroll
employees working in resort establishments.

The resort management survey showed a high retention ratio of employees (96 percent payroll employees) with pay in resorts. This indicates
that most of the 45,000 or so payroll employees in resorts, including the 22,000 local payroll employees, were not immediately affected with
job loss between April-June 2020. A similar trend was also observed in the in-depth interviews held with resort workers. Out of 31 interviewees
from 13 resorts, only one resort had applied redundancy across the board, except for the core team that would remain on the island during the
period of the resort closure. All other resorts had different employee retention arrangements in place. However, feedback from interviewees
indicated a possibility of redundancy after June if the resorts were not able to reopen.

The analysis of the JobCenter data showed that, of the total cases reported across all economic sectors, 68 percent faced complete income
loss while 38 percent reported reduced pay at the time of reporting. For those impacted with no-pay leave, 70 percent lost income between
MVR 5,000 and 14,999 ($324 - $973), while about 21 percent lost income of over MVR 15,000 (>$973). Likewise, for those terminated, 75
percent lost income between MVR 5,000 and 14,999 (8324 - $973), and 18 percent lost income over MVR 15,000 (>$973).

According to the in-depth interviews with 67 businesses, 42 percent of the businesses said they might have to suspend business within this
year, while 40 percent of the businesses said that they have plans for expansion and diversification. Many, however, temporarily halted
expansion plans because of the economic impact of the pandemic. About 55 percent of businesses interviewed acknowledged that they knew
of other businesses that had completely shut down or are at risk of shutting down.

With the outbreak of the Covid-19 pandemic two “Economic Response Packages” has so far been implemented to alleviate the impact on
households, workers, and businesses. Key components of the package were utility discounts for households and income support allowance for
workers whose employment and earnings were affected by Covid-19.

The Government is taking measured steps to mitigate the socioeconomic impact of COVID-19 by supporting households and businesses
while protecting the health of individuals during the COVID-19 pandemic.

To address the economic consequences of mitigating the virus, the Government has formulated an Economic Relief Package for different
stakeholders of the economy.

The package is composed of various financial support and relief to individuals, households and businesses. The goal of this relief package
is to ensure job security and livelihood of Maldivians over the course of the pandemic.

For example, Although the goal of the economic relief packages is to ensure job continuity for Maldivians, large-scale lay-offs and wage
reductions have taken place. The Income Support Allowance has been rolled out to provide a safety-net to affected and displaced workers due
to COVID-19.

The allowance will be paid out for 10 months (April 2020 — December 2020) to eligible individuals. Maldivians who: 1) are currently
unemployed; 2) are on no pay leave; 3) had their salary deducted; 4) had their earnings affected (for self-employed/ freelance workers) due to
COVID-19 related reasons may be eligible for benefits up to MVR 5,000, contingent on having been employed up until 1st December 2019.

2.The Dynamic of the Macroeconomics' Indicators

However, taking it in general, of course, that helps to pass the crisis but that is not enough for stability and long-term development because
macroeconomics’ indicators have not reached appropriate improvements. And some of them looks very bad.

We can see that, there are some macroeconomics’ indicators that fell in Covid period because of objective reasons. The same fallings were
in GDP PPP, and GDP per capita, they fell in 2020 and then they rose in 2021 but not enough. Import and export proportions changes was
similar. And the balance of trade shows us a decline, too. In addition, we see a long-term trend of maintaining a negative trade balance, which
is not good for the economy of state in the future.
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Fig. 1. Maldives GDP per capita USD, 2017-2021

With sharp declines in tourist arrivals and economic growth in 2020, the overall fiscal deficit (including grants) is estimated to exceed 27.5
percent of GDP in 2020 (Asian Development Bank, 2022). The 2021 budget envisages cuts in some spending; however, with revenues not
recovering to pre-crisis levels, as well as larger capital expenditure, another large fiscal deficit is envisaged. Total public and publicly
guaranteed debt continue to rise, possibly exceeding 130 percent of GDP by end-2021. This level is substantially higher than the one used in
the last performed Debt Sustainability Analyses (DSA) conducted by International Monetary Fund (IMF) and World Bank staff, which already
highlighted high risks with respect to debt sustainability. To respond to challenges posed by COVID-19, there is approved the suspension of
certain provisions; these provisions include limitations on borrowing and the requirement to borrow only for national development projects
(Ministry of Finance of Maldives, 2021).
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But there is one more macroeconomic indicator which shows difficulties for the state development in the future, that is the state dept which
rose dramatically in Covid period, according to Annual report Maldives fiscal risk statement 2021, prepared by Ministry of Finance.
In this graph can see that it reached 149 % from GDP in 2020, in 2021 it was 129% from GDP what is better but still that is very high
amount what could negatively impact economy of Maldives.
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But there is one more macroeconomic indicator which shows difficulties for the state development in the future, that is the state dept which
rose dramatically in Covid period, according to Annual report Maldives fiscal risk statement 2021, prepared by Ministry of Finance.

In this graph you can see that it reached 149 % from GDP in 2020, in 2021 it was 129% from GDP what is better but still that is very high
amount what could negatively impact economy of Maldives.

That means the government solved the Covid period problems in easy way, by borrowing money from the Word bank and others. But that
is dangerous because it threatens the independence of the country it is a big fiscal risk for state stability and growth. Nowadays, it is important
to be fiscal independent (Von Trapp, Lienert, and Wehner, 2015).

Downside risks remain. The baseline projection accounts for the estimated impacts of the Russia-Ukraine war on the tourism and oil prices
under the current trend, but further increases in global energy prices may cause an additional fiscal burden. Tourism could be adversely
impacted by a persistent reduction in Russian and Ukrainian tourists and new waves of the COVID-19 infections could return, too.

Conclusions

1. In conclusion, there are number of the macroeconomic indicators such as GDP, debt, import, export, balance of trade, which is worth to
improve adopting government decisions and activities that will help to reach the Maldives economic stability and growth in the long run,
strengthening competitiveness and diversifying the economic base, and that way improving the quality of life of island communities.

2. Most important of that, in my view, the government need to focus on improving the fiscal and debt position worsened by the Covid-19
crisis and on improving debt sustainability.

3. It could be reached by:1) Diversifying the economy and building a resilient economy; 2) Enhancing the fiscal preparedness for disasters
and reducing fiscal risks.

4. While there is a need to reduce debt to a sustainable level by continuing fiscal consolidation efforts, there is also an ongoing need to support
economic activity and limit the impact of the crisis on vulnerable social groups. There are fiscal policy trade-offs between 1) supporting
infrastructure projects, while addressing environmental concerns, and 2) pursuing ambitious deficit-reduction plans to secure debt
sustainability.
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ASSESSMENT OF THE QUALITY OF LIFE IN RIGA CITY

Olegs Krasnopjorovs, University of Latvia, Bank of Latvia

Abstract. Improving urban quality of life now is increasingly in the top of the political agenda of modern cities. However, right policy
treatment requires thorough analysis and correct diagnosis. The aim of this conference proceedings paper is to assess the quality of life in Riga
city compared to the other European cities. By applying a Principal Component Analysis to the most recent Eurobarometer survey data we
construct a composite quality of life indicator for 83 European cities. It reflects respondents’ balance of replies to 40 questions of the
Eurobarometer survey across several quality of life areas: safety, trust, environment, public transport, infrastructure, liveability, governance
and economic prosperity. We find that in all these areas the quality of life in Riga tends to be lower than in the neighbouring capital cities
Vilnius and Tallinn. While Riga performs rather well in terms of perceived environmental quality compared to other European cities, we
identify a large room for improvement in the areas of social trust, quality of urban governance and how pleasant a city is to live. By applying
Data Envelopment Analysis to build European urban quality of life frontier, we conclude that Riga has a big potential to raise urban quality of
life even with its current GDP per capita level. Moreover, even the current population size of about 600 thousand people does not preclude a
raise of the quality of life in Riga.

Keywords: urban quality of life, urban life satisfaction, Eurobarometer survey, Principal Component Analysis, Data Envelopment Analysis.
JEL code: O18, R11, R23,R5
Introduction

Improving urban quality of life now is increasingly in the top of the political agenda of modern cities. Nowadays, cities compete with each
other for investment and human capital, both regionally and globally. Quality of life in the city is one of the main instruments in this competitive
struggle (Morais and Camanho, 2011). An attractive, diverse and tolerant urban environment raises international profile and brings highly
qualified people to the city. They, in turn, set up new businesses and attract representative offices of large corporations, promoting the city’s
economic development (Morais et al., 2013).

Riga lags behind neighbouring capital cities Tallinn and Vilnius in terms of gross domestic product per capita; moreover, this income gap
tends to increase over time. Also, Riga is the only capital city in the Baltics which still faces a population decrease over the recent years. Thus,
essential purpose of conducting this study is to analyse the possible contribution of urban quality of life to the difference in income and
demographic trends between the Baltic capital cities.

To raise the quality of life, it is not required for Riga to become a multi-million metropolis first. On the contrary, in Europe, there is a
negative association between living in a big cities and happiness, even taking into account observable control variables (Piper, 2015). Authentic
and unique environments, healthy lifestyles and other non-economic dimensions of everyday life (such as community engagement, a culture
of collaboration and participation, and social proximity) are among the advantages attracting highly skilled and creative people to small
communities rather to the large urban centres (Selada et al., 2013). But there are many cosy cities in Europe to live in; to attract highly qualified
and creative people to work and live in Riga, the city should offer a better quality of life than elsewhere.

While quality of life satisfaction often rises with income (at least until a certain level), income and well-being are “two very different
concepts” (Goerlich and Reig, 2021). Indeed, the higher is income level, the less wealth matters for well-being. There is no universal definition
of what is the urban quality of life, given its multidimensional and interdisciplinary nature. In the literature, urban quality of life is closely
connected with such terms as a “sustainable city”, “smart city” or “urban development”, but none of them has universal definition either. While
incorporating both objective and subjective well-being measures, urban quality of life could be generally defined as a combination of people
experiences within the space they live in with their perceptions and feelings (Senlier et al., 2009).

Academic literature has a long tradition in studying the quality of life at a city level. This conference proceedings paper contributes to the
evidence by focusing on Riga - a regional centre of the Baltics. The aim of the paper is to assess the quality of life in Riga city compared to
the other European cities. We apply a Principal Component Analysis to the most recent Eurobarometer survey (conducted in 2019) data to
construct a composite quality of life indicator for each of the 83 European cities, including Riga. This allows to create a ranking of the European
cities and compare the quality of life between them. Afterwards, we apply a Data Envelopment Analysis to build European urban quality of
life frontier, employing GDP per capita as an input and composite quality of life indicator as an output. It enables us to see by how much Riga
could enhance its quality of life given its current income level. While this conference proceedings paper analyses also particular quality of life
areas like safety, trust, environment, infrastructure or urban governance, it still provides a broad picture to the urban quality of life rather than
an exhaustive assessment of each quality of life variable.

Literature Review

Urban quality of life studies differ substantially in their thematical scope and geographical dimension. Some studies focus on the quality
of life in a particular city. For instance, Senlier et al. (2009) compare the life satisfaction in Kocaeli - one of the important industrial cities of
Turkey - with ten other European cities of similar size. Other studies focus on comparing the quality of life between cities or municipalities
within national boundaries. For instance, Goerlich and Reig (2021) rank 73 Spanish cities, while Loschiavo (2021) study the quality of life in
452 Italian cities. Many studies rely on international dimension. For instance, Weziak-Bialowolska (2016) study factors related with quality of
life satisfaction in 79 European cities. Some studies focus on a particular dimension of the quality of life. For instance, Giannico et al. (2021)
study the relation between the prevalence of green spaces collected via satellite data and the quality of life in 51 European city. Branis and
Linhartova (2012) study exposure to air pollution in 39 Czech cities, while Mariotti et al. (2021) study public transport perceptions of old
people in two Italian cities — Milan and Genoa.

Being very much connected to the perceptions, feelings, and subjective values of the people, standard quality of life indicators usually
include wealth and employment, housing and environment, physical and mental health, education and recreation, crime and safety, as well as
social belonging (Nevado-Pena et al., 2019). Moeinaddini et al. (2020) argue that five most important factors of urban life satisfaction across
European cities are feeling safe in the city, satisfaction with healthcare services, satisfaction with the state of streets and buildings in the
neighbourhood, satisfaction with public transport in the city, and availability of retail shops. Mouratidis (2020) argues that, in general, urban
environment can affect subjective well-being through housing satisfaction, neighbourhood satisfaction and commute satisfaction. Camagni et
al. (2013) shows that city amenities are among the key factors that determine a city-specific “optimal” city size- achieved when marginal
location costs equal marginal location benefits. Hybel and Mulalic (2022) show how in a general equilibrium model setup a quality of life
index measures household’s willingness to pay for local amenities. Okulicz-Kozaryn and Valente (2019) find a strong correlation between
objective liveability and subjective life satisfaction across European cities. Generally, objective liveability rises from the East to the West,
while subjective life satisfaction rises from the South to the North. Particularly, the North Western part of Europe, or more specifically
Germany, the Netherlands, the UK, and Scandinavia constitute a large cluster of cities with high levels of happiness. Weziak-Bialowolska
(2016) report that satisfaction with the quality of life in the European cities is closely related to personal characteristics, such as age, health,
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gender, educational level, period of time living in a city, as well as to the financial situation of a household and employment status. Mouratidis
(2020) outlines that different quality of life elements are closely tight to each other. For instance, individual’s health is likely to contribute to
satisfaction with all other life domains - by posing constraints and limiting capabilities in life, it particularly can decrease satisfaction with job
or neighbourhood.

There are several quality of life rankings at a city level, each of them containing dozens of indicators, often grouped into different categories
and using different aggregation techniques (see, for instance, Kaklauskas et al., 2018). The ranking assessment of the cities helps to uncover
particular urbanization processes in the city and compare its pace of development with the other cities, as well as to identify positive and
negative transformation trends (Niemets et al., 2021). Not surprisingly, different categories and even rankings exhibit at least moderate positive
correlation with one another. Particularly, quality of life is found to be positively related both with conventional prosperity measures such as
GDP per capita (Akande et al., 2019) as well as with technology adoption measures such as ICT use (Nevado-Pena et al., 2019).

Data and methods

Given that urban quality of life is very much connected to the perceptions, feelings, and subjective values of the people, the respective
literature mostly relies on the soft (i.e., survey) data. This conference proceedings paper is not an exception and is based on the most recent
wave of the Eurobarometer survey, which was conducted in 2019 and consisted of 83 European cities (including Riga). These cities were
selected for the survey by national governments, and tend to be the more populous cities in each country. In each city 700 respondents were
surveyed; the structure of respondents by age and gender was in line with the structure of general population in a given city. Respondents rated
different areas of the quality of life in their city, including safety and trust, infrastructure and governance, environment and economic
conditions. Each quality of life area included several questions. Each respondent was asked whether they are satisfied with the respective
quality of life area or whether they agree with the respective statements. Answers were pre-defined mostly using a 5-point Likert scale (very
satisfied; rather satisfied; rather unsatisfied; not at all satisfied; do not know / no answer). Eurostat provides the percentage of respondents in
each category as separate variables. We follow a conventional literature (for instance, Okulicz-Kozaryn and Valente 2019) to create one
variable per every question in a given city. The respective variable ranges between a theoretical 0 when everybody is strongly unsatisfied to
100 when everybody is strongly satisfied.

Some caveats should be beard in mind when recalculating people’s ordinal responses recorded in a 5-point Likert scale into a single
numerical variable representing a balance of replies. Such recalculation intrinsically assumes that there is the same difference between each
point of the Likert scale, i.e. the difference in opinion between “rather dissatisfied” and “very dissatisfied” is similar as between “rather
satisfied” and “very satisfied”, which might not be the case. Alternatively, one might reflect respondents’ satisfaction with the share of “very
satisfied” or “very satisfied and rather satisfied” respondents. This solution is not without drawbacks either. Particularly, it would drop a large
amount of relevant information from the survey dataset, i.e. ignoring whether other respondents are strongly unsatisfied, rather unsatisfied or
unwilling to answer the question. Results presented in this paper are robust to such changes in methodology.

Moreover, note that survey data reflect a subjective perception of the respondents compared to an imagined ideal situation. Residents of
different cities tend to have different understandings about the latter. Moreover, the level of people’s needs and therefore also the requested
quality of life may change over time. For instance, respondents’ satisfaction may decline even if improvement in a particular quality of life
area is slower than expected. Indeed, raising prosperity might bring a parallel rise in aspirations, leaving life satisfaction at the previous level
(Goerlich and Reig, 2021). Moreover, measures of subjective well-being might be biased with past experiences, which might not be relevant
any more at the time of the survey.

In a world displaying a plethora of information, composite social and economic indicators have become extremely popular as a way to
aggregate different dimensions in a single index, dimensions that would otherwise be difficult or impossible to compare (Goerlich and Reig,
2021). Different studies employ various weighting schemes to arrive at the composite quality of life indicators. Subjective weighting procedures
involve either imposing arbitral weights to different quality of life indicators, or quantify these weights through experts’ opinion. A reasonable
alternative to avoid subjective weighting is the application of Principal Components Analysis (PCA) on the quality of life indicators, thus,
determining weights endogenously. This could be viewed as a compensatory approach of aggregation, where strengths displayed in some
particular indicators can compensate for the weaknesses revealed by other indicators. Such a composite indicator is recognised to be a useful
tool to consider all European cities in a global perspective, both distinguishing the high performing cities from the rest of group and identifying
in which cities intervention is most needed to increase the quality of life (Morais and Camanho, 2011). Application of PCA to the
Eurobarometer survey data allows to decrease dimensionality of this large dataset without a notable information loss. We obtain one numerical
variable per each area of the quality of life per city (which represents the first principal component of PCA), and also a composite indicator of
the quality of life in a given city, which is then re-scaled to a 0-100 points scale for representation purposes.

The use of PCA is justified by the value of Kaiser-Meyer-Olkin (KMO) criterion. KMO represents a degree to which each observed variable
is predicted by the other variables in a dataset. In our composite quality of life indicator overall KMO equals 0.88, reflecting adequate sampling,
while for each of the 40 variables in a correlation matrix it never falls below 0.70. In turn, the focus on the first principal component is justified
by the fact that it is the first principal component that explains the largest part of the variance of any quality of life area.

Afterwards, we connect composite quality of life index with GDP per capita data via Data Envelopment Analysis (DEA) technique to
construct an urban quality of life frontier. DEA is a non-parametric linear programming method to measure the efficiency of decision-making
units. We employ GDP per capita as an input and composite quality of life index as an output to reflect an output-oriented technical efficiency
of European cities (i.e., by which extent quality of life in a particular city could be raised given the current income level, given the performance
of the peer cities). The ability of cities to transform wealth (measured by GDP) into quality of life is also one of the ways to assess the
performance of city management (Morais and Camanho, 2011). In this setup, an urban quality of life frontier consists of “fully efficient” cities
— cities which managed to achieve the best quality of life score given available resources.

It should be admitted that public spending per capita (purchasing power parity adjusted) in a given city might be an even better input
measure. However, respective data are not available for the European cities. In this regard, GDP per capita (used as an input measure in this
paper) may be viewed as a proxy of public spending per capita, representing a taxable income base.

Research results and discussion

We run PCA on the 40 questions of the most recent wave of the Eurobarometer survey to get a composite quality of life indicator for each
of the surveyed 83 European cities. The value of composite quality of life indicator reflects the value of the first principal component of the
PCA, normalized to 0 — 100 scale, where a value of 0 reflects the worst quality of life among European cities, 100 — best quality of life. Ten
questions which are given the biggest weight in a composite quality of life indicator (i.e., ten questions with the highest factor loadings of the
first principal component of the PCA) are shown in Table 1.

Table 1
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Composite quality of life index: ten questions with the biggest factor loadings of the first principal component and the corresponding
Kaiser-Meyer-OlKkin criterion

Code Question Answers Factor loading KMO
Q2 01 Satisfied to live in my city A(5) -0.209 0.94
Q4 01 Neighbourhood where you live S(5) -0.207 0.93
Q4 04 The life you lead S (5) -0.193 0.92
Q1 06 Public spaces: markets, squares, pedestrian areas S(5) -0.192 0.91
Q1 05 Green spaces: parks and gardens S (5) -0.189 0.91
Q1 09 Noise level S(5) -0.187 0.88
Q2 07 Most people in my neighbourhood can be trusted A(5) -0.186 0.87
Q6 02 Public transport is safe A (5) -0.185 0.92
Q1 10 Cleanliness S (5) -0.180 0.89
Q2 06 Most people in my city can be trusted A (5) -0.179 0.91

Notes. A (5): agreement on a 5-point Likert scale: Strongly disagree / Somewhat disagree / Don't know / Somewhat agree / Strongly agree.
S (5): satisfaction on a 5-point Likert scale: Very unsatisfied / Rather unsatisfied / Don't know / Rather satisfied / Very satisfied.
Data on the remaining 30 questions included in the composite quality of life index, but not included in the table, is available upon request.

Source: author’s calculations based on Eurobarometer survey data.

The best quality of life is assessed in the following European cities: Zurich, Aalborg, Groningen, Copenhagen, Cardiff, Wien, Stockholm,
Munich, Luxembourg and Oslo. In turn, the worst quality of life is assessed in the Southern European cities - Athens, Naples, Palermo, Rome,
Skopje, Tirana, Belgrade, Istanbul, Sofia and Irakleio. In Riga, the quality of life tends to be lower than in many European cities, including
neighbouring capital cities Tallinn and Vilnius. Among 83 European cities surveyed by the Eurobarometer, according to the composite quality
of life index Riga ranks 71% , while Tallinn is in a row 34, and Vilnius — in a row 43 (Fig. 1).
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Fig. 1. Composite urban quality of life index: ranking of 83 European cities (0 - 100 point scale, in 2019)
There is a correlation among European cities - the higher the income level, the better the quality of life. However, in terms of quality of
life, Riga lags behind Tallinn, Vilnius and most European cities significantly more than in terms of the income level. A vertical distance
between an observation of a particular city and DEA Urban quality of life frontier may be interpreted as an output-oriented technical
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inefficiency. This means that even at the current GDP per capita level - between Bialystok (Poland) and Aalborg (Denmark) - residents of Riga
can live a much happier life (Fig. 2). Many European cities with the similar GDP per capita as in Riga enjoy considerably higher quality of life
(i.e., lower technical inefficiency) - Krakow, Gdansk, Rostock, Leipzig, Malmo, Oulu and many others. Riga municipality should regard these
cities as peers and explore their practical experience and policies which allowed them to achieve better urban quality of life with similar GDP
per capita level.
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Fig. 2. Income level and urban life satisfaction in the European cities (in 2019)

Riga can significantly increase the quality of life even with its current population of slightly above 600 thousand residents. European cities whose
residents are most satisfied with life usually are relatively small in size - Oslo, Copenhagen, Stockholm, Zurich or Aalborg (Fig. 3). The inhabitants of
these cities are happier than in multi-million cities like London or Paris. Smaller cities may have several advantages that attract highly qualified and
creative people from metropolitan centres: a clean, authentic and unique environment, better urban organization, a more comfortable rhythm of life,
greater opportunities to stick to a healthier lifestyle, as well as social proximity and greater opportunities to participate in community life. Note that the
relation between city size and urban life satisfaction is likely to be non-linear, possibly in a form of inverted U. On the one hand, megacities may suffer
from over congestion. On the other hand, very small communities tend to lack basic amenities. As the latter are not observable in the Eurobarometer
survey, we can only deduct the second part of inverted U relationship, where bigger city size is associated with lower quality of life satisfaction.
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Note. X axis reflects a natural logarithm of city population size. Y axis reflects whether respondents in a given city agree with the statement “I’m satisfied to live in my city”
(Eurobarometer question q2_01), recalculated to a 0-100 points scale (0 reflects strong disagreement, 100 — strong agreement).
Source: author’s construction based on Eurostat and Eurobarometer survey data.
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Fig. 3. Population size and urban life satisfaction in the European cities (in 2019)

Riga lags behind Vilnius and Tallinn in all areas of the quality of life. In some areas the quality of life gap is not large (e.g., environment) while in
some areas it is considerable (trust to each other, urban governance and how pleasant a city is to live; Fig. 4).

The quality of urban environment in Riga is somewhat better than in the majority of the European cities. Within 83 European cities surveyed,
Eurobarometer places Riga at the second quartile regarding satisfaction of residents with air quality, noise level, green areas and cleanliness. Although
majority of Riga residents are rather satisfied with the quality of urban environment, there is a non-negligible share of unsatisfied respondents. The share
of unsatisfied Riga residents varies from 13% on green spaces to 30% on air quality. One striking fact about the perceived environmental quality in Riga
is the lack of progress over time. Ten years ago the quality of the environment in Riga was perceived as the best among the Baltic capital cities. Since
then, Tallinn and Vilnius have made significant progress, while environmental improvements in Riga have been only modest. Therefore, currently
satisfaction with the environmental quality in Riga is slightly lower than in Tallinn and Vilnius.

According to the perceived safety and trust to the surrounding people, Riga is located close to the Southern European cities like Rome, Marseille,
Istanbul, Belgrade, Skopje and Bucharest. In this cluster of cities, safety and trust is greater than in Athens or Sofia, but lags behind Central European
cities, not to mention the cities of Northern Europe. The fact that Riga is seemed by its inhabitants as one of the most unsafe capital cities in the European
Union, points to a large room for improvement in the respective area. Riga is located in the lowest quartile according to almost all perceived safety and
trust indicators. Values of several indicators are considerably lower than the European average, particularly regarding the confidence in the local police
force (4-th lowest score among 83 European cities — just after Athens, Sofia and Skopje) as well as trust to people living in your neighbourhood (3-rd
lowest score — after Bucharest and Athens).
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Fig. 4. Quality of life in the Baltic capital cities by area (0-100 points scale; in 2019)

Rather low position of Riga in a perceived quality of urban governance is evident across all indicators of urban governance. Even in those areas of
city governance where Riga's performance is relatively good - the easiness of procedures, speed of solving requests and the availability of information
online — perceived quality of governance is worse than in about three quarters of European cities surveyed by the Eurobarometer. In turn, in the areas
where the evaluation of Riga residents is the most critical - the prevalence of corruption and whether fees collected by the local public administration
are reasonable — Riga is in the 8th and 6th place, respectively, from the bottom, among 83 European cities. Almost 40% of Riga residents do not agree
with the statement that the fees charged by the local public administration are reasonable - this figure is three times higher than in Vilnius and ten times
higher than in Tallinn. Also, 45% of Riga residents are fully convinced regarding the presence of corruption in the work of local public administration,
which is twice more as in Tallinn and three times more as in Vilnius.

One of the fundamental factors behind migration of young people from Riga to Pieriga is that they do not perceive Riga as a good place to live.
Every third respondent in Riga does not believe that a city is a good place to live for young families with children, which is twice more than in Tallinn
and four times more than in Vilnius. The result is a shortage of young people in the city's age structure, which also means a low birth rate. In the
neighbourhood of Riga the age structure of the population is younger than in the city itself; this situation is the opposite to Vilnius, which enjoys a
younger population than the neighbourhood area.

Someone could argue that the survey data might just reflect the annoyance of Riga residents. However, ten years ago, Riga residents were not
annoyed — according to the previous Eurobarometer of 2012, life satisfaction of Riga residents was close to the scores recorded in Tallinn and Vilnius,
with Riga even ahead of its neighbours in some areas (for example, urban environment). The fact that the current quality of life in Riga city lags behind
Vilnius and Tallinn is reflected also in a continuous population decline in Riga (while population of Vilnius and Tallinn started to increasing again over
the most recent years) and a somewhat slower economic growth rate than in Vilnius and Tallinn.

Conclusions, proposals, recommendations

Conclusions:

1. Principal Component Analysis is an efficient tool to compute a composite quality of life indicator based on the results of the most recent
Eurobarometer survey. This is shown by the high value of Kaiser-Meyer-Olkin criterion of a computed composite quality of life index
(0.88), reflecting adequate sampling.

2. The overall quality of life in Riga tends to be lower than in the neighbouring capital cities Vilnius and Tallinn. This observation goes hand-
in-hand with the growing income gap between Riga and two other Baltic capital cities as well as with different demographic trends over
the recent years.

3. While Riga performs rather well in terms of perceived environmental quality compared to other European cities, there is a large room for
improvement in the areas of social trust, quality of urban governance and how pleasant a city is to live. Thus, a focus on the latter areas is
essential to improve the overall quality of life in Riga.
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4. Riga has a big potential to raise urban quality of life even with its current GDP per capita level and population size. A lack of fundamental
reason why the quality of life in Riga should always remain lower than that in Vilnius and Tallinn calls for policy action in this regard.
Proposals and recommendations:

Ensuring better urban quality of life should be given more priority in urban policy agenda in Riga.

. Practical experience of the European peer cities, which managed to achieve better urban quality of life with similar GDP per capita level

(such as Krakow, Gdansk, Rostock, Leipzig, Malmo and Oulu) should be explored by the Riga municipality.
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Abstract. The paper focus on increase of urban to rural migration in recent decades, which led population growth in many rural
communities in in Latvia's countryside. The Covid-19 pandemic, with its restrictions, has also indirectly encouraged the move of city dwellers
to the countryside. Newcomers as a separate category of rural residents receive special attention in scientific literature and research. The
potential of newcomers has been studied in Latvia to a limited extent. The aim of research is to evaluate the impact of newcomers in various
rural territories of Latvia. The study was conducted using the qualitative research approach - focus group interviews and semi-structured
interviews. The results of the study reveal the experience of successful use of the economic and social potential of newcomers in the rural areas
of Latvia. The vision, knowledge, skills and experience of newcomers enrich and empower local communities, contribute to the spread of
remote work in the countryside, the creation of new economic practices, the development and recognition of places/territories. Newcomers are
a significant human resource asset for any rural community, especially in remote and depopulated rural areas.

Keywords: newcomers, rural territories, counterurbanisation.
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Introduction

In recent decades, urban to rural migration flows have led population growth in many rural communities in Latvia's countryside. The Covid-
19 pandemic, with its restrictions, has also indirectly encouraged the move of city dwellers to the countryside. This research as the part of
National Research Program project "Cutting-edge knowledge and solutions to study demographic and migration processes for the development
of Latvian and European society” (DemoMigPro) VPP-LETONIKA-2021/4-0002 focuses on the evaluation of the impact of newcomers in
various rural territories of Latvia.

The results of the study reveal the experience of successful use of the economic and social potential of newcomers in the rural areas of
Latvia. The vision, knowledge, skills and experience of newcomers enrich and empower local communities, contribute to the spread of remote
work in the countryside, the creation of new economic practices, the development and recognition of places/territories. Newcomers are a
significant human resource asset for any rural community, especially in remote and depopulated rural areas.

The study was conducted using the qualitative research approach. The results of focus group interviews and semi-structured interviews
were used. As part of the focus group, development experts and representatives from the NGO Latvian Rural Forum, the Ministry of Economy
of the Republic of Latvia, the Union of Latvian Municipalities, the Latvian Rural Education and Consulting Centre, the Community
Cooperation Network "S€lijas Salas", etc. were interviewed; semi-structured interviews were conducted among newcomers in the countryside
and among representatives of rural municipalities. The published and unpublished materials of the NGO "Latvian Rural Forum" were also used
- document analysis. A total of 74 interviews were conducted in 2018-2022.

Literature Review

The broader framework for the analysis of the topic is provided by the process of counter-urbanization and rurbanization, restructuring of
urban and rural populations, changes in infrastructure, global and regional changes, as a result of which the question of viability, well-being
and social resilience of rural areas is brought up. Since current rural area development projects are aimed at the involvement of local residents
and are called "community-led" or "area-led initiatives", newcomers as a separate category of rural residents receive special attention in
scientific literature and research.

The phenomenon of newcomers in social sciences is studied in the context of counter-urbanization processes (Mitchell, 2004). Increasingly,
cases are observed when families rooted in cities move to less urban areas, incl. rural areas. Relatively speaking, three types of out-migrants
are distinguished depending on their motivation to move. The first type is called pragmatic out-migrants, because their desire is to maintain
employment, cultural and social ties with the city, but they are looking for more comfortable and pleasant living conditions. The second type
of out-migrants is called displaced urbanites, because their move to the suburbs or the countryside is not voluntary. For financial or other
reasons, they are forced to leave the cities, but they do so with regret. The third type of out-migrants is called happy movers, because they
consciously try to move away from the problems of cities and look for the "ideal countryside" to break ties with the city and start a relatively
new life (Karsten, 2020).

Newcomers in suburban and rural areas are not a homogeneous social category. This is confirmed by their different motivations to move
to the countryside, as well as their different economic, cultural and social capital. Pro-rural migration is thus a complex and multi-layered
process. Considering the trends of depopulation and infrastructure decline in rural areas over the past decades, counter-urbanization processes
are mostly perceived in a positive light, as they result in an increase in the number of rural residents and can stimulate economic and social
activity in the countryside. A frequently heard discourse in the context of newcomers is the accentuation of their economic and social capital
with the aim of attracting residents to rural areas and using the potential of newcomers in the development of places and regions. Therefore,
the question of the integration of newcomers into rural communities, the creation of a sufficiently attractive environment and infrastructure, as
well as a corresponding level of well-being, so that newcomers consider the possibility of moving to the specific settlement in the countryside
and staying there for a long time, is brought up. In this way, the mobility trajectories of citizens can be influenced with the help of political
instruments (Berg, 2020).

As mentioned above, motives for migration to the countryside are often related to practicing a city-specific lifestyle in a healthier and more
pleasant environment, ideas about a "rural idyll", a change in lifestyle, and various events during the life cycle. For example, the study of new
arrivals in the Czech Republic shows that people of retirement age, those whose children have grown up (empty nesters) also tend to move to
the countryside. Mostly due to ideological beliefs, young people also choose rural life (Dopitova, 2016). Other studies show that so-called
white collars or members of the middle class who can afford remote work, most often move to the countryside. This means that with this
category of people comes a certain amount of capital and entrepreneurial skills that are useful for the local community and the development of
the area. In other words, the potential of newcomers is evaluated depending on how they localize various types of extra-local or external
resources, thus contributing to the economic and social sustainability of the given territory. Newcomers are expected to have entrepreneurship,
knowledge and creativity, provided by their relatively high human, social and financial capital. For people who have moved to the countryside,
entrepreneurial activities are often not the main goal; more important is a change in lifestyle and the opportunity to realize your ideas in an
attractive and peaceful environment. Newcomers often choose relatively underdeveloped places and start their business there, especially in
remote work conditions. In this context, there is talk of a "new economy" in the countryside, characterized by knowledge-intensive and high
value-added economic activities, which are a known alternative to the usual economic activities in the countryside (Pisa, Hruska, 2019).
Theoretically, a distinction is made between "rural entrepreneurship" and "entrepreneurship in the rural", where the latter is more rooted in the
rural environment and community (Bosworth, Finke, 2019). This means that economic activities in the countryside have the potential to become
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increasingly diverse. The same applies to agricultural production: due to the different level of education and experience of newcomers,
economic activities in the agricultural sector are also diversified, such as small-scale farms, eco-friendly companies, etc. Newcomers more
often than local residents use various digital solutions, create virtual communities for selling their products, etc. (Monllor i Rico, Fuller, 2016).
Diversification of economic activities to a certain extent relieves traditional industries in rural areas, helps to cope with various social and
economic challenges. For instance, a study in Scotland on the production and distribution of local food allowed the identification of impacts
of different scales and types in the local community and region (Thomas Lane, Jones et al., 2016). If until now spatial accessibility or proximity
has served as the most important factor for promoting competitiveness and introducing innovations, which are mostly associated with cities,
then the results of current research reveal the impact of various creative activities and companies (e.g. business incubators, co-creation places)
on knowledge exchange, entrepreneurship processes and wider community cohesion (Merrell, Rowe et al., 2022; Merrell, Fiizi et al., 2022).
Today's co-locating services, i.e. rural service hubs, operate in a similar way, which at the same time solve the problem of service availability
in rural areas, create new jobs, and promote cooperation between different social agents (Goodwin-Hawkins, Oedl-Wieser et al., 2022).

The potential of newcomers can also be evaluated in the context of empowerment. Taking into account the depopulation trends, the
shrinking of infrastructure in rural areas, the question of rural development perspectives is brought up. Empowerment in this sense is used as
a process in which rural communities move from a position of helplessness to some control over the decisions made. This includes defining
problems, identifying existing resources, creating solutions. Theoretically, the empowerment of rural areas can be initiated and achieved by
endogenous and exogenous factors (Steiner, Farmer, 2018). In such a context, it is essential to identify what role newcomers play in the
empowerment process - whether they participate in promoting the development of the place together with local residents, i.e. endogenously,
or whether they come as external influencers of the situation, i.e. exogenously. To a certain extent, nowadays we can talk about new rurality,
thanks to the new "energy" that the newcomers insert into the local society. As a result, the so-called agro-social paradigm emerges, which
implies the entry of new social agents, the formation of social capital, the strengthening of ties between urban and rural areas, the pursuit of
optimal quality food production, health improvement, settlement of abandoned places, etc. (Monllor i Rico, Fuller, 2016).

At the same time, in the literature, counter-urbanization processes are evaluated controversially. On the one hand, newcomers have the
potential to diversify the economic environment of rural areas and generally develop places and regions. On the other hand, the population
structure, lifestyle, and impact on the environment are changing in rural areas, which can cause significant changes and sometimes even threats
to the cultural, social and natural heritage of rural areas. The functions of newcomers in this context may be different - some may use the rural
environment as a dormitory and not get involved in its improvement, while others perceive moving to the countryside as an opportunity to
return "to their roots" and try to make their own contribution to the rural environment. In general, however, counter-urbanization is treated as
an important process in initiating socio-economic changes beneficial to the countryside (Creamer, Allen, Haggett, 2018).

The so-called new mobility paradigm can be defined as a culturally and socially determined movement, including in the analysis both the
micro level (a sense of belonging to a place, a sense of home) and the macro level (changes in social, economic and political structures). Along
with a physical move to another place of life, one should talk about its emotional, subjective meaning, possible representations of the place. In
this sense, specific settlements are not just territories, but 'containers' full of meaning. Not only newcomers but also local residents attach
importance to mobility. Theoretically, moving to the countryside is equated with the concept of "potential" or resource, that is, the knowledge,
skills, and possible activities of newcomers are considered as those that can improve the economic situation of the place, enrich social relations.
On the other hand, newcomers can also create some inequality in the local society (Nugin, Kasemets, 2021). Although rural communities are
traditionally associated with stability, security and rootedness, global trends are also affecting rural areas and challenging this stability to some
extent. In this sense, newcomers, on the one hand, look for traditional values in the countryside and are ready to realize their understanding of
the countryside, but on the other hand, it is precisely the increased mobility that causes significant social changes and blurs the boundaries
between cities and countryside. Studies show that the contribution of newcomers is not always positive, as changes in the composition of the
population create a new hierarchy and a corresponding rearrangement.

The issues raised in relation to newcomers are related to a certain potential for social inequality, which is caused by different levels of
education and income, the amount of power and prestige in society. For instance, the researchers warn against an overly pronounced tendency
of policy makers to "put in order" a community or territory and create visible and quantifiable lists of resources. As a result, the community
can be associated with the most vocal and visible members of the community or social groups and risks becoming exclusively available only
to certain members of the community (the better educated, the wealthiest, who accordingly dictate their values and beliefs to the whole
community. Newcomers might impose their vision of the countryside on the local population, who might become a somewhat marginalized
social group. If so, the so-called the community-led approach contradicts itself because it assumes an apolitical and inclusive perspective. In
the context of social inequality, changes in the social structure in rural areas during the last years have also been analyzed. Rural communities
are expected to display traditional characteristics related to solidarity, a sense of belonging, etc., but it should be taken into account that counter-
urbanization processes, in parallel with other global and local processes, significantly change both the objective composition of the rural
population and the relations between residents. Often, the entire development of community life and territory is dictated by the needs and
perspective of a narrow population group ("white settler") and the development of the place (Creamer, Allen, Haggett, 2019).

In the context of the aforementioned possible limitations, in the scientific literature, research and policy making, special attention is paid
to the perspectives of the integration of newcomers. Policies are looking for different tools to make it as easy as possible for any newcomer
(including refugees and other socially sensitive categories) to enter a certain community. Considering the different and diverse needs of
newcomers, complex solutions and the involvement of various social agents are sought. For instance, ways to make information about services
more accessible, community resource mapping, social support opportunities, mentor services, etc., are being created. (Making Rural
Communities Home, 2018). A special role is played by social activities in the local community, which promote the social
involvement/integration of newcomers. Newcomers are expected to contribute to the development of rural areas; therefore the prevailing
discourse on the subject of newcomers emphasizes the need to integrate newcomers into local communities in various ways. Integration is
analyzed through social (including civic) involvement in local-scale activities, which at least theoretically require time and money, motivation
and opportunities. Thus, it is possible to increase social capital and strengthen solidarity in the community. One of the tools promoting
integration is the so-called third places, or places where people meet without homes and workplaces. These can be cafés, community centres,
beauty salons, etc., but they are united by the opportunity for people to feel psychological comfort (Dopitova, 2016). Regarding alternative
forms of employment/business, the role of cultural events and other cultural resources in rural areas is emphasized both in the theoretical
literature and in the materials of various projects. Namely, through participation in cultural events and creative activities, communal capacity,
sense of belonging and identity are strengthened (Arts and culture in rural areas, 2016). Integration processes of newcomers are also brought
up to date through generational renewal in the context of rural regeneration. Generational renewal in rural areas is actualized both in agricultural
and non-agricultural aspects, that is, in parallel with the involvement of new people in agricultural production, alternative forms of business
and other forms of employment should also be considered in order to attract new people in particular (Murtagh, Farell et al., 2020). In the case
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of success, newcomers feel an emotional belonging to the physical and social environment, accept the existing order and act accordingly
(Haartsen, Stockdale, 2017).

Rural migration is discussed from various points of view. One of the aspects to be studied and analyzed is related to the relationship between
migrants and the rural community. Nowadays, we no longer talk about stable, sustainable communities, but about fragmented social groups
where people can freely join and separate again. This process is called 'networked individualism' (Nugin, Kasemets, 2021). Thus, the integration
of newcomers into the rural community/society cannot be viewed as a linear, predictable process. The weakening of social ties and anonymity
also finds its place in rural areas, which are traditionally associated with strong social communities. Therefore, it is important to study the
impact of the so-called mobile lifestyles on communities in rural areas (Nugin, Kasemets, 2021). Both from the point of view of the integration
of newcomers and the development of rural areas, it is essential to update the cooperation opportunities of the involved agents. The term "co-
creation" is increasingly used to describe joint cooperation, implying the involvement of equal social agents in creating a "fairer, more
sustainable and socially closer society". The experience of various experiments shows that co-creation requires a certain rearrangement in
perception and usual social structures, but it is definitely a tool for promoting territorial growth (Leino, Puumala, 2021). An interesting
theoretical and practical approach to the integration of newcomers has been developed by researchers in the Netherlands. Namely, using the
approach of social rhythms, ways are sought to overcome the "social mix" of various interests and lifestyles in a certain area. Policy makers
and community representatives should try to create a polyrhythmic environment that signifies the coexistence and tolerance of different rhythms
(Meij, Haartsen, Meijering, 2021).

Summarizing the findings mentioned in the literature review, it can be concluded that significant structural changes are currently taking
place in rural areas as a result of counter-urbanization processes. Not only the structure of the population is changing, but changes are also
being observed in the relations between local residents and newcomers, in cooperation models and in the very paradigm of rural understanding.

Research results and discussion

The results of the research generally confirm the theoretical knowledge about the potential contribution of newcomers to the development
of rural areas. Interviews with newcomers allow creating a rough social portrait of the newcomer. In Latvia, families with children, couples
without children aged 35-55 move to the countryside more often. Proximity to nature, clean and safe environment, more peaceful life dominates
as important motives for moving. They are obliged to learn new skills, but those are mostly related to life in the countryside. Newcomers are
characterized by having diverse sources of income, new employment and lifestyle models, being bolder attractors of external funding,
strengtheners of local communities, belonging to place and community, often double occupancy.

Regarding the economic contribution of newcomers to rural areas, it should be said that newcomers to rural areas mostly work in private
business, continuing their previous occupation before moving to rural areas or starting new economic activities. One of the motivations of
several newcomers to move to the countryside was initially related to their desire to engage in business and earn money from it. For instance,
a newcomer from Riga, who has moved to Vilkene parish, who has a degree in accounting-financing, is purposefully working on the
development of a relatively large organic blackcurrant growing company. By trying different types of business, the most economically
advantageous type of entreprencurship is sought. Gradually, as a result of 5 years of searching and trying, the choice was made in favour of
growing blackcurrant and sea buckthorn seedlings as a source of profit: "Maybe it sounds rude to talk about making money, but you can't live
in the countryside if you have nothing to live on". (D.K., 2018)

Creation of some newcomers' businesses was stimulated by the needs of locals. For example, a young family moved from the peri-urban
territory to the deep countryside in Latgale, Srédere parish 5 years ago and after some time opened the laundry "Pérle". The idea of a laundry
business came to the family quite by accident when they were still living in Olaine. The business was started in the village's former shop
premises with a few washing machines and irons. Currently, it has turned into a serious business with a wide range of clients: “We started with
small capacity, there were a few washing machines, a few dryers and a small iron-roller. The beginning was like this: well, if it doesn't happen,
then there won't be big losses. Soon we felt that the number of equipment was not enough for us. Demand became greater than our capacity.
And we realized that we have to grow.” (A.R., 2022) Now the service is provided not only in the immediate area, but also in further regions
and even in Lithuania, which the entrepreneurs themselves refer to as the export of their services.

Another newcomer, who moved from Marupe district to Térvete district, thinks similarly about local needs and an empty business niche: ”/
am a car mechanic by profession. Together with a friend, we opened our own garage 15 years ago, but of course, we rent the premises. I have
friends and relatives living in Auce, so I looked at that area. All kinds of thoughts were running through my mind about the fact that the service
could also be moved to the countryside! People often complain that there aren't many places to get their car repaired! The plan is to stay here,
of course. I also want to build a service here, because the barn is made of stones, it won't collapse! Only the roof needs to be replaced and
that's it! I'm not in a hurry, but I want to be in time before I retire so that I can enjoy my old age here.” (K.B., 2020) As can be seen, the
motivation of newcomers is shaped by both rational and irrational considerations. In addition to a purposeful business, the motivation for
moving to the countryside is also the desire to spend one's old age in the countryside, to be with one's family, etc. In certain cases, even life in
the countryside turns out to be more profitable and more comfortable than in the city: “It gives me great satisfaction that my parents live with
me and I can take care of them. My husband works in construction and his hobby is making furniture. In order to develop this hobby a bit
more, when we lived in the city, we thought of maybe renting something, but it was not very profitable. Now, in the countryside, we have built
a hangar near our house so that we can do it. He supplies his products to my relative's husband, who has his own company, and he sends all
his works, equipment and furniture to Denmark, so my husband is also very happy that he can bring joy not only to us in the family, but also
to someone else.” (P.M., 2018)

Business projects started in rural areas are not always successful. There are cases when started projects have to be stopped or reduced, but
in general the activities of newcomers in the countryside can be recognized as diverse and creative. They affect both agricultural production,
such as growing vegetables, and crafts, such as pottery, and the service sector, such as horse breeding, ecotourism, etc. According to the
answers of the informants, agricultural production can be profitable even in small volumes, because people in Latvia value local production:
“From the beginning, people thought that it was not home grown and were suspicious because the product in the city markets is mostly
imported from Poland. I let the buyers taste and feel the difference. Its taste is completely different compared to the imported Polish product!”
(E.V., 2019) In the rural areas of Latvia, the exchange of produced products is also characteristic, which is seen both as "archaism" and as an
opportunity to strengthen social ties between rural residents. In general, families living in rural areas diversify their sources of income. There
are business projects that bring the main income, and there are those that people develop for their own enjoyment: “Most of the dishes are sold,
and even if you can't really call it a business, at least it is possible to recoup the time and materials invested, and the benefit is the joy and
sense of well-being you get from doing what you like. There are many small additional supports, financial bridges that give a sense of security
when the big business sometimes fails”. (1.A., 2021) Along with traditional ways of farming and business, new ideas are also being developed
in the countryside. For instance, inspired by the idea of rural tourism, a family in Dz&rbene organizes festivals on various topics, allowing their
guests to express themselves creatively: “We give them a place here, they come and everyone puts their “I” into action. They can just be
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special personalities, or they can be musicians, for example, and then they play their music. Maybe they are potters and lead pottery workshops,
or they are cooks, and then "chef madness" happens, or they are photographers, and then a photo album is created as a result. People create
the festival themselves. The festival takes shape depending on what kind of people come to it.” (R.A., 2021)

Other newcomers in the countryside work in local state or municipal institutions, as well as non-governmental sector institutions. At work,
they both use previously accumulated knowledge and skills, and learn new ones, for example, in project management. Among the newcomers,
there are relatively many who work remotely or participate in projects and activities of various scales, where the place of residence is not
important. It is not uncommon for people who have moved to the countryside and continued their previous occupation for a while to notice
business opportunities in their immediate surroundings. Thus, a newcomer in Vecumnieki is gradually developing his business in the production
of apple juice and is thinking about further development prospects: “We have an apple orchard next to us. To save it, we started renting. The
apples were falling, we had to think about what to do with them, and it slowly grew to the idea that we could produce juice seasonally. My
dream is to give up my computer work and work only with apples, but I have not been able to organize it fully”. (K.U., 2018) In general, it can
be concluded that economic relations between newcomers and local residents are formed organically and naturally. It is often said about the
newcomers that "they have found a way to be in contact with the outside world and continue the previously started things without leaving their
country homes". (J.L., 2021)

Economic activities in the countryside are closely related to social relations and integration in the local community. Although today
communities cannot be considered long-term and stable, the results of the study confirm that newcomers generally successfully integrate into
the local society, and relations between the involved social agents are formed fluidly, depending on the situation. In Latvia, there are several
examples when newcomers have become community leaders and promoters of local development. This can happen due to a "new perspective"
on the resources of the place and the entrepreneurship to develop something that has never existed before. The development leader-incomer
sees the development potential, scenario and values more clearly than locals. Place development becomes a mission for him or her as a
personality. For instance, one of these types of people developed a new community from the unemployed people in an "empty" place: local
school was closed years ago, no shops, no post office, no jobs, no services. Searching for opportunities to develop local place, a woman-
newcomer created community cooperation network based on thematic tourism in small rural settlements becoming a promoter of economic
and social growth. She (along with some associates) used the approach of collective creation of culture-based place development strategies.

Events, projects, business activities, which often take place in the homes of newcomers, attract the attention of local residents. In general,
the interviewees acknowledged that local residents like these activities because they are relatively new and unseen to them: “We thought that
the locals might also like it. Locals like it and are interested in what's going on here because it's something different. One neighbour calls me
Weirdo.” (K.U., 2019) The mentioned quote confirms that the newcomers also focus on the local society, involving the local municipality,
municipal institutions: “We created a small music festival "Naive Music Open Air Festival", organized an open air cinema evening with live
cello music, and showed "The Little Prince". In order to organize it, we cooperated with the Vecumnieki County Council, the Vecumnieki
County People's House, organized several creative workshops - a clay workshop, a tea ceremony, a wind chime workshop, a henna workshop,
etc.” (P.K., 2019)

Newcomers come to the countryside with their own vision and understanding, knowledge, skills and experience. There are cases where
this previous experience is directly used, but relatively more successful are those in which joint development of ideas takes place in cooperation
with the local population. The idea of social support, security and sense of belonging in the countryside is not just a theoretical knowledge; its
existence is emphasized by all research participants. Also, by showing possible alternatives, newcomers inspire and empower local residents
who, for various reasons, have not dared to start their own business or be active in any other way.

As the interviewed local government managers and specialists emphasize, counter-urbanization processes in the rural areas of Latvia have
become highly visible in recent years, which has been further accelerated by the Covid-19 pandemic. Moreover, moving to the countryside is
not just driven by romantic feelings these days: “It makes sense that people are increasingly moving to rural areas due to the pandemic. The
reasons are different. Many people who work in the customer service and education sectors have lost their jobs and found themselves in a
difficult material and moral situation. The pandemic has been going on for two years and no one knows when it will end. Conscientious people,
realizing that they cannot work as fruitfully as before, look for the application of their abilities in completely different spheres of activity.
Farming seems like a good way out. More and more people are turning to parish councils in different counties to get advice on what they could
do in agriculture.” (A.K., 2021) The above confirms that the structure of the population in rural areas is currently changing significantly.
Experts predict that "in the next 10-15 years, relatively rich people who will be able to afford it will live in the countryside, while the poor, on
the contrary, will move to the cities in search of social benefits and social housing". (N.A., 2021) The obvious contribution of newcomers to
the development of rural areas is already being highlighted, that is, the renovation of houses and areas, as well as the improvement of the
demographic situation, supplementing the county budget, are a significant benefit. This is followed by economic, social and cultural activities:
“Speaking of the local residents...I think that they definitely get people who deliberately want to live in the countryside, also invest resources,
work and it is very valuable that such people come to the countryside, they help to maintain and organize the environment in which the locals
live and this is definitely valuable. And yes, in the countryside we are happy for every newcomer, because it is promising for the entire rural
area.” (R.H., 2022)

When it comes to the possible integration of newcomers into rural communities, the interviews do not note significant conflicts or
inequalities that arise as a result of population restructuring. Perhaps this is because the lack of people and other resources in the countryside
has been so great until now that local governments and communities value anyone who is ready to invest their various resources in the
development of the respective place: “New working people who declare their place of residence in the county are those who supplement the
county budget; the same with companies. But that's not all; young people are really inspiring, because they spread a lot of innovative ideas,
new companies are often formed already during school. New people, new ideas, new growth”. (M.S., 2020) Representatives of local
governments also note the fact that several settlements and counties have become recognizable and popular directly as a result of the
newcomers’ activities: “During these years, the family has successfully found its niche in business, developing hemp cultivation and producing
everything possible that can be produced from hemp. For this family, the municipality created a 1 km long access road to the property. We are
unequivocally grateful to this family for their contribution to the promotion of the county.”(J.V., 2021)

Evaluating the current and researched situation in Latvian countryside in the context of newcomers, it must be said that newcomers are
considered important drivers of rural development/revitalization. Therefore, the discussion on how to support and strengthen newcomers so
that "they don't burn out" is encouraged. On the other hand, even more support and attention is needed to strengthen joint cooperation between
local residents and newcomers: “A good example is when a newcomer does not disrupt what already exists, but integrates and expands it”.
(J.D., 2022) 1t is this aspect that is considered the main resource for future development: strengthening social ties between all people and
institutions living in the respective territory in order to jointly achieve the creation of a unified rural policy, infrastructure improvements in
rural areas.
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Conclusions, proposals, recommendations

1. The situation found within the framework of the conducted research confirms the experience of successful use of the economic and social
potential of newcomers in the rural areas of Latvia.

2. The motivation to move to the countryside varies, and the desire to start one's own business can be more or less conscious. At the same
time, typical paths can be observed that describe the situation of newcomers and their integration into the local community. Namely, certain
economic or social activities cause a chain reaction, attracting cooperation partners, enabling the development of technological and social
innovations.

3. Newcomers are a significant human resource asset for any rural community, especially in remote and depopulated rural areas.

4. The vision, knowledge, skills and experience of newcomers enrich and empower local communities, contribute to the spread of remote
work in the countryside, the creation of new economic practices, the development and recognition of places/territories.

5. The borders of the community are permeable, social agents of local, national and international scale can be involved in it. Theoretically, it
is possible for every newcomer to be integrated into the local society and find his or her niche of economic and social activities.

6. The countryside attracts remote workers, as a result of which the rural employment structure changes. The countryside as itself is in the
middle of the process of restructuring; newcomers are considered as a perspective through which explore and analyse economic and social
changes in countryside.
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Abstract. In most democratic countries the civil society involvement in city planning and development plays important role, the decision-
making process should be transparent and focused on society involvement. It reveals the growing need for the urban communication
improvement and especially in digital field. Municipalities are facing the challenge how to create inclusive urban communication model where
the interests of citizens, industry professionals and developers would be respected. The aim of this paper is to study the urban communication
cases from science literature and to do research about existing urban communication practices in Riga, Vilnius and Tallin. The purpose of this
paper is to develop recommendations how to improve urban communication practice and rise civil society involvement in city planning and
development. In order to achieve the objective of the study, various research methods were used: 1) scientific literature review; 2) qualitative
and quantitative research methods: expert interview, comparative analysis, descriptive and inferential statistics analyses. Main conclusions: 1)
public consultation internet portals facilitate the civil society involvement in city planning; 2) the contradictory development proposals attracts
the biggest society interest; 3) the laws and municipal regulations impacts public participation level; 4) urban consultation process must include
the complex communication tools to avoid disproportion of one’s groups interest dominance and the focus must be on digital solutions.

Keywords: Urban communication, Urban public, public consultation, citizen participation, city planning and development.
JEL code: R58
Introduction

Today, around 57% of the world’s population — 4.4 billion inhabitants — live in cities, according to the World Bank data (2021). If we are
looking at the Baltics — 68% of population in Latvia, 69% in Estonia and 68% in Lithuania live in cities (2021). The urbanisation is a growing
trend and by the year 2050 nearly 7 of 10 people will live in cities. This puts significant pressure on urban planning, as every built-up area
affects the population for generations to come. To tackle this problem urban communication plays a very important role — cities cannot afford
to develop while ignoring the interests of residents, every square meter of land that is built-up-area in the city must be discussed and focused
on sustainable city development. Urban communication plays an important role in sustainable city planning and development (Flyvbjerg, 2012;
Hardwick, 2012; Cohen, Wiek, 2017), it helps to rise the dialogue between city politicians, bureaucrats, city developers, investors, and citizens
and especially the neighbourhood. The meaningful and trustful dialogue proceeds to better future solutions and city development.

In the Baltic States, urban communication has not been studied and publicly discussed, the discussions were only in comprehensive format
about the necessity to rise society’s participation in political process, but without focusing on how to improve urban communication process.
During the last years there have been more and more publicly visible protests of grass-roots activists against some development projects,
against planned changes in territory planning or against the planned tree cut, etc. But still there were no studies and discussions about the role
of urban communication in public consultations process and sustainable city development with inclusive policy regarding citizens, and
especially neighbourhood.

The aim of this paper is to study the urban communication practices and develop proposals for improving the urban communication of
municipalities in the context of city development and territory planning, based on theoretical findings about the role of urban communication
in city development and analysis of public consultation practices in Riga, Vilnius, and Tallinn. Theoretical studies answer the question how
urban communication process in city planning and development could be improved? What kind of factors influence public participation level?
And what are the main mistakes of local governance in the urban communication process? Are there any real possibilities to make public
participation inclusive and sustainable and how it could benefit a competitive and sustainable city development in the future?

A hypothesis has been put forward for the research: the urban communication in city planning and project development depends on local
regulations and laws as well as on provided digital solutions for society involvement in public consultation process.

The following research has been done to answer the questions and prove the hypothesis:

1. The study of theoretical literature and analysis of case studies.
2. The collection and analysis of statistical data about public consultations in Riga, Vilnius, and Tallinn during the period from January 1,

2020, till November 1, 2022.

3. The analysis of transparency and convenience of online tools used in public participation process in Riga, Vilnius, and Tallinn
municipalities.

4. The review of scientific literature and obtained data from Riga, Vilnius, and Tallinn municipalities, to develop proposals for further
improvements in urban communication process in sustainable and inclusive city development.

This article represents the starting point of urban communication process analysis in Riga, Vilnius and Tallinn city planning and project
development. It presents the findings about public consultations online processes in the three Baltic capitals and will help to develop a roadmap
for an effective urban communication process organization in the future.

Literature Review

Urban communication is a relatively new discipline in scientific literature. The pioneer was Richard Meier, who first started to research the
role of urban communication in city development in his book “A Communications Theory of Urban Growth”. Meier considered that urban
communication development and growth of cities are closely related. He didn’t claim that economic factors and business innovations are more
important than urban communication in city development but stated that knowledge of urban communication is one of the key factors
influencing the growth of a city. Even though there was no Internet and social media in 1960s, Meier pointed out that there should be a solution
for the excessive amount of information overloading urbanites and saw it as one of the biggest challenges in healthful development of cities.

Obviously, the noise and overload of messages is one of the critical issues in the quality of communication, which was described by such
classics of communication science as Wilbur Schramm, Claude E. Shannon, Charles E. Osgood (Schramm, 1954; Shannon, 1948;
Osgood,1954). With the growing role of the Internet and social media in urban communication, the tension of interests between urban economic
developers and grassroot activists increases (Sussman, 2012). The biggest challenges are limited opportunities to communicate emotions in
digital environment by using tone of voice, mimicry, gestures, touches — emotion-creating forms of communication used in face-to-face
communication, characteristics (Hogg, Graham, 2014; Praude, Salkovska 2015). Thus, signalling to the other party that I share your feelings,
or [ hear your concerns, etc. Nevertheless, the convenience and choice of online tools is the future of urban communication and there should
be found effective solutions how to replace non-verbal communication elements in digital environment.
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Since 1960s, there have been many new studies about the role of urban communication in city development and regional and global
competitiveness, and, no doubt, cities fiercely compete to attract the attention of global and regional investment flows (Holcomb, 1981;
Beauregard, 1981; Harvey, 1989, Davis; 1999, Gibson; 2004, Lowes; 2007, Logan, 1987; Molotch, 1987). Aspects of regional development
are examined by the author Biruta Sloka (Sloka ez al. 2019; Sloka, Vilcina 2009).

Efforts have been made to define the concept of urban communication, but there is a widely held belief that no single definition can
accurately capture the complex intellectual and procedural aspects that distinguish this field of study. (Aiello, Tosoni, 2016). The authors
Aiello and Tosoni (Aiello, Tosoni, 2016) discuss three conceptual heuristics the city as context, the city as medium, the city as content. Urban
governance and urban communication reflect the political reality (Oakley, 2007), and it includes economic, cultural, and social fields. It is a
manner of intervention, a medium that uses space of the city as a communication tool (Sakakibara, 2011) — starting from graffiti art as a form
of self-expression and format of social communication, even though it is illegal (Deutsch, 1998); the city architecture and design is another
important form of urban communication; the vibrant art life is an important part of urbanism (Miles, 2004); specific urban communication
forms which are characteristic to different cultural identities based on race, gender, age, sexual orientation who live in different city areas
(Squires, Kubrin, 2005); and finally the communication between citizens, grassroot activists and politicians, bureaucrats, quasi-public agencies
and investors, developers, city planners, etc. (Gleeson, 2001; Gleeson, Darbas, 2004; Lawson, 2004). City planning cannot move without
communication (Selle, 2005). Urban communication addresses the synthesis of political-economic and cultural policy to explore the conflicts
of interests between different stakeholder groups in the city (Flyvbjerg, 2012), the tensions in communication between citizens and city
developers attract media attention, and this factor is particularly facilitated by social media. The sustainable development of cities is influenced
by the successful creation of a dialogue between city development planners, development project implementers and residents, as emphasized
by Colleen Hardwick, Miguel Amado, Catarina Vitorino, E.B.Moura, Vitor G. da Silva, (Hardwick, 2012; Amado, Santos, Moura, Silva,
2019). Researchers Matthew Cohen and Arnim Wiek (Cohen, Wiek, 2017), identify six problem factors in the successful provision of citizen
participation: institutional support; person’s individual circumstances; previous negative experience, lack of knowledge and skills; insufficient
level of awareness of the population about sustainable development; the population lacks the knowledge to follow the complexities of expert
discussion. Ensuring transparency and citizens' involvement in the discussion of development projects is an integral part of a democratic society
(Flyvbjerg, 2012; Mieg, Topfer, 2013). The authors agree that important part of sustainable urban communication is involvement of civil
society and transparency of the city development process.

As civil society develops, the influence of citizens is growing significantly. Civil society contributes to national and local policy planning,
the local community plays an important role in public discussions of neighbourhood development projects, especially on municipal level. A
good practice in local governance is the creation of civil councils where representatives of civil society set up priorities in transportation, public
safety, health, cultural life, etc. (Hall, 2002; Evans, Joas, Sundback, Theobald, 2006). The political issues where local community can contribute
include all spheres of political agenda, and we can distinguish three biggest categories: cultural life, social issues, and economic development.
The urban communication is integral to all three spheres: be it cultural and art life with unique urban characteristics to the city or social customs
which are common to different social, ethical, racial groups or other groups in the city, or social-economic relations and communication
patterns characteristic to the city. This paper will focus on urban communication patterns in social-economic context and especially analyse
what are these factors that impact the quality of public participation in public consultations process and sustainable city development.

Sustainable practice on municipal development level determines inclusive urban communication with citizens. Most commonly public
participation in city planning and development is regulated by law or municipal regulations. The law or local regulations determine the criteria
when the public deliberation process before the city development projects and building permit insurance is mandatory. The level of public
engagement and the democratization of policy making can differ quite a lot even between democratic countries, starting from formalism to
essential civil society involvement. The authors will look further and analyse the public participation level in three Baltic capitals.

In the authors’ paper, quantitative and qualitative research method was used in order to achieve the objective of the study. For the study,
the authors approached Riga, Vilnius and Tallinn municipalities city planning and architecture departments for information support about
publicly available official databases with the register of public consultations. (The list of public databases is published in the bibliography.)
The authors performed a descriptive and inferential statistical analysis to find meaningful patterns and trends of public participation process
during the period from January 1, 2020, till November 1, 2022. Moreover, the authors conducted an expert interview among Riga city officials
who possess substantial experience in engaging residents of Riga in public consultation regarding city planning and development. The authors
conducted open-ended interviews with Inese Andersone, the Chairwoman of the Riga City Development Committee and leader of the Riga
neighbourhood development commission, as well as Gvido Princis, the former architect of Riga (2012-2022), who has substantial expertise in
the involvement of neighbourhoods and civil society in city planning and development.

1.The analysis of transparency and convenience of online tools used in public participation process
in Riga, Vilnius, and Tallinn

The positive fact is Riga and Vilnius have online databases where information about public consultation processes is published and everyone
can easily follow the process. Tallinn do not have public consultation online database, but Tallinn city portal contains all announcements about
comprehensive plans (iildplaneering), detailed spatial plans (detailplaneering) and building design specifications (projekteerimistingimused)
which will include information about public discussions, but there is no search option for the public consultations, and this makes public
participation process complicated.

Riga and Vilnius involve civil society and especially neighbourhood in public consultation process via online tools and direct consultation
meetings as well. This is a clear signal that municipalities are working on public inclusion process which is an important part of successful
urban communication. In Tallinn case the situation is different, the published documents about building design specifications (which inlude
information about public consulatation process) states that in most cases citizens have to visit in person municipality to get access to the
documents and to participate in public disussions. All three capitals Riga, Vilnius and Tallin offer information about public consultation process
only in Latvian, Lithuanian or Estonian languages which serve local citizens, but do not support the goal of being transparent and open to the
potential foreign investors and developers. Even though the modern technologies solve the problem with automatic translation very well, it is

ELINNT3

almost impossible to find these databases if you use English keywords like “public involvement in city planning in Vilnius”, “public
consultation in Riga”, “public participation in Tallinn” and similar combinations of keywords.

The next important observation was that databases provide only a part of the important information about public participation level (Table
1). Neither in Vilnius, Riga and Tallin databases provide information about results of public consultation process —how many citizens supported
the initiative and how many were against it? The public opinion votes in support or against development project initiative is one of the criteria
how the society can express its views. A good urban communication practice would mean that voting results and suggested proposals from the
citizens should be easily publicly available. Also, it is not a good practice to create two or more overlapping databases, like for example Riga

municipality done. Riga has another one database that belongs to Riga City Council Development Department and offers more detailed
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information about development projects than the central database, but you can find the information in this data base only if you know the
precise address of the object and this database does not publish the full list of public consultations. Therefore, authors do not evaluate this
database as such who satisfies the need for transparency as it does not publish the full list of public consultations. This is a good attempt to
make the public consultation process more transparent, yet improvements must be done, and two separate data bases have to be linked together.
The main database of public consultations in Riga city is more transparent as it provides the total number of expressed opinions in each
public consultation case. In comparison, database of Vilnius does not provide such an important information which indicates the level of public
relevance and sensitivity of development project initiatives, and Tallin do not provide any statistics at all. Unfortunately, the authors can only
assume that the cases which attracted the biggest interest from the society were most sensitive and most probably the society has an opposite
view on the proposed project development. The authors do not have online access to minutes where public voting and expressed opinion results
were documented, the only information what was online published that these development projects included plan of number of tree cuts. The
analysis indicated that all public consultations with the highest rate of public participation were related to the development proposals which
included tree cut permissions.
To compare the transparency and convenience of public participation in all three Baltic capitals, the authors created a table where public
participation via online portals is compared and get a score depending on the services and information provided (Table 1).
Table 1
Comparison of transparency and convenience of online tools used in
public participation process in Riga, Vilnius, and Tallinn

Service and information provided by eRiga.lv, Vilnius.It, and Riga Vilnius Tallinn
Tallinn.ee portals eRiga.lv Vilnius.It tallinn.ee
1. The whole list of open public consultations YES YES YES
2. Archive - closed public consultations. YES YES NO
3. Opportunity - to express citizen’s opinion online YES YES NO
4. Public consultation discussion is available in online format YES YES NO
5. Archive of person’s expressed opinions in past YES NO NO
6. Visualisations of the proposed development project NO YES NO
7. Statistics — total number of expressed opinions is publicly seen YES NO NO
8. Detailed statistics about voting results— how many citizens voted in NO NO NO
support and how many voted against the proposal
9. Municipality decisions after the public consultation process is closed NO* YES NO
10. Information besides national language is also in English NO NO NO
Total Score 6 6 1
Maximum score is 10 points. Each “YES” counts as 1 point

Source: authors’ construction based on analyses of Riga, Vilnius and Tallin official internet portals: eRiga.lv, Vilnius.lt, Tallinn.ee.
*The information about the results of public consultation process and decisions taken by Riga municipality is published in another online portal
www.rdpad.lv/Mekletaji/apspriesanas/, but it does not provide the whole list of projects, instead you have to enter specific address or keyword.

Since Tallinn do have online public consultation portal where citizens could express their opinion, it gets the lowest score. We can see from
Table 1 that all Riga and Vilnius have similar score — 6 from 10, which means that they have created online portals that support public
participation process, but many improvements still should be done to make it more user friendly and transparent unless the local government
wants to involve the society in urban development process just formally.

2.Public participation level in Riga, Tallinn, and Vilnius during the period
from January 1, 2020, till November 1, 2022

To analyse the public participation levels in Riga, Tallinn, and Vilnius the authors collected statistical data from online public registers in

Riga, Tallinn, and Vilnius about public consultations on development projects proposals.
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Fig. 1. Number of public consultations in Riga, Vilnius, and Tallinn on development project proposals

The results show significant differences between Vilnius and two other capitals Riga and Tallinn, as Vilnius has public consultations rates
more than 5 to even more than 10 times higher than Riga and Tallinn (Figure 1). If we compare the number of residents in 2021, then we see
that Riga has even a slightly bigger population: 627,763 in Riga and 539,978 in Vilnius, Tallinn 448,770 (World Population Review, 2022).

This led the authors to further question: why has Riga more than ten times smaller public participation rate than Vilnius? One of the answers
is the difference in laws and regulations between Riga, Tallinn, and Vilnius. Lithuanian laws and Vilnius municipal regulations determine a
wider scope of situations when public consultations are mandatory. Riga city had a different approach. There are fewer cases stated by laws
and regulations, but instead Riga city actively works with neighbourhood organizations and involves neighbourhood representatives in city
planning and development discussions. Riga municipality has created an official Riga neighbourhood development commission with the aim
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of creating a more professionally oriented dialog between the municipality and neighbourhoods. These consultations are not included into
online database.

3.Results of research on public participation activity in Riga city
Only Riga published the number of residents who participated in public consultation process. To analyse the citizens participation level in
public consultations about project development proposals in Riga city the authors did statistical data analyses about public activity in public
consultations in Riga city from January 1, 2020, till November 1, 2022.
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Fig. 2. Number of public consultations and public activity in Riga city January 1, 2020, till November 1, 2022

The analysis of Riga’s 134 public consultation results (from January 1, 2020, till November 1, 2022.) shows a dominant tendency: 82.34%
of all the consultations had just 0 — 50 participants. Only 16.42% had 51- 350 participants and there was one extra case with 823 participants
(Figure 2). This was the public consultation about 28 lime tree cut permits because of Brasa overpass reconstruction project. The results show
that the high interest from the society is only in limited cases studies and all these cases where related to tree cut permits according to detailed
data analysis in Riga city public database. In a majority of cases the public interest does not exceed 50 citizens, which indicates that these are
very local cases.

Due to fact that most of the public consultations do not exceed 50 participants the authors decided to look in more detail and to analyse
exact level of citizens activity in public consultations about development project proposals in Riga. The authors analysed the participation level
in the group from 0 - 50 participants from January 1, 2020, till November 1, 2022.
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Fig. 3. Participation level analyses in the group from 0 - 50 participants from January 1, 2020, till November 1, 2022

Figure 3 shows more detailed information about the group size of 0 to 50 participation activity level. Detailed analysis reveals that in most
cases - 65.77% (73 cases from 111 public consultations in group size 0 — 50 participants) the participation level was even smaller — 0-5 people.
The results indicate the low level of interest from civil society and leads to the question how to improve the urban communication process and
do municipalities need to strive for quantity or a better focus on quality like work with neighbourhood organizations which can more
dedicatedly represent the interests of local community.

4. Results of interviews with experts

The authors conducted interviews with Riga City Development Committee Chairwoman Inese Andersone, who also leads the Riga
neighbourhood development commission, and Riga city’s former architect Gvido Princis.

The results of interviews with experts G. Princis and I. Andersone indicated that it is even more important than quantity to reach the quality
of the discussion between experts, neighbourhood representatives, investors, and municipality. The simple voting system on the municipality’s
online portal serves only partly to the necessity of civil society involvement and development of urban communication. The development
projects could face very complex problems and to organize a qualitative dialogue with the aim to finding the best solution for the interests of
all stakeholders it is crucial that the participants are ready to invest personal time into discussion process and have the necessary knowledge
and understanding about sustainable urban development. For this, the best suits a mix of public involvement instruments starting from
consultative councils or commissions where all stakeholders are represented and even more important are innovative IT solutions which provide
easily accessible information and transparency about planned development projects.

5. Key findings from the scientific literature studies about the best and worst practices in urban communication

Examples from many countries of the world have been analysed in the scientific literature, however, the authors chose the most suitable
works for the Baltic region, whose experience and practice can be applied to our region as well.

The first author is Bent Flyvbjerg, who researched real history of corrupt city planning in his hometown, Aalborg, Denmark (Flyvbjerg,
2012). The next author is Colleen Hardwick, she studied the best public consultation practices and local area planning initiatives in the city of
Vancouver (Hardwick, 2012). And finally, Matthew Cohen and Arnim Wiek researched 24 case studies around the word and studied typical
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misalignments between the public participation process and the local context, including the lack of policy maker support, adverse personal

circumstances of participants, low collaborative capacity, and mistrust, among others (Cohen, Wiek, 2017).

The example of Aalborg, Denmark, with corrupt political leadership that ignored the interests of the citizens, proves that an effective
solution is the involvement of the media and the use of social media to raise awareness and create public pressure on politicians in order to
improve city planning and development processes. Experiments with attracting media attention prove that journalists and public greatly reflect
to “tension points” of potential conflicts between residents and city governance, which further leads to changes in policy (Flyvbjerg, 2012).
However, media and public attention do not solve all problems. Reaching a consensus between stakeholders is a very complicated and resource
consuming communication process. Too often consensus is an illusion created by disregarding power and true consensus is rare in matters of
large-scale policy and planning (Flyvbjerg, 2012).

The city of Vancouver has invested into the research to find the effective ways how to involve civic society in city planning and
development. Vancouver follows the principle that fully involving its citizenry is core to its success. But nevertheless, even if there is political
will to involve the citizens in city planning and development, the practical side is rather complicated and to date the engagement methods do
not achieve genuine participation in city planning (Hardwick, 2012). Also, there is still lot of criticism about the public involvement in city
planning from professionals and this will be discussed later in this paper. The two main conclusions from the Vancouver experience and from
23 global case studies done by Matthew Cohen and Arnim Wiek, (Cohen, Wiek, 2017), which are applicable to the Baltic States, are:

o The public hearing as a primary tool for participation is losing its relevance with an increasing popularity of the internet and social media.
This experience is fully applicable to the Baltic States, where according to the World Bank data in 2020 - 89% of population in Latvia and
Estonia, and 83% in Lithuania are using the internet.

e Participating in time consuming meetings and hearings has become very difficult in terms of cost of time and transportation. Especially for
individuals with tight time schedule like students, young parents, professionals. This makes public hearings easily manipulated or at least
less objective because there will represent only a part of the civic society voice, either those who represent specific interests and therefore
invest their resources and attend meeting or those who have much more free time, like, for example retired people (Hardwick, 2012; Cohen,
Wiek, 2017).

o The future must focus of online public consultation and develop user friendly online solutions (Hardwick, 2012; Cohen, Wiek, 2017). This
is the way Riga and Vilnius are also following by providing open databases about public consultations and giving access to other city
planning documentation. The identity verification is an important steppingstone for public involvement via online tools. This gives an
opportunity to express the opinion electronically and for the municipality it is easy to verify the identity of the person.

6. Key criteria that affect urban communication and public invelvement

Urban communication is a complex process which very much depends on local governance motivation to involve civil society in city
planning and development. The authors have developed the key criteria which are the most important in urban communication based on
scientific research results (Hardwick, 2012; Cohen, Wiek, 2017).

1) Institutional support is very important
Without institutional support the involvement of local society in city planning and development process is not possible (Cohen, Wiek,
2017). And this could lead to conflict situations between society, municipality and investors or developers.

2) The previous negative experience impacts the future
The previous negative experience in public consultation process, like, for example, situations where public opinion at the end was not
respected by the municipality and developers, will reduce trust in the future public consultation process. Therefore, it is very important not
to ignore the expressed public opinion.

3) Give an equal voice to all groups
Certain groups of people have more time to participate in public consultations process, while others have no time to invest in public
activities and their voices will not be heard. It is important to use a mix of urban communication methods to wind out the opinion on all
groups in the neighbourhood.

4) To be time efficient
One of the biggest criticisms is an opinion that public consultation process is extremely time consuming and even time wasting. Avoid long
hours of discussions, stick to schedule, use data analysis, and mix of different urban communication tools to be efficient in conducting
public opinion and finding consensus between different interest groups.

5) Lack of experience can question the quality of citizens’ participation
In many cases cities face challenging problems that are not easily solved without professional knowledge. The public lacks expertise and

quite often it becomes too complicated to understand the professional discussion and even more complicated to participate in it in a meaningful

way. In such a situation the public can be consulted, but the final decision should be left to experts. The task of politicians is to monitor that
public interests are respected.

The authors’ hypothesis for the research that “the urban communication in city planning and project development depends on local
regulations and laws as well as on provided digital solutions for society involvement in public consultation process” has been proved by the
conducted research data and the scientific literature case study about urban communication practices around the world.

Conclusions, proposals, recommendations

After the analysis of existing urban communication practices in Riga, Tallinn and Vilnius and studying scientific literature about urban
communication practices around the world, the authors have developed key recommendations based on research findings for a better urban
communication practice in the Baltics.

Key conclusions
1. Riga and Vilnius have both developed in digital public consultation portals, which facilitates the civil society involvement in city planning

and improves urban communication process. Tallinn does not have a digital online public consultation portal.

2. The results of the experts’ interviews indicated that besides the online portals where public can follow and participate in public consultation
process there must be more complex solutions for civil society involvement if the city really is interested in public feedback. The
involvement of neighborhood representatives in consulting commissions is one of the solutions that works well.

3. The laws and municipal regulations influence the participation level very much.

4. The public participation level in urban communication in most cases is from 0 to 5 participants in Riga (there are no data about Vilnius and
Tallinn), which is rather low and signals that either the information about public consultation does not reach the target audience or there
are other factors like lack of time or other. It needs to be researched further.

5. The public consultation cases with the highest participation rate show that all these cases are related to tree cut issues which leads to
conclusion that people are more active when they disagree with the proposed solution.
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Proposals how to improve urban communication

Add ‘public consultation’ category to the city’s official portal and standardize it.

Do not make several online portals who overlap, connect them, and make user friendly.

Add visualisations about planned development projects.

Inform and notify. Add an online notification system based on citizens’ physical address, this will help to reach the target audience and

avoid the problem of citizens missing information about public consultations.

5. Collect feedback. Organize discussion forums, conduct polls and surveys, and address the target audience from neighbourhood to avoid
distortion of responses in case of too wide sample of respondents. Use focus groups where neighbourhood members are represented.

6. Create a virtual meeting room to increase the accessibility and reach those who have no time to attend neighbourhood consultation
committees in person.

L=
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Abstract. The purpose of this study is to analyze the determinants of financial development for emerging markets and the main focus of
the study is to explore which factors affect financial development and economic growth in developing countries, and what impact these factors
have on the financial development of these emerging markets.

For the design of this study, quantitative methods were applied through secondary data that were collected and processed from the annual
statistical reports of the World Bank, the International Monetary Fund, the OECD, the European Central Bank, Eurostat, etc. Whereas, in the
analysis part of the literature review, many scientific studies of different authors have been analyzed that have researched the topic of financial
development in the economies of different countries. This study includes data for a period of 16 years (2005 - 2020) which will be analyzed
through panel econometric models.

Based on the econometric results of this study, we can conclude that non-performing loans, natural resources, market liberalization, GDP
per capita, inflation and interest rates have a statistically significant impact on the financial development of emerging markets by determining
the amount of broad money and the volume of bank loans and deposits in the financial systems of these countries.

The empirical results of this study will serve as good scientific and empirical evidence for future studies that will be carried out in the field
of financial development and economic growth, but also as practical evidence for the governments of different countries of the world in function
of the drafting of strategic macroeconomic policies which will positively affect the financial development of emerging markets.

This paper presents real and consistent results in relation to relevant conclusions. The analyzed period (2005-2020) is a convincing period
for drawing competent conclusions and recommendations.

Keywords: financial development, economic growth, broad money, deposits, loans.
JEL code: G21, B22, E44, N2, O11
Introduction

When it comes to financial development and the determining factors of financial development, it should be known that these play a very
large role within a country. Financial development is the one that has a great impact on the part of economic development of a country, therefore
a great importance should be given to this part. Financial development includes the development of the banking system as well as the
restructuring of the financial market, which is a very important element, it also claims the economic financing of a country in the best possible
way, the rational distribution of resources and the diversification of risk which is a quite important element. Conversely, a financial system
that is not well structured reduces the chances of financing and developing the economy, affects the strengthening of financial oppression and
encourages the part of speculation (Khalfaoui, 2015).

The development of a financial system in the proper way is a cornerstone of economic development. The stages of development and the
share of the financial sector are key elements that distinguish are developing and developed economies. The financial system is a very important
element of a country's economy, because it is responsible for the distribution of resources in a rational way. Well-functioning financial
intermediaries can positively influence economic development through various channels such as: reducing inflation and transactions,
improving resource allocation, increasing savings rates and promoting the development of markets and instruments that enable risk sharing
and facilitate economic growth (Elsherif, 2015).

Financial development is an important process that ensures improvement in the quantity, quality and efficiency of financial intermediation
services. It is measured as domestic credit to the private sector as a percentage of Gross Domestic Product (GDP) (Takyi et al, 2013). In general,
financial development is defined as increasing the efficiency of the allocation of financial resources and the monitoring of capital projects,
through encouraging competition and increasing the importance of the financial system. It is known that the size, structure and efficiency of a
financial system determines financial development. Financial development of a country occurs when financial instruments, markets and
intermediaries restructure the effects of information, implementation and transaction costs. A financial sector that is well developed and
functions efficiently and effectively plays a major role in the economic development of a country. Starting from what financial development
affects the economy, its development and direction, it is important to investigate and understand the factors that determine it (Huang, 2006).

Determining factors of financial development there are a large number of factors or variables that affect financial development, each of
them has an importance in the financial development of a country where their impact can be positive or negative. Some of the variables that
influence financial development are: GDP per capita, inflation, interest rate, natural resources, problem loans, open economy, human capital,
government borrowing, investment rate, bank deposits, economic growth, level of income, population level and religious, linguistic and ethnic
characteristics. The correlation between financial development and economic growth in an economy, especially in developing countries has
important political implications in financial sector reforms (Aziakpono, 2011). Financial development is part of the private sector development
strategy to stimulate economic growth and poverty reduction. Economic growth is one of the main benefits associated with financial
development. Quite a large number of researchers have shown that financial development leads to economic growth through means such as
savings, capital accumulation, technology and foreign capital (Benyah, 2010).

Literature Review

Financial development can be defined as increasing the efficiency of the distribution of financial resources and the monitoring of capital
and investment projects, by encouraging competition and increasing the importance of the financial system (Huang, 2006). The size, structure
and efficiency of a financial system determines economic development. One of the ways we can tell if there is such a development is through
market liberalization and financial liberalization, which is a process that protects inefficient financial institutions and creates pressure for the
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financial infrastructure to be reformed, thus leading to a sustainable financial system. This form increases access to finance as information
asymmetry can be mitigated while adverse selection and moral hazard will be reduced.

The factors that determine the success of financial development usually depend on a stable macroeconomic environment, a proper regulation
of the banking system of each country, an efficient, legal and institutional financial market. The rate of savings and high investment are not
the only guarantee of the success of a financial system, the case of the disappearance of the Soviet Union, in which savings and investment
were important, but were not used efficiently and properly, confirms the result not good that was achieved from this case. Thus, a country's
financial system plays a key role in ensuring that savings are invested in an optimal, appropriate, well-analysed and less risky way (Khalfaoui,
2015).

The early literature on financial development can be traced back to McKinnon (1973) and Shaw (1973), who argued that financial
development can be hindered in its operation by various constraints that can be imposed by government on finacial systems such as interest
rates, price ceilings, credit programs, reserve and liquidity requirements and these can adversely affect the quality and quantity of investment
(McKinnon, 1973; Shaw, 1973).

Guiso et al, (2000) discussed the important role that social capital has in financial development. In areas of the country with high levels of
social trust, households invest less in cash and more in stocks, use more checks, have higher access to institutional credit, and use less informal
credit. In these areas, firms also have more access to credit and are more likely to have multiple shareholders.

According to the authors Takyi and Obeng who studied the determinants of financial development in Ghana, using quarterly data from
1988-2010, they found in their study that there is a strong relationship between trade openness of financial development, inflation, per capita
income, reserve requirements and government borrowing. The results show that trade openness and per capita income are significant. Inflation,
interest rate and reserve requirement have negative effects on financial development in both short term and long term, indicating that these
variables negatively affect financial development in Ghana (Takyi and Obeng, 2013).

Based on the authors Ductor & Grechyna (2015) who in their research analyzed the interdependence between financial development and
real sector production and the effect on economic growth. They used panel data from 101 developed and developing countries during the period
1970-2010, from the results it is shown that the effect of financial development on economic growth depends on the growth of private credit
compared to the real growth of production. The results also suggest that the effect of financial development on economic growth becomes
negative, if there is a rapid increase in private credit, which is not accompanied by an increase in real production (Ductor & Grechyna, 2015).

According to Valickova, et al that through a study that used a meta-analysis of 67 empirical studies finds that financial development is
strongly related to economic growth. It was discovered there that the development of the financial sector plays an important role in economic
development. The development of the financial sector promotes economic growth through capital accumulation and technological
improvement thus increasing the rate of savings, providing information about investments, optimizing the allocation of capital, pooling savings
and facilitating and encouraging inflows of foreign capital (Valickova, et al, 2015).

Financial development consists of multiple aspects, policies and institutions that lead a country towards monetary intermediation and
efficient and stable markets, as well as deep penetration into the economy. Seetanah (2009) emphasized the role of financial development in
promoting economic growth. He in his study also emphasized the importance of factors that promote financial development. Past empirical
evidence has proven that financial development is influenced by many factors and by analyzing the methodologies of past researchers it would
be useful to conclude that financial development has a positive impact on economic growth (Seetanah, 2009).

Law and Demetriades (2006) used several dynamic models to identify the determinants of financial development. 43 countries were
analyzed for the time period of 21 years from 1980 to 2001. From the analysis of the study we come to the conclusion that market liberalization,
investment rate, interest rate is the most effective determinants of financial development. Furthermore, the results derived from the analysis
proved that trade and market capitalization played a more efficient role in promoting the financial development of middle-income countries,
but less efficient in low-income countries.

Bist and Read (2018) investigated the long-run relationship between financial development and economic growth using panel data
cointegration analysis in 16 selected low-income countries using annual time series data from 1995 to 2014. Result of dynamic OLS estimation
shows that financial development has a significant positive effect on economic growth.

De Gregorio and Guidotti (1995) analyzed and explained financial development at two levels. According to them, financial development
is the most appropriate reason for the growth and improvement of financial services that affect economic growth, while on the other hand,
financial development is offered as a replacement for the administration of the financial part.

According to the author Romer (1986-1990), during the research he emphasized that the new economic theories raised in the economic
aspect gave a new impetus to the connection between economic growth and financial development, being connected by the fact that the behavior
of savings directly influences the equilibrium level of income, as well as that of economic growth, reflecting here a connection that exists
between economic growth and financial development (Greenwood and Jovanovic, 1990) and (Bencivenga and Smith, 1990).

Scientific research methodology and econometric model specification

The main purpose of this study is to analyze the determinants of financial development for developing economies. The data that will be
used in this research are secondary data obtained from the World Bank, the International Monetary Fund, the OECD, the European Central
Bank, Eurostat, etc. Likewise, during the research process, the empirical findings of studies by different authors regarding the determinants of
financial development were analyzed. This study includes panel data for a period of 16 years (2005 - 2020) which will be analyzed through
econometric models. The main importance of this paper lies in the fact that it will be aimed to present real and sustainable results to obtain an
answer regarding the determinants of financial development in developing countries. The number of developing countries included in this
study is 15.

Authors such as Badeeb and Lean (2017), Takyi and Obeng (2013), Benyah (2010), Ductor & Grechyna (2015), Adamu and Kargbo (2011),
Khan, Qayyum and Sheikh (2005), La Porta, Silanes and Shcleifer (2002) and many other authors analyzed in their studies the determinants
of financial development and economic growth.

95



UNIVERSITY OF LATVIA
FACULTY OF BUSINESS,
MANAGEMENT

AND ECONOMICS

The developing countries analyzed in this research are: Brazil, Sierra Leone, Costa Rica, Jamaica, Egypt, Morocco, China, Indonesia,
Thailand, Turkey, Chile, Ghana, Pakistan, Bolivia and Colombia. Through the panel data that have been applied in this study and the included
variables, three econometric models have been built and separate hypotheses have been raised for each model. The verification of the validity
of the hypotheses of this study was carried out by applying the following statistical tests: linear regression, random effect, fixed effect, Hausman
- Taylor Regression, GMM Model - Arellano Bond Estimation, Generalized Estimating Equations (GEE Model), ARCH — GARCH Model
and Nelson's E- GARCH Model.

Research Questions:

1. How have GDP per capita, interest rates, inflation, non-performing loans, natural resources and market liberalization affected the broad
money of emerging markets?

2. What effect has GDP per capita, interest rates, inflation, non-performing loans, natural resources and market liberalization had on bank
loans in emerging markets?

3. What is the impact of GDP per capita, interest rates, inflation, non-performing loans, natural resources and market liberalization on bank
deposits in emerging markets?

The hypotheses of this study are as follows:

H1: Non-performing loans, natural resources and inflation have negatively affected the broad money of emerging markets.

H2: GDP per capita, interest rates and market liberalization have positively influenced the broad money of emerging markets.

H3: Non-performing loans, natural resources, inflation and interest rates have negatively affected bank loans in emerging markets.

H4: GDP per capita and market liberalization have positively influenced bank loans in emerging markets.

HS5: Non-performing loans, GDP per capita, inflation and interest rates have had a positive impact on bank deposits in emerging markets.

H6: Natural resources and market liberalization have adversely affected bank deposits in bank deposits of emerging markets.

For testing the hypotheses, quantitative methods were applied based on secondary data. To analyze the determinants of financial
development, it is necessary to take into account many other factors that explain the factors of financial development. For the specification of
the econometric model, we are based on several studies by different authors who have analyzed research similar to ours.

Table 1
Description of variables included in econometric model
Variables Variable Description Data Source
Dependent variable (Y1) Broad Money (M2) World Bank Annual Reports (2005 — 2020)
Dependent variable (Y2) Loans (L) World Bank Annual Reports (2005 —2020)
Dependent variable (Y3) Deposits (D) World Bank Annual Reports (2005 —2020)
Independent variable (X1) Non-performing Loans (NPL) World Bank Annual Reports (2005 —2020)
Independent variable (Xz2) Natural Resources (NR) World Bank Annual Reports (2005 —2020)
Independent variable (X3) Market Liberalization (ML) World Bank Annual Reports (2005 — 2020)
Independent variable (X4) Gross domestic product per capita (GDP per cap) | World Bank Annual Reports (2005 —2020)
Independent variable (Xs) Inflation (INF) World Bank Annual Reports (2005 — 2020)
Independent variable (X¢) Interest Rate (IR) World Bank Annual Reports (2005 —2020)

Source: Data processing by authors (2022)
The econometric models of this study are as follows:
Model 1:
M2 = fo + 1 NPL: + 2 NR + B3 ML: + B+ GDP capic + f5 INF: + f6 IR+ pir
Model 2:
L=po+ i NPL: + p2NR + s ML+ f+ GDP capit + B5s INF: + Bs IR+ yu
Model 3:
D =po+ 1 NPL: + f2 NR + B3 ML + B4 GDP capic + B5 INF: + fs IR+ yit
Where:
M2 — Broad money
L — Loans
D — Deposits
NPL — Non-performing loans
NR — Natural resources
ML — Market liberalization
GDP per cap - Gross domestic product per capita
INF — Inflation
IR — Interest rate
y — stochastic variables (other factors not considered in the model)
i— code dhe t — time period.
Econometric analysis and study findings

In this part of the study, the results will be presented through econometric analysis, where in this part the hypotheses presented in the
research will be tested and we will try to get answers to the research questions presented earlier. Initially, this part will analyze the econometric
results of linear regression, fixed effect model, random effect model, Hausman Taylor Estimation, GEE Model and GMM Model, then it will
continue with the Johansen Test for Cointegration, Vector Autoregressive Models (VAR), Wald Tests of Granger Causality, ARCH - GARCH
Model and Nelson's E- GARCH Model. All these results will be extracted through the STATA program. Econometric analysis will be done in
developing countries and the results will be analyzed for the three models presented in the paper.

Table 2 will present the econometric results and findings of the study for the variables included in the research. To test the hypotheses of
this study, we applied six statistical tests through the Stata program and they are: linear regression, random effect, fixed effect, Huasman —
Taylor Regression, GMM Model — Arellano Bond Estimation and Generalized Estimating Equations (GEE Model).

M2y = By + p1NPLy + BoNRy + BsMLy, + B,GDPcapy, + BsINFy, + BeIRi: + i
M2;, = —0.190731NPL;, — 0.5320861NR;; + 0.0989ML;, + 0.5970GDPcap;, — 0.2631INF;, + 0.2752775IR;; + ;¢
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Table 2
Econometric results and empirical findings for the first econometric model for emerging markets
Variables Linear Regression | Random Effects — | Fixed — Effects | Hausman — Taylor | GEE Model GMM Model
GLS Regression Regression Regression
M2 - - - - - -
NPL -1.069408%** -.1964167 -.1788922 -.1908115 -.1910176 -.190731%*
(0.009) (0.180) (0.218) (0.189) (0.170) (0.014)
NR -1.400422%** -.9019002%%** -.8857319%** -.8980136%** -.8969518*** | -532086]1***
(0.022) (0.000) (0.000) (0.198) (0.000) (0.000)
ML .0515999 -.0416402 -.0460145 -.0429084 -.0429788 .0989619**
(0.519) (0.216) (0.170) (0.198) (0.179) (0.023)
GDP cap. 1.804165%** 7178019%** T1341457%** 7218801%** 7228601%** 5970175%**
(0.004) (0.000) (0.000) (0.000) (0.000) (0.000)
INF -3.250721%%* -.1124403 -.0726646 -.1019169 -.10018 -.2631601%**
(0.000) (0.539) (0.689) (0.575) (0.565) (0.004)
IR -.6488861** .1406932 .1638749 .1453052 147793 2752775%**
(0.017) (0.339) (0.264) (0.320) (0.291) (0.000)
Const. 100.191*** 81.213%** 80.699*** 85.613%** 81.138%** 83.138***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
R Square 0.8877 0.8417 0.8420 0.8722 0.8744 0.8755
Adj.R? 0.8691 0.8552 0.8611 0.8455 0.8414 0.8633

Source: Authors' calculations in STATA (2022)
A clarification: P-values shown in parentheses: *** indicates statistical significance at the 1% level; ** indicates statistical significance at
the 5% level and *indicates 10% statistical significance.

Based on the econometric results in the table above, we can conclude that some of the independent variables are significant at the 1%, 5%
and 10% levels. For interpretation purposes, we will be based on the GMM Model, where in this model all variables are significant.

Po - If all other factors are constant, then the value of the broad money will be 81.13 units.

f1—If non-performing loans increase by one unit holding all other variables constant, then M2 will decrease by -0.190 units. This statement
is correct as it is within the 5% confidence interval, because (p-value = 0.014 < 0.05). If it is analyzed from the economic point of view, we
say that at the moment when the country is faced with bad loans, loans that are taken from different borrowers to different banks and are not
returned, these loans automatically turn into bad loans which will directly affect the performance of the bank and to the reduction of broad
money within the country. Mismanagement of non-performing loans of classified assets systematically increases the credit risk and the loss in
the interest margin of banks and financial institutions. Non-performing loans affect the profitability of banks and therefore hinder lending and
financial development.

f2— If natural resources, increase by one unit while holding other variables constant, M2 will decrease by -0.532 units. This statement is
correct since the significance value (P-value = 0.000 < 0.01) is at the level of statistical significance. When it is treated from the economic
prism, we can say that, when it comes to developing countries, then as we know, natural resources require a large amount of funds that must
be allocated for their processing. Therefore, the governments of these developing countries must finance large projects that aim to process
natural resources in order to develop their economy. Through the use of natural resources, these developing countries can make capital
investments that will positively affect their economic growth. Taking into account the political risk that characterizes some of the developing
countries, then consequently the capital projects focused on the processing of natural resources will have a higher level of risk and as a result
the amount of broad money in the financial systems of these countries will decrease in the short term.

5 — If market liberalization increases by one unit holding other factors constant, then M2 will increase by 0.0989 units. The statement is
correct because the significance value (P-value = 0.023<0.05) is at the level of statistical significance. Market liberalization has a positive and
significant impact on financial development. Increasing market liberalization is generating demand for new financial products, including
financial instruments for trade finance and hedging risks. Indeed, the more the stock market is liquid and efficient, the more sources of financing
the economy is available and less expensive, thus market liberalization improves financing conditions in the stock market and promotes
financial development.

P3—If GDP per capita increases by one unit holding all other variables constant, then M2 will increase by 0.597 units. This statement turns
out to be correct since the significance value is within the statistical significance range (P-value = 0.004 < 0.01). As the real income of an
individual increases, individuals contribute positively to financial development through savings or purchase of financial products from the
country's financial market. This means that the increase in the level of personal income encourages the use of financial institutions, therefore
the increase in per capita income is important for financial development.

P+—If inflation increases by one unit holding other factors constant, then M2 will decrease by -0.263 units. This statement is correct since
the significance value 0.004 < 0.01 is at the level of statistical significance. The inflationary environment is one that negatively affects financial
development by reducing the money supply and limiting financial resources for investment projects within the country. We say that high
inflation is related to the opportunity cost of holding money, which affects the reduction of the efficiency of financial institutions and therefore
reduces development in the financial sector.

5 — If the interest rate increases by one unit holding all other variables constant, then M2 will increase by 0.2752 units. This statement is
correct since the significance value (P-value = 0.000 < 0.01) is within the confidence interval. By increasing interest rates, banks have the
opportunity to attract more money and influence the part of financial development.

Table 3 presents the econometric results which will be analyzed through six statistical tests which are included in the tabular part of the
second model.

Ly = Bo + BiNPLy + B, NR;, + BsMLy + BoGDPcap;, + BsINFy + IR + vy,
L =80.1977 — 1.7778NPL;, — 0.6891NR;; + 0.1545ML;, + 0.9808GDPcap;, — 3.7580INF;, — 0.6149IR;; + y;;
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Table 3
Econometric results and empirical findings for the second econometric model for emerging markets
Variables Linear Random Effects — | Fixed — Effects | Hausman — Taylor GEE Model GMM Model
Regression GLS Regression Regression Regression
L R R - - - -
NPL -1.77782 -.827052 -.6482452 -.7384163 -.7632057 -.0931263
(0.000)*** (0.015)** (0.060)* (0.030)** (0.022)** (0.720)
NR -.6891961 -. 7816785 -.6856807 -.7571425 -.751263 -.3144326
(0.233) (0.173) (0.240) (0.186) (0.183) (0.484)
ML .1545492 .0089836 -.0378151 -.009593 -.006959 .0204071
(0.042)** (0.907)* (0.633) (0.901) (0.927) (0.885)
GDP cap. .980899 -.7767081 -.8891403 -.8219382 -.8183774 1911803
(0.097)* (0.068)* (0.036)** (0.050)** (0.049)** (0.472)
INF -3.758002 -1.293124 -.9314391 -1.139828 -1.164048 -.0303795
(0.000)**x* (0.002)*** (0.031)** (0.007)*** (0.005)*** (0.919)
IR -.614922 -.0462871 1488779 .0334231 .0194038 231118
(0.017)** (0.887) (0.688) (0.920) (0.953) (0.413)
Const. 80.19779 70.5918 68.75426 67.69925 70.01264 74.04788
(0.000)*** (0.000)*** (0.000)*** (0.001)*** (0.000)*** (0.000)***
R Square 0.8700 0.8513 0.9030 0.8677 0.8655 0.8874
Adj.R? 0.8537 0.8482 0.8555 0.8454 0.8578 0.8674

Source: Authors' calculations in STATA (2022)
A clarification: P-values shown in parentheses: *** indicates statistical significance at the 1% level; ** indicates statistical significance at
the 5% level and *indicates 10% statistical significance.
From the results presented above, we see that all variables are significant at the 1%, 5% and 10% confidence level. Our results in the second

model will be interpreted through linear regression.

o - If all other factors are constant, then the loan value will be 80.19 units. The statement is correct since the values are within the
confidence interval because (P-value = 0.000 < 0.01).

P1-1f non-performing loans increase by 1 unit holding all other factors constant, then the loan will decrease by -1.77 units. This statement
is correct since the significance value (P-value = 0.000 < 0.01) is within the confidence interval. This result occurs because when the number
of non-performing loans increases, banks are more reluctant to grant loans and this also affects the reduction of loans from financial institutions.

P2 - If natural resources, increase by one unit, holding all other factors constant, then credit will decrease by -0.689 units. This statement
is not correct as (P-value = 0.223 > 0.05) is not within the confidence interval.

P - If market liberalization increases by 1 unit holding other variables constant, then credit will increase by 0.154 units. The statement is
correct since the significance value (P-value = 0.042 < 0.05) is at the level of statistical significance. The increase in trade liberalization has
the potential to stimulate financial development, through market liberalization the opportunities for the circulation of goods and doing business
increase, so individuals need more money and the easiest way to secure it is through taking loans. from the banks.

P+—1If GDP per capita increases by 1 unit, holding other factors constant, then credit will increase by 0.9808 units. This statement is correct
since the significance value (P-value = 0.097 < 0.10) is at the level of statistical significance. Through the increase in the demand of individuals
for goods and services, the need for financial means also increases, which most individuals can secure through credit, which affects the
development of the financial system by creating demand for financial products, thus influencing the deepening of the financial sector which in
turn promotes further growth.

Ps-If inflation increases by 1 unit, keeping all other factors constant, then the credit will decrease by -3,758 units. This statement is correct
since the significance value (P-value = 0.000 < 0.01) is within the statistical confidence interval. When we analyze the economic aspect based
on the results of the research, we see that inflation seems to be the result of a strong competition in the excessive granting of interbank consumer
loans. While in developing countries, inflation negatively affects financial development through a bad monetary policy that systematically
hinders the granting of loans and also results in a decrease in financial development.

Ps - If the interest rate increases by 1 unit, keeping other variables constant, then the loan will decrease by -0.6149 units. The statement is
correct since the significance value 0.017 < 0.05 is at the level of statistical significance. This is argued that the high interest rate set by the
country's central bank has the potential to widen the interest rate differential of banks. This means that the higher interest rates of the banking
sector discourage savers due to low returns on deposits and thus limit financing for potential borrowers.

Following this study, the econometric results for the third model will be analyzed and the equation part of the model will also be presented.

Dy = Bo + B1NPL;; + BoNR; + BsML;, + BoGDPcap;, + BsINF; + BeIR; + Vi
D ; =80.1977 — 1.7778NPL;, — 0.6891NR;, + 0.1545ML;, + 0.9808GDPcap;, — 3.7580INF;; — 0.6149IR;; +v;;
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Table 4
Econometric results and empirical findings for the third econometric model for emerging markets
Variables Linear Random Effects — Fixed — Effects | Hausman — Taylor GEE Model GMM Model
Regression GLS Regression Regression Regression
D - - - - - -
NPL .1464076 .0954575 .0889134 0972927 .0956164 .0578866
(0.000)** (0.002)**x* (0.006)*** (0.002)**x* (0.002)**x* (0.063)*
NR -2210372 -.0223569 -.0144462 -.0235752 -.0225594 .0417088
(0.000)*** (0.675) (0.790) (0.659) (0.666) (0.414)
ML -.0130047 .0137124 .015585 .0136956 .0136666 -.0171656
(0.111) (0.056)** (0.035)** (0.057)** (0.052)** (0.346)
GDP cap. 1515024 .0532762 .0485447 .0534342 .053395 .0466599
(0.017)** (0.172) (0.218) (0.172) (0.163) (0.136)
INF .5807004 .3104726 .2969925 3118578 .3108061 2596187
(0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)***
IR .081938 .120263 1217015 1216335 1202249 0735421
(0.003 )**x* (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.004)***
Const. 3.302277 2.625193 2.607572 1.9201 2.626064 3.6457
(0.000)*** (0.014)** (0.000)*** (0.349) (0.000)*** (0.000)***
R Square 0.9097 0.8814 0.8819 0.8575 0.8954 0.8547
Adj.R? 0.8944 0.8058 0.8630 0.8477 0.8874 0.8444

Source: Authors' calculations in STATA (2022)
A clarification: P-values shown in parentheses: *** indicates statistical significance at the 1% level; ** indicates statistical significance at
the 5% level and *indicates 10% statistical significance.
Based on the results presented above, we see that all variables are significant at the 1%, 5% and 10% confidence level. Our results in the
third model will be interpreted through linear regression.

Po - If all other factors are constant, then the value of deposits will be 3,302 units. The statement is correct since the significance value is
within the confidence interval because 0.000 < 0.01.

P1-If non-performing loans increase by 1 unit, holding all other factors constant, then deposits will increase by 0.1464 units. This statement
is correct since the significance value (P-value = 0.000<0.01) is at the level of statistical significance.

2 -If natural resources, increase by 1 unit holding all other factors constant, then deposits will decrease by -0.221 units. The statement
turns out to be correct because the significance value (P-value = 0.000 < 0.01) is within the confidence interval. Since natural resources require
a large amount of funds that must be allocated for their processing and use, then developing countries also need financial means to allocate
them for these resources and this has the effect of reducing the level of deposits because the money in places destined to the part of deposits,
in most cases, is used to meet the needs of the part of natural resources or other things.

3 - If market liberalization increases by 1 unit holding all other variables constant, then deposits will decrease by -0.013 units. This
statement is not correct since the significance value (P-value = 0.111 > 0.05) is not at the level of statistical significance.

P+-1f GDP per capita increases by 1 unit holding all other factors constant, then deposits will increase by 0.151 units. The statement turns
out to be correct because the significance value (P-value = 0.017 < 0.05) is within the confidence interval.

Ps - If inflation increases by 1 unit, keeping all other variables constant, then deposits will increase by 0.5807 units. This statement is
correct because the significance value (P-value = 0.000 < 0.01) is in the confidence interval. It is known that high inflation rates hinder long-
term contracts, negatively affect information asymmetry and moral hazard, and that inflation hinders financial development and the level of
deposits in the banking system.

Ps-If the interest rate increases by 1 unit, keeping all other variables constant, then deposits will increase by 0.811 units. This statement
is correct because the significance value (P-value = 0.003 < 0.01) is at the level of statistical significance.

Econometric Results of Nelson's E - GARCH Model
Following this scientific paper, the econometric results of the Nelson's E - Garch model for developing economies have been analyzed.
Through this econometric model, it has been analyzed whether non-performing loans in these countries have influenced the volatility of broad
money, bank loans and bank deposits. So, the research question of the ARCH-GARCH analysis is as follows: How have non-performing loans
and other determinants affected the volatility of financial developemt in emerging markets?

Table 5
Econometric results of Nelson's E — Garch model between non-performing loans and broad money for emerging markets
Z-Score Coef. Std. Error z P> |z| 95% Conf. Interval | 95% Conf. Interval
NPL 2.437953 1114771 -21.87 0.000 -2.656444 -2.219462
cons. 84.32716 7423102 113.60 0.000 82.87225 85.78206
ARCH L1. 1.082609 0.383942 28.20 0.000 1.007358 1.15789
EARCH L1. 0.590143 2788407 2.12 0.034 0.436252 1.136661
E-GARCH (L1) -0.1728375 1364934 -1.27 0.205 -.4403597 .0946847
E-GARCH (L2) 0.1408375 .0440816 3.20 0.001 .0544533 22725
E-GARCH (L3) -0.1427786 .0547779 -2.61 0.009 -2501413 -.0354159
E-GARCH (L4) -0.095136 .0234627 -4.05 0.000 -.1411221 -.04914499
cons. 1.704721 2031465 8.39 0.000 1.306561 2.10288

Source: Authors' calculations in STATA (2022)

From the results of the Nelson's E-Garch model, we can conclude that non-performing loans affect the decline in the value of financial
development. So, with the increase of non-performing loans, the volatility of broad money in developing economies increases (P-value = 0.000
<0.05).

In the dynamic time constant (L2) we have a positive and significant correlation (P-value = 0.001 < 0.05). When non-performing loans
with dynamic time lag (2) increase by 1 unit, then the value of broad money volatility in 2020 will increase by 0.14 units. Based on this
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econometric result, it can be concluded that developing economies have not properly managed non-performing loans, because as a result of
the increase in problem loans, we have also had an increase in the volatility of broad money.

Such an effect does not result in the constant (L3). This constant has a negative and significant correlation (P-value = 0.009 < 0.05). When
NPLs increase by 1 unit with dynamic time lag (3), then the value of broad money volatility will decrease by -0.14 units. From the obtained
result, we can say that even though banks in developing countries for the analyzed time period have been faced with the increase in problem
loans, these countries have followed efficient financial policies that, despite the increase in problem loans, have managed to reduce volatility
of broad money.

In the dynamic time constant (L4) we have a negative and significant correlation (P-value = 0.000<0.05). When non-performing loans with
dynamic time lag (4) increase by 1 unit, then broad money volatility will decrease by -0.09 units. If we have an effective management of non-
performing loans, it will affect the reduction of the volatility of broad money.
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Source: Authors' calculations in STATA (2022)
Fig. 1. Volatility of time series data for the variable non-performing loans and M2 for emerging markets

Table 6
Econometric results of Nelson's E — Garch model between non-performing loans and bank loans for emerging markets

Z-Score Coef. Std. Error V4 P>z 95% Conf. 95% Conf.
Interval Interval

NPL -5.573739 2.60e-06 -2.1et06 0.000 -5.573744 -5.573734
cons. 92.01693 .0000337 2.7e+06 0.000 92.01686 92.01699
ARCH L1. -4253477 .0440087 -9.67 0.000 -.5116032 -.3390921
EARCH L1. -1.383524 1323428 -10.45 0.000 -1.642911 -1.124137
E-GARCH (L1) 3917635 .0911193 4.30 0.000 2131729 .570354
E-GARCH (L2) -.4708558 .0492009 -9.57 0.000 -.5672878 -.3744239
E-GARCH (L3) 6713969 .05097049 11.25 0.000 .5543775 7884163
E-GARCH (L4) -.2213285 0265047 -8.35 0.000 -.2732769 -.1693803
cons. 1.817104 2437181 7.46 0.000 1.339426 2.294783

Source: Authors' calculations in STATA (2022)

From the results of the Nelson's E-Garch model, we can conclude that non-performing loans affect the decline in the value of bank loans.
So, with the increase in non-performing loans, the volatility of loans in developing economies increases (P-value = 0.000 < 0.05). In the
constant (L1) we have a positive and significant correlation 0.000 < 0.05. With the increase of problem loans by 1 unit, the volatility value of
bank loans will increase by 0.39 units. So, on the basis of this, we say that developing countries have not followed a proper system for the
control of non-performing loans because it can be seen that with the increase of these non-performing loans, the volatility of bank loans also
increases.

A time constant (L2) does not have such an effect. With this constant we have a negative and significant correlation 0.000 < 0.05. So, when
non-performing loans with dynamic time lag (2) increases by 1 unit, then the volatility value of bank loans will decrease by -0.47 units. On the
basis of this econometric result, it can be concluded that developing economies have followed an appropriate credit policy in terms of non-
performing loans in the two-year period, because regardless of the increase in non-performing loans, it has influenced the increase in credit
capacity in developing countries.

Such an effect does not exist in the constant (L3). Here we have a positive and significant correlation (P-value=0.000 < 0.05). When non-
performing loans with dynamic time lag (3) increase by 1 unit, then the volatility value of bank loans will increase by 0.67 units. Based on
this, we can say that developing countries should be more careful in the management of non-performing loans because as a result of improper
management in the three-year period, we have also had an increase in the volatility of bank loans. In the constant (L4) we have a negative and
significant correlation (P-value = 0.000 < 0.05). With the increase of problem loans with time delay (4) by 1 unit, then the volatility value of
bank loans will decrease by 0.22 units. From this obtained result, it is concluded that developing countries have had more care for the four-
year period for non-performing loans, by managing these non-performing loans with care, developing countries have managed to reduce the
volatility of bank loans.

How have non-performing loans and other determinants affected the volatility of deposits in developing countries? To answer this question,
it should be analyzed if non-performing loans have an impact on the volatility of deposits in developing countries.
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Table 7
Econometric results of Nelson's E — Garch model between non-performing loans and bank deposits for emerging markets
Z-Score Coef. Std. Error z P>z 95% Conf. Interval 95% Conf. Interval

NPL 2575739 .0182462 14.12 0.000 221812 2933358

cons. 5.031143 1562354 32.20 0.000 4.724927 5.337359
ARCH L1. 1.220871 .1854199 6.58 0.000 .8574543 1.584287
EARCH L1. .8914267 3145951 2.83 0.005 2748317 1.508022
E-GARCH (L1) .0165742 128568 0.13 0.897 -.2354144 2685628
E-GARCH (L2) 2149191 1506702 1.43 0.154 -.080389 .5102273
E-GARCH (L3) -437649 2745109 -1.59 0.111 -.975684 .1003825
E-GARCH (L4) -.5360341 1838142 -2.92 0.004 -.8963003 -.1757649

cons. -2.801458 1.097294 -2.55 0.011 -4.952114 -.65088013

Source: Authors' calculations in STATA (2022)

Based on the econometric results of the Nelson's E-Garch model, we can conclude that there is a positive and significant correlation between
non-performing loans and the value of bank deposits (P-value=0.000<0.05).

In the time constant (L4) there is a negative and significant correlation (P-value=0.000<0.05). So, when non-performing loans with dynamic
time lag (4) increase by 1 unit, then the value of deposit volatility will decrease by -0.53 units. Such an economic phenomenon shows that
developing countries during this period of time have had a good management in terms of problem loans, because despite the increase of these
loans, there has been no increase in the volatility of deposits, but we have had a decrease in the volatility of deposits. So, as a result of this, we
have the possibility of increasing the deposits of households and enterprises.

Conclusion and Recommendations
1. It is known that a well-developed financial sector is a key factor for a healthy and well-diversified economy. From what was said, it is clear
that financial development is a very important element for every country in the world, this was clearly seen on the basis of the research done
by us, where it was seen how developing economies and countries in transition attached great importance to financial development and
economic development. Where during the research we were able to see in many studies of other authors how these two variables were related
to each other and in the largest percentage of cases they affected each other positively.
2. The findings of our study show that the independent variables in the first econometric model for emerging markets: GDP per capita, market
liberalization and interest rate have a positive impact on broad money, which in our case represented financial development. Meanwhile, non-
performing loans, natural resources and inflation have a negative impact on broad money. In the second econometric model where we had
bank loans as a dependent variable, GDP per capita and market liberalization have a significant impact and are significant at the level of 1%,
5% and 10% and have a positive effect on bank loans. While non-performing loans (problem loans), natural resources, inflation and interest
rates had a negative impact on bank loans. When we are in the third econometric model where the dependent variable is bank deposits, variables
such as GDP per capita, non-performing loans, inflation and interest rate have a positive impact on bank deposits and are significant at the 1%,
5% level and 10%. However, natural resources and market liberalization had a negative impact on bank deposits in emerging markets.
3. According to the econometric results, there is a causal relationship in the long term between non-performing loans and financial development
(broad money, bank loans and bank deposits). Based on this result, we can conclude that non-performing loans cause negative long-term effects
on the amount of broad money and bank loans during the later time period. Whereas, an increase in non-performing loans will cause in the
long term an increase in bank deposits in developing countries, but such an increase in the volume of deposits will cause an increase in interest
expenses at commercial banks and causing a decrease in profitability of commercial banks. Therefore, it is recommended that the commercial
banks of developing countries manage with a high efficiency the level of non-performing loans in order to have a positive impact on the
sustainable financial development of these countries.
4. According to the results of the ARCH-GARCH analysis, we can conclude that non-performing loans have a positive impact on the increase
in the volatility of broad money and the volume of bank loans in developing countries. Whereas, the increase in non-performing loans has a
negative impact on the decrease in the value of the volatility of the level of bank deposits in developing countries. It is worth noting that the
profitability of commercial banks and the efficiency of international financial markets in developing countries largely depends on the quality
of management of non-performing loans by commercial banks. Therefore, through this study we recommend that the Central Banks of these
countries, but also all commercial banks, advance appropriate credit and monetary policies that will positively affect the efficient management
of non-performing loans and increase the profitability of these commercial banks in function of sustainable financial and economic
development of these countries.
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BUBBLES, CONNECTIONS, AND INFLATION: NETWORK OF TWITTER COMMUNICATION ABOUT
INFLATION IN LATVIA

leva Opmane, Riga Stradins University

Abstract. Inflation in euro area and especially in the Baltic states since the end 0f 2021 has become not only a significant topic of economic
analysis, but also subject of conversations among people of any background. Latvijas Banka as a part of European Central Bank (ECB) council
works for the aim of 2 per cent inflation over medium term and communicates with society through different channels including social media
and Twitter.

This paper focuses on measurement and analysing communication network of discussions in Latvian in Twitter mentioning inflation (also
price increase, cost increase and similar phrases). Analysis is done over one calendar year (November 2021 — October 2022) and indicates that
during months with higher inflation, discussion activity mentioning price increase has also been higher.

The main contribution of this paper is visualizing of Twitter users’ connections based on interaction among them with retweets and replies.
Communication graph shows that users of this social media tend to form bubbles that vaguely connect to others. A distinct communication
bubble is formed among Bank of Latvia, several economists, and media. Discussions in this bubble predominantly differs from discussions in
other groups and more often mentions economic terms like, for example, interest rates and forecasts. Other bubbles recurrently talk about
situations people face in everyday life, like price increase for energy products and food. Weak connections among bubbles indicates that
communication of central bank in Twitter might not be the most efficient way to reach full audience and other communication methods might
be needed.

Keywords: inflation, network analysis, communication efficiency.
JEL code: E31, D85, D83
Introduction

Network theory has evolved from social network to social media network analysis, fundamentals set by early researchers has been enriched
and tested upon new data available. This paper focuses on social network analysis based on Twitter user discussions in Latvian about currently
very important topic — inflation.

Inflation in Latvia, likewise in euro area since mid 2021 has increased rapidly. First effects on prices due to pandemics has been overlayed
by the remarkable changes in costs of resources due to the war in Ukraine. These changes in consumer prices have been a hot topic both in
news media as well as in social media networks, including Twitter. Analysis of social media network discussions allows to expand our
knowledge not only about the discussion frequency changes, but also the structure of communication network. Twitter can be both used to
express one’s own experiences as well as a tool for central bank and government institutions to communicate with inhabitants to inform,
explain and to some degree to form audience expectations.

This paper focuses on analysing Twitter content about price increase, published over one year period (November 2021 to October 2022).
Due to privacy restrictions, analysis is done on public records. The number of Twitter users in Latvia in 2022 reached 159 thousand
(Datareporter, 2022), i.e. around 10% of population 13 years and older. Surely, that does not represent the whole population, but as this social
media platform is used for discussing topical question, data collected are useful for researching networks of these users. It should be taken
into account that the aim of using different social media platforms varies and Twitter globally is the leader in case people are looking for
possibilities to keep up to date with news and current events (Datareporter, 2022) therefore that could be viewed as a proxy for news sharing
and news receiving social media platform.

Publications in Latvian language are selected in case they talk about price increase. Tweets in Russian or other languages even if published
by users in Latvia is out of the scope of this research. The dimensions of price increase can be wide — mentioning inflation, prices going up,
increasing costs etc. In total 28.5 thousand unique original tweets were selected, the overall activity, including retweets reached 43.6 thousand
entries. Analysis period focuses on rapid changes in inflation in Latvia (from 7.4% year over year in November 2021 to 21.7% in October
2022), and Latvia is particularly interesting case as inflation rate in it is one of the top of euro area countries (Eurostat, 2022). Analysed period
shows rapidly changing environment, including a period of monetary policy change and several rounds of fiscal support packages to mitigate
inflation effects.

The aim of this paper is to identify inflation communication networks and communication bubbles in Twitter in discussions in Latvian
language. This paper mainly focuses on visualization and analysis of main user relations and information flows in Twitter in discussions about
inflation. Nevertheless, there is kept in mind a special role of Latvijas Banka as the central bank of Latvia and member of the European system
of Central Banks. Latvijas Banka is a member of the European Central Bank (ECB) Council which makes decisions about monetary policy in
euro area. ECB is targeting an inflation rate of 2% over the medium term (European Central Bank, 2021) and one of the factors that might
influence price increase is inflation expectations. If people are expecting higher prices, service providers and sellers of some products could
indeed rise prices. Therefore, managing inflation expectations is one of the indirect jobs also from central banks. This research would allow us
to describe the ease of Latvijas Banka communication in this social network for reaching inhabitants of Latvia that is essential in this high
inflation environment to inform about monetary policy decisions and to manage inflation expectations.

Therefore, three research questions are formulated and will be tested later in results and discussion section:

1) Is it true that by increasing inflation rate, there are more discussions about price increase in Twitter?
2) Do Twitter users in Latvia, when communicating about inflation, form communication bubbles?
3) If bubbles are formed, do topics about inflation discussed in them, differs?
To answer these questions, data are collected, statistical methods are used to check causality and correlations, network graph is plotted, and
topic analysis is used, implementing these methods with R and Python analytical tools and applying quantitative analysis methods with a glance
to qualitative methods for deeper understanding of the results. This is a novel method to analyse inflation communication in Latvia and gives
us better understanding of social media network formation and connections for monetary policy communication.

Literature Review

Social network theory has roots in sociometric analysis, which uses mathematical graph theory, as well as interpersonal relations traditions
which talk about formation of cliques, and anthropology that explores structure of communication in society (Scott, 1991). Social network
theory indicates actors as nodes and connections among them as links. Burt (1999) points out the role of opinion leaders who carry information
across boundaries between groups. Since the first researches social network analysis has developed in different directions. As explained in Liu
et al. (2017), two-step flow of communication hypothesis focuses on personal influence from people’s social contacts and friendship networks
that influence their decisions, theory of weak ties evaluates the role of weak social ties that may help to distribute further some ideas and the
theory of diffusion of innovations discusses innovation diffusion between individuals in the social system. Wellman (1988) identified basic
principles of network analysis: people behaviour are best predicted not by their demographic characteristics, but the relationships with other,
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therefore focus of analysis should be on these relations and one should remember that individual actors (nodes) are not independent, as well as
the flow of information and resources between people depends not only on their relationships in a group, but also on their relationships with
all others and groups sometimes have rather fuzzy boundaries.

With development of web scraping and data analysis technics, researchers have delved into the rich data of social media. Therefore, Twitter
has become a valuable resource of data to be used in economic and communication analysis. Currently, as for the knowledge of the author,
there has been no Twitter user network analysis for the topic of inflation in Latvia, but there are a variety of papers that has used parts of the
analysis methods applied in this paper to research topics of wide variety in different other countries, mainly English speaking communities.
For example, recently there has been analysis on Covid-19 vaccination communication networks (Gifu and Popa, 2021), as well as Twitter
sentiment analysis is widely used for the topics of pandemics (Ansari and Khan, 2021; Osborne, 2022; Bonifazi et al., 2022). Calhan et al.
(2021) analyses how public values are reflected in social media, but several articles have been interested in topics like what makes people share
Twitter contents or have analysed content of Twitter communication (e.g. Weismuller et al., 2022; Bonnevie et al. 2020).

Due to structure of twitter data, it can be used for analysing wide range of topics — both ongoing and limited in time. For example, Vacek
(2014) implemented node content analysis on topics related to just a single event — Library and Information Technology Association forum,
but clearly showed that in case of rich data set, which is impossible to analyse manually, data processing with network and word popularity
analysis can help to get the general understanding, identify main problems and ideas for further research. Likewise, Yun et al (2019) suggest
how conversations on social media can be computationally analysed, they compared different methods, noting that automatic data processing
and analysis could be useful, especially for large data sets. Other authors (Pinzon-Rios, Osuna-Soto, Barrera-Duque, 2020) combine qualitative
and quantitative analysis at first classifying tweets based on qualitative features like having links of pictures and then applying regression to
evaluate which features increase interest in tweets and could be more actively used for more efficient marketing strategies. Communication
analysis often rely on qualitative data analysis which gives deep insight but only in a very narrow topic or data source. In case of big data (in
this paper defined as large datasets of at least several tens of thousands of entries) manual processing of them would require extremely large
consumption of time that could not take advantage of data affluence. Therefore, quantitative machine learning methods should be applied
instead.

Focusing more on central bank communication, its channels and content of this communication are explored by numerous authors (e.g.
Baranowski et al., 2020; Baskaya, Gulsen, Kara, 2012). Traditionally, researchers focus on news articles or central bank announcements. For
example, Picault, Pinter and Reanult (2022) use articles from newspapers to construct sentiment indicator about European Central bank in
context of predicting inflation expectations, but Benchimol, Kazinnik and Saadon (2022) give an example how central bank announcements
can be used with machine learning text analysis methods. Central bank announcements in several countries were researched also by Szyszko,
Rutkowska and Kliber (2022) concluding that communicating tone of a central bank affect consumer inflation expectations, even when
controlling for specific values like past inflation and industrial production index. But the conclusions can vary, for example, the research of
Hansen and McMahon (2016) using textual analysis, investigating central bank communication statements, don’t find its strong connection
with real economic variables.

There have been also some analysis of central bank Twitter entries, but in other countries than Latvia. For example, European Central bank
research talks about communication impact of tweets in English and German (Ehrmann, Wabitsch, 2021) and concludes that due to central
bank communication different user tweets become more moderate, nevertheless the tweets with the most radical and harsh statements are the
ones mostly discussed and retweeted. Moreover, research about Great Britain (Lamla, Vinogradov, 2021) finds that people that actively follow
central bank communication in Twitter feels more confident about their knowledge, but their estimate about forecasted inflation tend to be
higher and less accurate. Research on communication of Federal Reserve System (Gorodnichenko, Pham, Talavera, 2021) suggests that central
bank communication via Twitter is more efficient than communication via Facebook, nevertheless indicating that more active to engage in
discussions with central bank are economists and media than other groups. These research gives floor for further analysis and allows
formulating research questions that would relate more specifically to Latvia and to step forward with construction and analysis of social media
network for inflation discussions.

Research results and discussion

For this research, Twitter entries were collected for the period from November 2021 to October 2022. Public entries in Latvian language
were selected in case they mentioned inflation. Criteria were wide including not only the term “inflation” but also discussion about “increasing
prices”, “increasing costs” etc. Data were collected by using Twitter developer account and created a corpus of 28.5 thousand unique tweets,
but the overall discussion activity including retweets reached 43.6 thousand. This gives as a rich material for analysing discussion frequency
over time as well as investigting interaction among users by replying to each other’s tweets or retweeting them.

1. Inflation rate and discussion rate

This sub-section focuses on testing the first research question: Is it true that by increasing inflation rate, there are more discussions in
Twitter about price increase? The first glance on data shows that tweeting activity increase on days when new inflation figures are released
(see Figure 1, left side), but overall users are tweeting about price increase on all weekdays, differing it from news in traditional media which
are more actively published on workdays, but are quite silent on weekends. In general tweeting activity seems to be related to inflation level.
In months when Harmonized level of consumer prices (HICP) or otherwise called simply inflation level rises, there are more tweets about
inflation (see Figurel, right side). Note that users can write also about their own experience with rising prices, they do not necessary talk about
inflation statistics.
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Source: author’s construction based on Twitter data, data from Central Statistical Bureau of Latvia and Eurostat.
Fig. 1. Daily tweeting about inflation and HICP monthly year over year inflation rates for Latvia

There is a strong positive correlation between number of tweets and inflation rate (r=0.77). There was an exception in January 2022 when
inflation decreased somewhat (-0.4 pp month over month), but there where rapid increase in tweets mentioning rising prices. That can be
explained by the fact that actual prices would have risen also in January 2022, but due to government support measures, its rise was limited.
People over that month faced higher prices that were later partially reimbursed, i.e., when they received bill for some services, it was with
these support measures included reducing the price to be paid.

As the data shows, the first research question is true and that during periods of higher inflation, also discussion rate about price increase in
Twitter is higher. Twitter data could be used as a first glimpse in the situation with inflation even before inflation flash data (first estimate
before the final data release) is published. Nevertheless, one should be careful and, even if the insight could be useful, more analysis of different
component price increase should be applied as the discussion activity alone could be subject to some biases as it was shown in months when
government support measures for decreasing inflation were introduced. Therefore, this was a fair introduction on the amount and distribution
of the data collected, but the main scope of this paper will be focus on exploring more about the relations withing these tweets, therefore
connectivity graphs are constructed and discussed in next sections.

2. User connectivity graph for inflation discussions in Twitter

This sub-section analyses second research question and tests if Twitter users in, when in Latvian communicating about inflation, form
communication bubbles; To answer that, user relation graphs were constructed based on large dataset of more than 43 thousand records over
one calendar year. Nodes in the graphs represent Twitter users posting about price increase. Links are the sum of replies and retweets among
users. Links are directed based on the direction of the flow of information. As there are in total more than 7.8 thousand users mentioning price
rise in their tweets over this sample period, visually depicting total network would not add much explanation to the processes due to its
complexity and including marginal users that might tweeted about price rise just once during the year. 11% of users tweeting about price
increase does not by themselves interact with other Twitter users (but other might reply to them or retweet their ideas). 6.8% of interaction
among users cease with just a single reciprocal action among two users. But overall interaction among users is high, 63% of interaction is
among users where there have been at least 10 interactions between two of them.

Source: author’s construction based on Twitter data. Visualisation made by Tom Sawyer Software. Note:.Links indicating replies or retweets over the period November 2021-
October 2022 connecting 100 the most active users tweeting about price increase and users they interact with.

Fig. 2. Connections of users most actively tweeting about inflation in Latvia

To be able to analyse inflation discussion network in more detail, the one hundred most active users were selected to see who sets the
agenda for inflation discussion in Twitter in Latvian. The most active users (with the largest number of tweets about price rise) were selected.
Overall network of these active users and their interaction also with less active users are depicted in Figure 2. There are some indications that
some of the less active users are connected to just a single active user indicating that they might receive some fragmented information in case
information and sentiment for different node groups varies.

To be able to visually follow the flows of information more precisely, the graph of interactions of these one hundred most users were
limited to the graph with only active users and links with five interactions among them. Figure 3 indicates those users (nodes) and links where
the link to other active user is at least five replies or retweets over this sample period. Arrows in the graph show the flow of information from
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which user to which user it goes (e.g. if a user is retweeting other user, arrow will be drawn from the author of the original tweet (source) to
the retweeter (receiver of the information)).

If users in social media form bubbles that could disturb information exchange among people belonging to different bubbles. Of course,
there might be situation of some bubbles overlapping, nevertheless exposure to tweets mainly from one bubble may lead to information
segregation and different topics discussed in them leading to different sentiment and perception of the state of economy. The graph created in
this research gives a justification for the hypothesis that Twitter users in Latvia when communicating about inflation, form bubbles. There can
be distinguished four main bubbles, some of them are quite distant from others. In Figure 3 these bubbles are named with letter A to D for ease
of further reference. Names of Twitter users are not included into the graph for simplicity and to keep data anonymous, but information about
which user reflects particular node is available and will be used for analysis.

vy
AL
ir

A ha

Source: author’s construction based on Twitter data. Visualisation made by Tom Sawyer Sofiware. Note: Symbol reference: black diamond — Latvijas Banka, black circle —
media; grey diamond — economists; grey circle — business representatives, white circle — others. Links indicating at least 5 replies or retweets over the period November 2021-
October 2022. Bubbles named with letters for further reference.
Fig. 3. Connections among users most actively tweeting about inflation in Latvia

All most active Twitter users from media (including representatives of TV, radio and printed press (circles filled with black colour in Figure
3) group together is a single bubble joined with Latvijas Banka (depicted with black diamond). This bubble also includes several economists
(grey diamond) and business representatives (grey circle). This bubble seems like a circle that might transmit news and economic analysis
(topics discussed in each of the circle will be studied in more details in next section of this paper). Bubble B is quite vast and includes some
economists and one business representative, but also quite many users that have not indicated their profession and are depicted white in the
graph. Even if some of them could work in economic sphere, they do not make direct association of their Twitter account with their profession
and most of them are anonymous and use some nicknames. Bubble C is smaller, uniting some anonymous users and is mainly held together
with a single user, they have just scarce interaction with other bubbles. Bubble D is quite specific formed by just two users that actively tweet
about price increase, but interact mainly only with each other, ignoring other active Twitter users that talk about this topic. This structure of
communication network is in line with similar conclusions in previous research (Gorodnichenko, Pham, Talavera, 2021) that point out that
economists and media are more active in engaging in communication with central bank. To look more closely in each of these bubbles, in-
bubble discussion will be analysed.

3.Bubble discussion analysis and comparison
This sub-section focuses on the third research question analysing, if topics about inflation discussed in different bubbles vary. To perform

topic analysis, data with tweets in Latvian language were translated to English via automatic google translation and data checks proved that
translation is good and usable in further analysis. Supplementary textual analysis is done on English texts, therefore it is possible to use widely
tested language analysis dictionaries and tools available for research, analysis was done using R and Python tools. At first, standard data
cleansing was implemented by removing stopwords and special symbols. There were removed also the most repetitive words that were included
in selecting tweets like “inflation”, “expensive”, “price”, ‘increase”. Word clouds with the fifty most popular words or expressions were formed
for each of the discussion bubbles identified in the previous section.
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Fig. 4. Word cloud for Bubble A — “Banks and Media”, including the most popular words mentioned in tweets about price increase.
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Note: words “inflation”, “price”, “increase”, “expensive” are excluded.

“Bank and media” bubble (i.e. Bubble A) write about current events, frequently mentioning changes compared to previous year or
mentioning events in particular months (see Figure 4). It talks about economy, mentioning forecasts, interest rate, experts, events in Latvia,
Ukraine and in the world. It covers also the hot topics about energy price increase and war.

general know thought market EEtnom e a rhlng dont know Live
dear
rgeadyoneywo mUCh

tgak%ught —ayneed ¥ < really an,r¥?ﬂ‘g' case store  used

rU m

; les product 8v,

3 a § g use _8;; wont

; 00K é rt hl maybe iay
act

= cheap people example See”ga L_

ten

betterthats " B
kind %\ -4 § .C m
k. long time g mean = 4.»
normal apa © -— o 2
3 5 — L _C—o
probably heatmg 111 service  ®td o) U
energy resource t ]_= dont lrly 3
change e oneelectr1c1tymt N o i I T uite ” y :

Source: author 's construction based on Twitter data.
Fig. 5. Word cloud for remaining users’ tweets (except those in Bubble A), including the most popular words mentioned in tweets
about price increase. Note: words “inflation”, “price”, “increase”, “expensive” are excluded.

Economic terms like “interest rate”, “economy”, “economist” do not appear in the most popular word cloud for other users (see Figure 5).
They write more about everyday life what they face like for example mentioning words “store”, “bought”, “work”. They, similar to the “Bank
and media” circle mention situation in Ukraine and war as well as rising energy prices, but the discussions tend to be more mundane and
doesn’t focus on fiscal or monetary instruments more often discussed in the “Bank and media” bubble.

To see differences in each of the groups B, C and D, Table 1 depicts the words used most often in price increase discussions in each of
them and compares them with the most often used words in bubble A.

Table 1
Most popular words mentioned in tweets

Group A Group B Group C Group D
“Banks and media” “Concerned about energy”
1 year Latvia cost electricity
2. cost cost time gas
3 food money gas energy
4 Latvia year cost market
5 energy time people cost

Source: author’s calculations based on Twitter data. Note: Stopwords and words like “inflation”, “price increase” are excluded.

The most often used words as shown also in the wordcloud, in bubble A is connected with economic analysis. There is hard to distinct
special features in discussions in group B and C, except that they do not use economic terms like “interest rates”, “forecasts” etc. But more
authentic is the group D which formed also that separate cluster of two users. They entries are mainly about energy prices, discussing different
types of energy products’ price trends.
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Conclusions, proposals, recommendations

1. Twitter data is a rich resource for researching social media communication. This research focuses on Twitter discussion in Latvian over
one calendar year (November 2021 — October 2022) and adds to the knowledge about social media user interaction when discussing about
inflation.

2. More active discussions about price rise happens in months when prices increase more sharply. There are some additional buzzes on Twitter
about this topic also in months when prices were ought to increase, but the inflation was limited with the help of government support
measures.

3. User graphs point out that there is a segregation in different bubbles with Twitter users discussing about inflation. Four bubbles of the most
active users were identified joining users that interact more actively among each other by replying or retweeting but having less interaction
with users from other bubbles.

4. Specific “Banks and media” bubble is formed from Latvijas Banka, users representing different media and some economists and business
representative. They mostly reply and retweet each other and have limited interaction with other Twitter users. Other interest group bubbles
are formed as well that has no or just partial interaction with other user bubbles, but these other groups do not have representatives of media
and has limited number of economists or business representatives represented in them.

5. Analysis of the most often words used in tweets in different groups show that “Bank and media” bubble write more about current events,
economic analysis, as well as often mention economic terms like for example “interest rates” as well as they pay attention to experts and
forecasts. Discussions in other groups are more mundane. One of these groups mainly writes about energy price increase. Two other groups
write about events in Latvia and cost increase, topics in these groups are not very specific.

6. User network analysis indicates that communication from the central bank and media might not fully suite the interest of full audience.
Talking about monetary policy is important but should be explained and supplemented with easy-to-understand information that could be
more attractive to wider audience.
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Abstract. In order to start the nomination process of supervisory board members of state-owned enterprises (SOEs), the holder of state
capital shares must make several decisions and take into account the guidelines that define the principles that the process of nomination and
appointing candidates complies with the best corporate governance practices.

The study examines the decisions of the holders of state capital shares in the start of nomination process of members of the supervisory
boards of SOEs. To evaluate the process, several tasks were set, which intended to study the initial selection and nomination process, including
studying the role of the recruitment consultant. In order to obtain the necessary information, a survey was conducted, in which state
representatives took part. The number of respondents was limited, and the anonymous survey was used to receive more reliable answers.

The results of the study showed that decision-making in the start of nomination process is very complex, as several decisions have to be
made. In order to start the nomination process, it is important to carry out an evaluation of the work results of the existing supervisory board
members, which should be carried out regularly during the term of office and before the expiration of their term of office, however, this is not
always done. It could also be mentioned as an important condition in determining the appropriate level of recruitment consultant involvement,
but the potential of the recruitment consultant is not fully used.

Keywords: state-owned enterprise (SOE), supervisory board, nomination process, governance, complexity theory.
JEL code: G30, G34, G38
Introduction

Despite the fact that the supervisory boards of the SOEs occupy an important place and role in the effective development of the SOEs, there
are different opinions on the structure of the SOE on the part of officials of ministries, members of the management board and the supervisory
board, taking into account their duties and the perception of the particular SOE (Wasowska & Postula, 2018). Therefore, holders of state capital
shares, representatives of the holders of the state capital shares, the responsible employees of the holders of the state capital shares, and
employees of the corporate governance units of the holders of state capital shares play a greater role in the process of selecting and appointing
members of the supervisory boards as they provide the process of nomination of the member of the supervisory board of SOE, which
corresponds to the best practice of corporate governance.

The best corporate governance practice means not only taking care of choosing the best candidates for the supervisory board, but also
taking care of the development opportunities of the SOE (including concerning for the value of the company (Meiryani et.al., 2022)). Given
the specifics of the responsibility of the supervisory board, it is important to pay special attention to the selection of supervisory board members
and, if possible, retain the best, if the term of office of supervisory board members of the SOE allows it.

It is concluded that insufficient knowledge and skills of a member of the supervisory board of SOE have a negative impact on the
implementation of the tasks of a SOE, the achievement of financial (economic) and non-financial goals (Szarzec et.al., 2022a). The selection
of candidates involves constant transformation, as one must be able to anticipate future leadership trends and optimally use the potential of the
quality of working life. The leader of organizational transformation - a member of the supervisory board of SOE - contributes to the
achievement of the set goals if his/ her skills, knowledge and competencies are properly managed and used (Sabran et.al., 2022). In addition,
a member of the supervisory board of SOE, who has the skills of an organization transformation leader, will be able to constantly improve
basic competencies in order to improve the quality and rate of economic growth of the SOE (Gross & Huang, 2013).

Considering the role of SOEs in the national economy of Latvia, it is important to assess the process of preparing and appointing supervisory
board members in order to streamline the decision-making process and reduce problems associated with the selection and appointment of
supervisory board members of SOEs. The authors of the article give an idea of the role of a holder of state capital shares to start the process of
selection and appointing supervisory board members of SOEs in Latvia.

Taking into account the foregoing, the authors believe that from a scientific point of view, in this matter it is possible to use the complexity
theory, which, although considered “a new form of scientific thinking” (Little, 2008, p. 22), helps to understand the degree of complexity of
various processes, including the use of various questions to understand this degree (Mazzocchi, 2016). The complexity theory as a complex
system is characterized by: self-organization, history and time, emergence, feedback, connectivity, interdependence, disequilibrium, new
possibilities, creation of a new order and co-evolution (Mitleton-Kelly, 2003, ch. 2, p. 3). Therefore, in order to understand the degree of
complexity of the nomination process of a member of the supervisory board of SOE, it is necessary to:

- Examine both the reasons for initiating the nomination process and the services of a recruiting consultant;
- Find out cases of decisions taken on the nomination or non-nomination of current members of the supervisory board for the next term of
office.

The above research questions are part of a complex system, where understanding the synergy of different elements (i.e. the nomination
process) and their dynamics play an important role (Eisenhardt & Piezunka, 2011), because the uniqueness of complexity theory lies in the
fact that it attracts order and is able to identify different relationships (Levy, 2000).

The research method was chosen to take into account the risk that civil servants would not want to reveal the true information in an
interview, therefore an anonymous questionnaire was made.

The study was conducted in order to find out what needs to be improved to start the process of selection and appointment of members of
the supervisory boards of the SOEs in Latvia; and in addition to being able to explore the complexity of the nomination process from a
theoretical perspective, the following tasks were planned to carry out during the study:

- To explore the reasons why the nomination process is initiated (following the submission of the supervisory board's self-assessment);

- To find out cases when a decision is made to promote the current member of the supervisory board or not to promote him/her to the next
term of office;

- To explore what services a recruitment consultant provides in the process of selecting members of the supervisory board of SOEs.

It was planned that respondents of the study were - representatives of the holders of the state capital shares, responsible employees of the
holders of the state capital shares and employees of the corporate governance units of the holders of state capital shares. At the same time, this
was a limitation of the study, as the survey was intended for those representatives of holders of state capital shares, whose functions involve
the governance of SOEs where supervisory boards have been established and are functioning.
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Members of the supervisory board of the SOE constitute the core of the company, which is involved in the management of the corporate
governance system (Zhang & Luo, 2022). Since the balance of efficiency and equity is one of the goals of the governance system (Zhang &
Luo, 2022), an important aspect is the ability of a supervisory board member of a SOE to be competent and suitable for the position. Often,
taking into account these aspects of the balance, the possibility of moving a supervisory board member to the next term of office is assessed.
In addition to the above aspects, there are other reasons why a member of the supervisory board of a SOE is nominated for the next term of
office, for example:

- Very good results of the supervisory board member's work;
- Knowledge of a member of the supervisory board in any field of activity of the SOE is fundamental;
- Scope of equivalent available candidates could be very limited.

Despite the above examples, it is additionally necessary to take into account the aspect that for the effective operation of the supervisory
board of a SOE is necessary to ensure that the competence of a member of the supervisory board:
- meets the current strategic goals of the SOE;

- builds full set of necessary knowledge of the supervisory board.

Research shows that the results that a company can achieve are largely related to the diversity of the composition of the supervisory board,
for example, with different backgrounds, education, experience, etc. (Szarzec et.al., 2022b). Therefore, for the economic efficiency of a SOE,
an approach is important, according to which the knowledge, skills and competencies of a member of the supervisory board of a SOE are in a
sense unique and complement each other.

The supervisory board of the SOE is the cornerstone of governance (Thynne, 1998), where the processes associated with the enforcement
and control that are characteristic of effective governance take place (Dragomir et.al., 2021). Since there is a possibility that the quality of
governance is overestimated by the companies themselves (Florou & Galarniotis, 2007, p. 981) (in this case, SOEs), the supervisory board
may find itself in a situation of uncertainty or even in a deadlock, as it has difficulty in assessing the real risks and possible benefits (Melese
et.al., 2017). In order to be able to avoid such problems, it is important to develop an annual supervisory board self-assessment report based
on the assessment of the supervisory board's performance. Based on the information included in the report, it is possible to identify the strengths
and weaknesses of the supervisory board, as well as obtain information about the skills, knowledge and competencies of the supervisory board
members that could be improved or are missing (Parresoru koordinacijas centrs (Cross-Sectoral Coordination Center), 2022). Besides, the
results of the report may be the trigger for the start of the nomination process.

Since the ownership of the SOE belongs to the state, which, with the help of supervisory board (in some cases - management board) tools,
contributes to the control of the executive branch (Hanousek et.al., 2007), in order for the nomination process to proceed as neutrally as possible
and at the same time effectively, a recruitment consultant is involved. The recruitment consultant:

- contacts and encourages potential candidates to apply;

- evaluates received applications of candidates;

- ascertains the qualifications of the candidate, work experience, incl. evaluates the managerial competencies of candidates;
- gets professional references about the candidate, etc.

The governance process in SOEs consists of various actions that need to be effectively used (Strenger, 2004). For example, a high level of
trust among employees in the management of the SOE must be achieved, thereby not only ensuring the process of communication among
members of the supervisory board and representatives of the state (representatives of the holder of the state capital shares, responsible
employees of the holders of the state capital shares, employees of the corporate governance units of the holders of state capital shares), but
also facilitating the involvement of all necessary parties in a joint decision (Goergen et.al., 2021). When achieving the goal of the SOE, making
various decisions with the participation of not only the SOE's top management, but also the holders of state capital shares, representatives of
the holders of the state capital shares, employees of the corporate governance units of the holders of state capital shares and responsible
employees of the holders of the state capital shares, all parties involved benefit (Jevcuka & Ketners, 2011).

The course of the governance process is subject to established requirements in order to achieve the financial and non-financial goals of the
SOE in a specific period of time. On the other hand, the slightest changes associated with the governance process affect the achievement of
the goals of the SOE (Bris at.al, 2008). For example, the results of a study by Miloud (2022) showed that if there is a “stronger governance
structure” (for the company), “deviations from the” goal will be shorter (Miloud, 2022, p. 853). It should be further noted here that changes
can also promote growth, for example Chhaochharia & Laeven (2009) concluded that corporate governance is positively affected by setting
higher requirements than is common practice.

When selecting potential candidates for vacant positions on the supervisory boards of SOEs, it is guided not only by the fact that the
competencies, experience, skills and knowledge of the selected supervisory board member contribute to the achievement of financial and non-
financial goals of the SOE. The selection of potential candidates also focuses on the long-term perspective of the SOE, which contributes to
the creation of a sustainable SOE (Ludwig & Sassen, 2022), as a strong link is created between the SOE and the interests of the state. In the
context of the foregoing, it should be further noted that Haerani et.al. (2020) recognised that SOEs must be sustainable in order to constantly
develop their potential, as they work for the good of the nation and constitute the financial and economic pillar of the country. The sustainable
growth of a SOE depends not only on the investments made, but also on an efficiently and transparently organised management process (Lopez
et.al., 2022, p. 690) and up-to-date, reliable and accurate information (Abdullah & Said, 2015) that can be used in the decision-making process
of the supervisory board. At the same time, it should be taken into account that the sustainable growth of SOEs may be affected by the
uncertainty of “economic policy” (Shaikh, 2022, p. 1504). Thus, the selection of supervisory board members of the SOE is critical to the further
development of SOE.

It follows from the above that, from the point of view of complexity theory, the nomination process as a component of a complex system:
- Is dynamic, but able to maintain a state of equilibrium with changes (Tasaka, 1999);

- Is sensitive to slight differences (Anderson, 1999, p. 217);
- “Resists simple reductionist analysis, because” feedback cause changes (Anderson, 1999, p. 217);
- During interaction can create complex patterns with “relatively simple rules” (Anderson, 1999, p. 217), which indicates changes (new

characteristics) at one of the levels of the hierarchy (Holland, 1995);

- Is self-organizing (Kaufman, 1993; Anderson, 1999, Murphy, 2000).

It is believed that since complexity theory explores rules that are both non-linear and causal, it is the dual principle of reasoning/ thinking
that is used. Smith & Graetz (2006) emphasize the importance of duality in the context of complexity theory. Since the system of complexity
theory is unpredictable and limited by ordering rules, within the framework of a particular study, it is applicable to the order of the nomination
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process. On the other hand, the importance of dual principle of reasoning/ thinking is related to understanding the complexity of the nomination
process.
Research results and discussion

In order to identify problems related to the start of process of selection and appointment of members of the supervisory board of the SOE,
a survey was conducted, in which a sample of 44 respondents was created with all civil servants who were involved in SOE corporate
governance processes. To receive more reliable answers the anonymous survey was used. A limiting factor was the lack of information about
the real duties of potential respondents, since that affected the number of respondents who were able to answer the questions of survey.

The representatives of the holders of the state capital shares (64%) and responsible employees of the holders of the state capital shares
(36%) participated in the survey. None of the employees of the corporate governance units of the holders of state capital shares expressed their
opinion, despite the invitation to take part in the survey. A total 11 respondents took part in the survey, which is 25% of all 44 respondents.
91% of the respondents supervised a large SOE, 9% — medium SOE. Respondents worked in the following SOE sectors:

- Energy (27.3%);
- Transport (27.3%);
- Health care (9.1%);
- Forestry (18.2%);
- Real estate management (9.1%);
- Other (9.1%).
The survey was anonymous and conducted using the QuestionPro survey software tool which was connected to the SPSS statistical
software, which was used to analyze the survey data.

The authors would like to note that the lack of information about the duties of the position of a potential respondent (whether the person is
involved in the election of a supervisory board member) was a deterrent to the survey.

At the beginning of the survey, respondents were asked to answer questions related to the work of supervisory board members. When asked
how often decisions are made to nominate or not nominate current supervisory board members for another term without assessing the
performance of supervisory board members, the majority of respondents (55%) noted that such 50% of such cases, 27% of respondents found
it difficult to answer the question, but believed that this was more than in 50% of cases - 18% of respondents. In other words, none of the
respondents chose the answer “Always” (see Fig. 1).

More than
50% of cases

Difficult to say 18%

27%

Source: authors’ construction based on data of the survey (n=11)
Fig. 1. Decisions on the promotion or not promotion of existing supervisory board members for the next term of office without
assessing the performance of supervisory board members, %
Marking no more than three answers, the respondents answered the question about the cases when the decision is most often made not to
evaluate the activities of the current members of the supervisory board until the end of their term of office (see Fig. 2).

70% 60%
0,
60% 50%
0,
S0% 40%
40%
30%
20% 10%
10%
0% .
Supervisory board member Supervisory board member The results of the work of Other
has held this position fora  competencies no longer the supervisory board
long time. match the current objectives ~ member are good, the
of the SOE competencies are
appropriate

Source: authors’ construction based on data of the survey (n=11)
Fig. 2. Cases when it was decided not to evaluate the activities of current supervisory board before the expiration of their term of
office, % of cases
Of the proposed options, the respondents most often (the % of cases - 60%) chose the answer option "Other", emphasizing the following:
- “"Temporary" member of supervisory board”;
- “If a member of the supervisory board is appointed for a 'temporary' period, until a new one is elected through a competition”;
- “In accordance with the legal framework, members of the supervisory board are elected to office through an open competition”;
- “Evaluated”;
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- “The health sector does not have a long history of supervisory boards, as the first supervisory boards were appointed a year and a half ago”;
- “The performance of supervisory board members is always evaluated to make a decision on their re-election / non-re-election for the next
term of office”.

On the other hand, from the other proposed answers, the respondents noted: the supervisory board member has been in this position for a
long time (50% of cases) and the results of the supervisory board member's activities are good, the competencies are sufficient (10% of cases).
The authors would like to note that none of the respondents chose the following cases in their responses as suggested in the survey:

- Results of activity of the SOE are insufficient.
- The contribution of the supervisory board member in the previous period was insufficient.
- The holder of state capital share does not have the resources/competence to carry out such an assessment.

Respondents, ticking no more than three answers, gave their opinion on the issue of cases when a decision is made not to promote an
incumbent member of the supervisory board for the next term (see Fig. 3).

60% 54,5%
50% 45,5% 45,5%
40% 36,4%
30% 27,3%
20%
10%

0%

Performance results  The supervisory  Opportunity to find  The supervisory Other
of a supervisory  board's knowledge the best candidate board member has
board member are  in a certain area for supervisory  held this position for
not sufficient should be board member on a a long time.
strengthened competitive basis

Source: authors’ construction based on data of the survey (n=11)
Fig. 3. Cases when it was decided not to appoint the current member of the supervisory board for the next term, % of cases

Most often (percent of cases - 54.5%), the respondents preferred to mark the answer option that a member of the supervisory board has
been in this position for a long time and this serves as the basis for the fact that the current member of the supervisory board is not promoted
for the next term of office. The two proposed options for the question had an equal number of answers by respondents (percent of cases —
45.5%):

- The supervisory board’s knowledge in a certain area should be strengthened,
- Opportunity to find the best candidate for supervisory board member on a competitive basis.

The proposed option of the survey answer on non-nomination of the current member of the supervisory board for the next term of office -
the results of the activities of the supervisory board member are insufficient - was indicated the least (percent of cases — 36.4%). In the opinion
of the respondents, this indirectly indicates that, it might be necessary to increase the competence of the supervisory board.

Some respondents (percent of cases - 27.3%) believe that there are other cases when a decision is made not to promote an incumbent
supervisory board member for the next term:

- “Temporary" member of supervisory board”;

“Has not specific experience”;

- “In accordance with the legal framework, members of the supervisory board are elected to office through an open competition”.

When answering (marking only one choice of answer) about the reasons why the current member of the supervisory board is most often
promoted to the next term of office, respondents most often (36.4%) preferred the answer - “Competency of a supervisory board member is
necessary in any area of activity of the SOE". On the other hand, some respondents (27.3%) believed that the reason is the good work of the
supervisory board member, and 18.2% believed that the chance of finding the best candidate for supervisory board in the competition is
unlikely, and therefore the existing supervisory board member is promoted to the next term of office. 18.2% of respondents gave a different -
their own opinion on a specific issue:

“Assessment of activities, competencies, reputation and compliance with the requirements of a member of the supervisory board”;

- “This situation has not yet occurred, as none of the supervisory board members or compositions have expired yet. The theoretical choice
would be the second - about essential knowledge as a value”.

As shown in Fig. 4, the most common reason (percent of cases - 50%) for starting the nomination process after the supervisory board self-
assessment is the need to expand the areas of competence of supervisory board members - an additional supervisory board member; this is
followed by an insufficient result of the work of a member of supervisory board with a percent of cases - 30%. The same assessment (the
percent of cases - 20%) received the following statements based on proposed survey answers:

- There was no such case;
- Proposed replacement of supervisory board member.

None of the respondents chose the answer option - "Recommendation of the recruitment consultant". Some of the respondents wrote their
version of the most common reasons for starting the nomination process after submitting a self-evaluation of supervisory board:

“A member of the supervisory board is in power for several consecutive terms and the SOE needs new challenges for development”;

- “In accordance with the legal framework, members of the supervisory board are elected to office through an open competition”.
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Other
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Source: authors’ construction based on data of the survey (n=11)
Fig. 4. Reasons for starting the nomination process, % of cases (no more than three answers are marked)

In continuation, the respondents answered the question: “When does the process of selection and evaluation of candidates for members of
the supervisory board usually begin, if a decision is made not to approve a member of the supervisory board for a new term?” 73% of
respondents noted that there are 3-4 months left before the end of the term of office, 18% believed that it is 5-6 months before the end of the
term of office, and 9% - more than 6 months before the end of the term of office. None of the respondents chose the answer option — “1-2
months before the end of the term of office”.

Estimating, on average, how long it takes to sign a contract with a recruitment consultant, the majority of respondents (73%) believed that
it was 3-4 weeks; the rest of the answers were evenly distributed: 1-2 weeks (9%), 5-6 weeks (9%), more than six weeks (9%).

Respondents were asked to express their opinion on the choice of services provided by the recruitment consultant in the process of selecting
supervisory board members (respondents were asked to mark all possible answers) (see Fig. 5).
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Source: authors’ construction based on data of the survey (n=11)

Fig. 5. Services of a recruitment consultant in the selection of supervisory board members, % of cases (all possible answers are

marked)

All respondents believed that the assessment of the management competence of candidates is, of course, the service of a recruitment
consultant. All other recruitment consultant services included in the question were highly rated. Two respondents additionally expressed their
opinion about the services of a recruitment consultant in the selection of supervisory board members:

- “Participate in the nomination committee of candidates, give recommendations”;

- “The reputation check”.

Conclusions, proposals, recommendations

1. Within the framework of the study, a number of tasks were outlined, which were implemented:

- After examining the services of a recruitment consultant (see Fig. 5), the authors came to the conclusion that it is necessary to increase the
number of services related to address potential candidates and checking the skills, knowledge and work experience of the candidate
(confirmation at the interview or/ and test). The results obtained allow us to conclude that at the moment not all the possibilities and
opportunities of a recruitment consultant are used to the full in the process of selecting potential candidates. The organizers of the
nomination process should make greater use of the resources of recruitment consultants - databases of candidates, experience in assessing
the labor sector (private and public);

- The fact that the potential of the recruitment consultant is not fully utilized is evidenced by the fact that recommendation of a recruitment
consultant does not serve as a reason to start the nomination process after the submission of the supervisory board's self-assessment. The
authors of the study do not believe that the recruitment consultant should play a leading role in this matter, but greater trust in the
independent services of recruitment consultants should be encouraged,;

- Another task of the study was aimed at identifying cases when a decision is made to promote the current member of the supervisory board or
not to promote him/her to the next term of office (see Fig. 1, Fig. 3, Fig. 4). The results of the work and competencies of a supervisory
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board have a very strong influence on the future opportunities of the current supervisory board member in the supervisory board of a SOE.
The process associated with the start of the selection and evaluation of candidates for SOE supervisory board members, in the event of a
decision not to approve a SOE supervisory board member for the next term, is laborious, as it can take 5-6 months (18.2%) or even more
than six months (9.1%).

2. The results of the study show that, despite the complexity of the start of nomination process in its various aspects, i.e. the assessment of
existing board members, the decision on the promotion of existing supervisory board members for the next term, the involvement of
recruitment consultants, and creation of nomination committee, the nomination process is characterized by a model of mutual interaction,
which is characteristic of complexity theory. The governance process, implemented through the nomination process, creates an interaction
of different levels and in this case, the interaction forms a different degree of complexity. According to the authors, it follows from the
results of the study that the degree of complexity of the nomination process is related to the established procedures of the nomination
process and the challenges of the procedure. The results of the study confirm the unpredictability noted in complexity theory, which is
limited to a certain order or rules.

3. Taking into account the results of the study and the conclusions mentioned in the previous paragraph regarding complexity theory, the
authors recommend further research on the complexity of the nomination process, while focusing on the coordination of this process and
challenges faced by nomination committee related to the influence of the external and internal environment. The authors believe that a
study of causal relationships would contribute to the improvement of the activities and principles of work of the nomination committee,
which would lead to an increase in the efficiency of the nomination process itself.

4. Of great importance is the evaluation of the results of the work of the SOE supervisory board members. In more than 50% of cases, decisions
to nominate or not nominate current supervisory board members for the next term of office are not made without results’ evaluation. Only
in certain cases, the results of the activities of current supervisory board members are not evaluated before the end of the term of office.
This is the case, for example, where a supervisory board member has held the position for a long time or is a member of the supervisory
board who is appointed for a 'temporary' period, until a new one is elected through a competition. At the same time, if a member of the
supervisory board has been in office for a long time, this most often serves as the basis for making a decision not to promote this supervisory
board member for the next term of office (26.1%).

5. The competency of a member of the supervisory board in one of the areas of a SOE is of fundamental importance, because it is precisely
for this reason that the current supervisory board member is most often (36.4%) promoted to the next term of office. At the same time, the
need to expand the competencies of supervisory board of a SOE is the most common reason (35.7%) for starting the nomination process
after the presentation of the supervisory board self-assessment.

6. Taking into account the results of the survey, it can be concluded that the process of selecting and appointing members of the supervisory
boards of the SOEs is aimed at making the decision on the best composition of the supervisory board.
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Abstract. In order to implement the best strategic practice in the field of management of state-owned enterprises in Latvia, certain
recommendations are followed. Taking into account the implementation of international principles of good governance, professional
supervisory boards have been established and are operating in many state-owned enterprises in Latvia. In companies (state-owned enterprises),
processes develop and change, so it is necessary from time to time to analyse the relevance (importance) of the competencies of management
of state-owned enterprises.

Since members of the supervisory boards of state-owned enterprises must be competent, in order to determine the relevance of the
competencies of members of the supervisory boards of state-owned enterprises, a study was conducted of the current competencies and
knowledge of supervisory board members (including those competencies and knowledge required by their candidates). In the study authors
used survey method with respondents from the supervisory boards of state-owned enterprises in Latvia. The authors propose to familiarize
with the results of the study, during which the significance of various competencies was analysed and the true correspondence to the duties
performed by members of the supervisory board of state-owned enterprises was clarified. The study showed that it is necessary to review a
number of competencies and tasks of supervisory board members, as well as build closer cooperation with various stakeholders in improving
the results of the state-owned enterprises achieving goals.

Keywords: state-owned enterprise (SOE), supervisory board, corporate governance, competencies, Latvia.
JEL code: G30, G34, G38
Introduction

State-owned enterprises (SOEs) play an important role in the development of the national economy (Kwiatkowski et.al., 2022), therefore
it is important that their leaders - members of the supervisory boards of SOEs - have the knowledge and skills that can contribute to the
development of a SOE and build up its potential. Nowadays, when our daily lives are influenced by various external and internal factors,
businesses (in this case - SOEs) must be ready to skilfully respond to changes in the environment and be able to use the productivity of
companies to stimulate growth (Chen & Wang, 2022). Members of the supervisory boards of SOEs, as those responsible for the sustainable
strategic direction of the company and the increase in the value of the company, should have different skills, knowledge, including different
areas and experience, both local and international. For the owner, i.e. the state, who is responsible for the selection of supervisory board
members must be confident that the process of selecting and nominating supervisory board members is not only effective, but will also result
in capable professionals on the supervisory board of the company who will skilfully and profitably apply their knowledge.

Considering the role of supervisory board members in the development of SOEs, an effective, high-quality and transparent process of their
selection and nomination is needed. This process should be updated regularly. After reviewing the analysis of SOEs in Latvia, there is also an
opinion that SOEs have relatively weak supervisory boards and that the composition of supervisory boards should be improved (providing a
variety of knowledge and skills in its composition), as well as the level of competencies, knowledge and skills (Maisuradze et.al., 2020; OECD,
2017). An effective composition of the supervisory boards of SOEs is needed, as it might increase the value of the company (Agustia et.al.,
2022, p. 1521) and its performance, including financial goals (Saha & Maji, 2022).

The study was conducted to explore the importance of different competencies and find out the real relevance of the duties performed in the
work of supervisory boards of SOEs in Latvia. As part of the study, it was planned to perform the main following tasks:

- To find out what knowledge and competencies are required for the current members of the supervisory board and which of them are the
most important;

- To obtain an assessment of supervisory board members on less used competencies of supervisory board members;

- To evaluate the ability of the supervisory board to fulfil its tasks, based on the duties assigned to it.

Limitation of the study - the survey was intended for those SOEs in which supervisory boards have been established and are functioning.
The respondents of the study were supervisory board members of the SOEs, who expressed their opinion both on the tasks that fall within the
competence of the supervisory board, and on the competencies and skills needed by the supervisory board.

Literature Review

Supervisory boards are set up to ensure better performance of the SOEs and to achieve the financial and non-financial objectives pursued
by the shareholder and the line ministry. Supervisory board members, in the rhythm of their daily lives, face various decision-making
challenges, such as their transparency and ability to meet the overall strategic goals of SOEs, set financial and non-financial goals. The above
activities are necessary to implement a company management model that emphasizes ethical principles, risk management, avoidance of
conflicts of interest and conscientious performance of duties. In the context of the above, Maisuradze et al. (2020) identify several problems
faced by SOEs — openness (low level), transparency (low level), accountability (low level), violations (e.g. in labour rights). In order for the
members of the supervisory board of the SOE to responsibly fulfil their duties, as well as effectively solve problems, there must be a clear
division of responsibilities and roles between them. Diversity on supervisory boards is important because it improves corporate governance
(Pfeffer & Salancik, 1978) and supports effective debate and decision-making (Northcott & Smith, 2015). Booth-Bell (2018), analysing in
detail the importance of diversity in the supervisory boards of SOEs, came to the conclusion that the following elements are important for the
effective functioning of corporate governance:

- Communication (there must be clear sources of communication, including the exchange of information both outside the company and
within the company);

- Access to various resources (resources and / or support from outside the company must be available);

- Legitimacy (accepted regulatory and labour legal framework);

- Consulting (should be able to advice, offering options for solving problems and giving advice on corporate governance, improving the

efficiency of the company). (Booth-Bell, 2018, pp. 431-432).

Given these elements and the complex nature of SOE governance, which requires supervisory board members to have the variety of
knowledge, skills and competencies, finding the right candidate for a supervisory board member can be difficult. To facilitate the process of
selecting supervisory board members, independent recruitment organisations are engaged for SOE recruitment. Bezemer et. al. (2012) believe
that the need for such services will only increase as they not only facilitate the process of finding a candidate with diverse knowledge, but also
provide support to company management through processes such as training and evaluation (Bezemer et. al., 2012, p. 49). The use of
independent recruitment services helps to diversify the critical composition of the SOE supervisory board and at the same time ensures that a
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more suitable team composition is found, for example, based on the interests and experience of the candidates. Of note there are the findings
of Dutschkus & Lukas (2022) on the importance of diversity in supervisory board members and its impact on the manager. The researchers
claim that:

- The experience of its members is very important in the team;

- A team is more homogeneous if its members are more similar (for example, “socioeconomic roots or recreational interests” (Dutschkus &

Lukas, 2022, p. 168), etc.).

The team of the SOE supervisory board must be able to work in a manner that provides the oversight function of the company and ensures
effective decision making that ensures ethical compliance, transparency, and reduces the potential for conflicts of interest. Members of the
SOE supervisory board (especially independent members of the supervisory board) should be able to assess risks and be able to defend the
interests of the company (Sahabuddin & Hadianto, 2020). The skills required for SOE supervisory board members are special as they must be
able to avoid asymmetric or incorrect information and confrontation while making strategic decisions (Rocca, 2007), in addition, according to
Chen & Xu (2022), the “supervisory board as a whole has a comprehensive coordinating role for individual supervisors” (Chen & Xu, 2022,
p. 13).

There is an opinion that diversity in the composition of supervisory boards increases the value of the company (Carter et.al., 2003; Ouni
et.al.,, 2022; Grau & Bel, 2022) and sustainability (Arayakarnkul et.al., 2022), since strong synergy between supervisory board members
contributes to the strengthening and increase in value (Carter et.al, 2003) and helps to achieve the strategic goals of the company (Cindri¢,
2021), in addition, those companies where there are women on the supervisory board (or management board) are more successful in achieving
corporate goals and incur less losses, including holding the position of manager (Miholi¢ et.al., 2022). By the way, the participation of women
on supervisory boards of SOEs should be encouraged as it improves the governance aspect of the company (Chouaibi et.al., 2022; Raimo et.al.,
2022).

Since Latvia has a two-tier corporate governance structure, one of the duties of the members of the supervisory board of the SOE is to
supervise “the management board” (Lakatos, 2020, p. 258). From this, in turn, it follows that the task of SOE supervisory board members is
not only to control (supervise) the decisions made by the management board, but also that they must be responsible for the behaviour of the
management board and, if necessary, must be able to prevent and / or resolve conflicts between the various parties involved in the operation
of the company (Ilona et.al., 2019). Both layers of governance are important for making SOE work, for example, Kacanski (2020) believes
that both layers of governance help understand "the evolution of corporate governance networks" (Kacanski, 2020, p. 100), while Dobija et al.
(2022) in a two-tier system emphasizes the importance of a manager's cross-national experience for the sustainable development of corporate
behaviour.

Research results and discussion

27 (42% of all respondents (which also means - 42% of SOEs supervisory boards’ members)) supervisory board members from Latvian
SOEs were anonymously surveyed. Participants of the survey represented various industries - communication, transport, energy, real estate
management, healthcare, forestry and agriculture, and other sectors. The study used QuestionPro survey software tool, while survey data
analysis was performed using SPSS (Statistical Package for the Social Sciences) statistical software.

The members of the supervisory board of SOEs are subject to a number of mandatory minimum requirements. Therefore, the opinion of
the respondents was first clarified as to whether there is a reason to doubt that all current (including temporary) members of the supervisory
board speak the necessary languages, incl. knowledge of foreign languages, relevant education, work experience, qualifications. Among the
board members of SOEs surveyed, doubts about the knowledge and competence of supervisory board members were below 20% (see Fig. 1).

81,5%

Impeccable reputation
peccible repuiion 15 5%

Work experience that provides the necessary set of skills for 92.6%
the professional performance of the tasks of a supervisory o ’
board member in a specific position in a SOE - 7,4%

Higher education that provides the necessary set of
knowledge and competencies for the professional 88,9%
performance of the tasks of a supervisory board member in a - 11,1%
specific position in a SOE

Knowledge of the state language and at least one official
language of the European Union to the extent necessary for 85,2%
the professional performance of the duties of a member of the - 14,8%
superviory board

No mYes

Source: authors’ construction based on data of the survey (n=27)
Fig. 1. Mandatory minimum requirements for supervisory board members, %

The least doubtful was the work experience of a supervisory board member, which provides the necessary set of skills for the professional
performance of the tasks of a supervisory board member in a particular position in a SOE (7.1%). On the other hand, two issues raised the most
doubts: impeccable reputation (18.5%) and knowledge of the national language and at least one official European Union language to the extent
necessary for the professional performance of the duties of a supervisory board member (14.8%). 11.1% of the respondents questioned whether
supervisory board members have a higher education that provides the necessary set of knowledge and competencies for the professional
performance of the tasks of a supervisory board member in a specific position in a SOE.

Members of supervisory boards of SOEs were asked to express their opinion on the competencies set for current supervisory board
members, marking all possible answers (see Fig. 2).
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Source: authors’ construction based on data of the survey (n=27)
Fig. 2. Competencies set for current supervisory board members, % of cases

Respondents most noted as competencies put forward for current supervisory board members: strategic vision (27 answers or percent of
cases - 100%), decision-making and responsibility (24 answers or percent of cases - 89%) and orientation to development (21 answers or
percent of cases - 78%); the following competencies were noted least of all: motivation and development of employees (5 answers or percent
of cases - 19%), team management (11 answers or percent of cases - 41%), building and maintaining positive relationships (13 answers or
percent of cases - 48 %).

In the next question, supervisory board members of SOEs identified the four most important competencies in relation to supervisory board
members (see Fig. 3).

Change management m————————— 43 1%,

Orientation towards achieving results 51,9%

Decision making and responsibility 85,2%
Planning and organisation —m——— 18 5%
Strategic vision T ——————————— | 00,0%

Orientation to development 44,4%
Team management m— 18 5%
Building and maintaining positive relationships ————————— 25 9%
Motivation and development of employees mmm—m 11,1%

Source: authors’ construction based on data of the survey (n=27)
Fig. 3. The most important competencies of supervisory board members, % of cases

Respondents considered the four most important competencies for supervisory board members to be: strategic vision (27 answers or 100%
of cases), decision-making and responsibility (23 answers or 85% of cases), result orientation (14 answers or percent of cases - 52%), change
management (13 responses or percent of cases -48%). Few of the respondents chose the following four competencies of members of the
supervisory board: motivation and development of employees (3 answers or percent of cases — 11%), team management (5 answers or percent
of cases — 19%), planning and organisation (5 answers or percent of cases — 19%), building and maintaining positive relationships (7 answers
or percent of cases — 26%). Respondents had the opportunity to additionally indicate whether there are any other essential competencies that
supervisory board members should have. 24 respondents (89%) indicated that they should be, and three respondents expressed a dissenting
opinion about them:

- Communication skills: the ability to communicate clearly and simply;

- Time management: the ability to independently and effectively plan and use time;

- Interaction: the ability to add more value from activities in several companies and organisations;
- Humanity;

- The ability to lead/motivate yourself and others.

Comparing the obtained data on the competencies set for current supervisory board members of SOEs (see Fig. 2) and the most important
competencies of the supervisory board members (see Fig. 3), the authors of the article come to the conclusion that in both cases, strategic
vision, decision-making and responsibility were marked as the most important competencies. Comparing the data of the two above-mentioned
survey results (see Fig. 2, Fig. 3) regarding the smallest number of cases mentioned by the respondents, the authors come to the conclusion
that the motivation and development of employees are both considered such competencies.

Assessing knowledge in various areas, all 27 respondents believed that supervisory boards provide areas such as:

- Financial matters and audit;

- Risk management and internal control system;

- Development and implementation of the strategy;

- Understanding and knowledge of the field in which the SOE operates;
- Corporate governance.

In addition, it should be noted that, according to the respondents, the supervisory board members did not have knowledge in two areas - in
the assessment in the field of company and team management, it scored 11.1%, and in the field of stakeholder management — 7.4%. When
asked whether the supervisory board of the SOE should be familiar with any additional areas, 3.7% of respondents answered in the affirmative,
specifically mentioning the direction of digital transformation.

As a continuation of the survey, members of the supervisory boards of SOEs were asked to express their opinion on areas that should not
necessarily be familiar (see Fig. 4).
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Source: authors’ construction based on data of the survey (n=27)
Fig. 4. Areas that should not necessarily be familiar, % of cases

10 respondents (or percent of cases - 53%) believed that it is not necessary to know the stakeholder management field, the second highest
indicator was in the field of business and team management - 6 respondents (or percent of cases - 32%), and the third place - understanding
and knowledge of the field in which the SOE operates (5 respondents or 26% of cases). The least respondents noted the following areas:
financial matters and audit, risk management and internal control system, development and implementation of the strategy; each of the fields
was given the same assessment - 3 respondents, or the percent of cases - 16%.

The respondents rated how well the supervisory board fulfils its tasks on a 10-point scale (where "1" denotes Very weak, and "10" denotes
Excellent) (see Table 1).

Table 1
Assessment of task performance (descriptive statistics)
Tasks of the Supervisory Mean | Median | Mode | Standard | Variance | Maxi- | Mini-
Board Deviation mum | mum

Consider the annual report of the SOE, the
report of the management board and the
proposals of the management board on the
use of profits, prepare a report of the
supervisory board on them and submit it to
the meeting of shareholders

Approval of the annual budget and control
over its fulfilment 9.41 10 10 0.747 0.558 10 8
Preliminarily consider all issues related to
the competence of a shareholder or a
meeting of shareholders or recommended
for consideration at a meeting of 9.30 10 10 1.137 1.293 10 5
shareholders at the suggestion of members
of the management board or supervisory
board, and give an opinion on them
Approve the medium-term operating

9.52 10 10 0.700 0.490 10 8

strategy and monitor its implementation 9.22 9 10 0.801 0.641 10 8
Elect and recall the chairman of the
management board and members of the 9.11 9 10 0.892 0.795 10 7

management board
To carry out an annual self-assessment of

the supervisory board's work 9.11 9 9 0.847 0.718 10 7
Approve the conclusion of the transaction
between the SOE and the management 9.04 10 10 1.594 2.540 10 4

board member or the auditor

Approval of the most important policies
that define the principles of the SOE's 9.04 9 10 1.055 1.114 10 6
activities in terms of risk management,
conflict of interest prevention, anti-
corruption, corporate governance and other
issues

Monitoring the functioning of internal
control and risk management systems, 8.78 9 9 1.121 1.256 10 6
checking their adequacy and effectiveness
Determine the remuneration of the

management board members 8.78 9 10 1.423 2.026 10 4
Providing the shareholder with proposals
for improving the SOE's activities 8.74 9 10 1.228 1.507 10 6

Constantly monitor for the SOE's affairs to
be resolved in accordance with the
requirements of the regulatory legislation, 8.68 9 9 1.435 2.060 10 4
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the SOE's charter, the decisions of the

shareholders' meeting

Represent the SOE in court in all claims

brought by the SOE against members of

the management board and in claims 6.68 8 10 3.372 11.370 10 1

brought by members of the management

board against the SOE

Source: authors’ calculations based on data of the survey (n=27)
Analysing the responses of the respondents, the task of the board received the highest rating — to consider the annual report of the SOE, the

report of the management board and the proposals of the management board on the use of profits, prepare a report of the supervisory board on

them and submit it to the meeting of shareholders. Also highly regarded the following tasks of the supervisory board:

- Approves the annual budget and controls over its fulfilment;

- Preliminarily considers all issues related to the competence of a shareholder or a meeting of shareholders or recommended for consideration
at a meeting of shareholders at the suggestion of members of the management board or supervisory board, and gives an opinion on them;

- Approves the medium-term operating strategy and monitors its implementation.

The authors would like to note that not all respondents gave their opinion on the tasks that needed to be assessed, for example:

- Constantly monitor for the SOE's affairs to be resolved in accordance with the requirements of the regulatory legislation, the SOE's charter,
the decisions of the shareholders' meeting. There were no responses from two respondents. According to Table 1, ranked in descending
order (the task with the largest arithmetic mean came first), the specific task took the penultimate place;

- Represent the SOE in court in all claims brought by the SOE against members of the management board and in claims brought by members
of the management board against the SOE. There were no answers from five respondents, and according to the survey, this task of the
supervisory board is in last place;

- Approve the conclusion of the transaction between the SOE and the management board member or the auditor. Response was absent from
two respondents. Taking into account the mean, the problem ranks seventh.

For the purpose of a comprehensive analysis of information on the activities of supervisory boards of SOEs, the questionnaire included
questions on self-assessment of the supervisory board and its external evaluation, as well as on the term of office of supervisory board members.
When asked whether the supervisory board had conducted a self-assessment, 92.6% of respondents answered positively. On the other hand,
only 37% of respondents answered positively to the question of whether the supervisory board had an external evaluation. If we analyse the
data on the consequences of the self-assessment of the supervisory board or the results of an external assessment (changes in the composition
of the board were proposed/implemented), then only 14.8% of respondents answered affirmative.

When assessing the sufficiency of the term of office of supervisory board members (see Fig. 5), respondents were able to give several
answers. According to members of the supervisory boards of SOEs (88.9% of cases), five years is a suitable term for supervisory board
members, as it ensures relevance and consistency in the activities of the SOE. In 14.8% of cases, the respondents agreed with the statement
that the term of office of the members of the supervisory board does not matter, since the shareholder can dissolve the supervisory board at
any time.

It doesn't matter, the shareholder can dismiss b
the supervisory board at any time. - 14,8%

Yes, five years provide stability and _ 88.9%
consistency in the work of the SOE 70

Source: authors’ construction based on data of the survey (n=27)

Fig. 5. Assessment of compliance with the term of office of members of the supervisory board, % of cases

The authors would like to note that in this question, none of the respondents agreed with the following statements included in the question:
- Term of office should be reduced;

- Term of office should be set to one year and the composition of the supervisory board may be reviewed every year after a self-evaluation
of the supervisory board.

At the end of the survey, respondents were asked for their opinion on whether supervisory boards should be established in all SOEs,
including small companies. 66.7% believed that supervisory boards should not be created in all SOEs. The result of this answer confirms that
the establishment of supervisory boards should continue to target large and medium size SOEs.

Conclusions, proposals, recommendations

Having studied the importance of various competencies and found out the real relevance of the duties performed in the work of the
supervisory boards of SOEs, authors come to the following conclusions and recommendations:

1. One of the tasks of the study was to find out what competencies are established for the current members of the supervisory board and,
which of them are the most important (see Fig. 2, Fig. 3). In addition to the above mentioned overview of study results, analysing the results
of the particular tasks regarding the most important competency, it can be concluded that the most important competencies for supervisory
board members of SOEs are related to the proficiency to make strategic decisions, which echoes the opinion of Rocca (2007) that decision-
making, especially the ability to make strategic decisions, is an important role of corporate governance.

2. The study examined the presence of knowledge of various areas in the supervisory boards of SOEs, and also clarified their necessity (the
second task of the study). The authors make the assumption that the results of the study, indicating a low assessment of knowledge in the
field of management (see Fig. 4), are due to the fact that the members of the supervisory boards of SOEs might focus more on solving
various strategic problems within the company, and thus their attention is diverted from the duties related to the development of the SOE.
According to the authors conclusion, the aspect related to the daily duty range of a member of the supervisory board of a SOE should be
developed separately and be the subject of further study.

3. The third task of the study was to find out the ability of the supervisory board to perform its tasks, based on the duties assigned to it (see
Table 1). Based on the results of study, it can be concluded that the existing competencies in the supervisory boards of SOEs allow to
perform specifically technical tasks in the best possible way, such as reviewing reports, approving the budget, and strategical tasks, such
as approve the medium-term operating strategy and monitor its implementation. According to the authors, this indicates the need to
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strengthen the cooperation function in the supervisory boards of SOEs, for example, by reviewing and improving the composition of the
competencies of supervisory board members.

4. The results of the study showed that the holder of state capital shares does not have an internal order (in the form of an internal regulation,
guidelines, instructions or catalogue), which sets the criteria or requirements for the creation of a specific of supervisory board member
vacancy. Respectively, information with a list of competencies and knowledge for members of the supervisory board of the SOE will be
included together. Such an internal order would have the following advantages:

- There is an internal procedure for the holder of state capital shares to determine the criteria or requirements for a vacancy of the supervisory
board member;

- The following (collected) information will be in one place: (a) the necessary competencies for SOE as a whole; (b) information about in
which cases knowledge of which field would not be needed or necessary.

Therefore, SOEs, in cases where it will be necessary to start selection process of candidates for the SOE’s supervisory board through internal
procedures, will first of all evaluate the necessary fields that a vacancy of a supervisory board member of a SOE should incorporate (guided
by the goals of the SOE, the expectations that the candidate for supervisory board member should be familiar with).

5. Supervisory board members are expected to gain more practical knowledge and skills that can be useful when working in a changing
environment.

6. There is a demand for experience, broader knowledge that goes beyond the formally acquired and allows one to run for the position of a
member of the supervisory board of a SOE.

7. Analysing the results on the question where areas were mentioned that should not necessarily be familiar with, the authors come to the
conclusion that these are areas related to issues of approach to partnership management, since they relate to areas such as stakeholder
management (percent of cases — 52.6%) and business and team management (percent of cases — 31.6%). According to the authors, despite
the fact that the corresponding fields are required when announcing vacancies for the positions of supervisory board members (Vakancu
informacija, Parresoru koordinacijas centrs (Vacancy information, Cross-sectoral Coordination Centre), 2022), this trend indicates that the
supervisory board members of SOEs may not see how the supervisory board can practically apply this knowledge, which is actually focused
on the skills of effective management of various stakeholders, increasing the trust and credibility of the supervisory board of SOE. However,
versatile knowledge helps to navigate the work of SOEs and understand their nature, not without reason Perrow (1967), writing about
understanding the nature of the material, mentioned that this means the ability to better manage it and achieve greater “predictability and
efficiency of transformation" (Perrow, 1967, p. 197).

8. The authors believe that the survey revealed the risk of misunderstanding regarding the knowledge of the required areas in the performance
of the duties of a member of the supervisory board of a SOE. According to the previously mentioned, the authors recommend paying more
attention to several competencies and established requirements of members of the supervisory board of SOEs - motivation and development
of employees, team management (ranked below average in importance), stakeholder management, understanding and knowledge of the
field in which the SOE operates. It is necessary to analyse and evaluate in more detail why the members of the supervisory board of SOEs
have the opinion that familiarization with the above areas is not mandatory, as well as to review the existing areas and make the necessary
clarifications or additions.

9. Despite the fact that the supervisory boards of SOEs are provided with knowledge in the necessary (certain) areas, the authors believe that
there are additional risks in relation to such experience and impose requirements, such as building and maintaining positive relationships,
financial matters and audit, development and implementation of the strategy. On this occasion it is necessary to update the discussion about
what knowledge is really needed for the supervisory board as a whole, including taking into account the respondents' suggestions for
additions (clear communication skills, time management, enhancing collaboration skills, digital transformation).

10. Although, based on guidelines (Parresoru koordinacijas centrs (Cross-sectoral Coordination Centre), 2020) it is desirable to conduct an
external evaluation only once every three years (63% of supervisory board members of SOE surveyed have not undergone an external
assessment of the supervisory board) and it is possible that the three-year cycle for respondents has not yet ended, in order to conduct an
external evaluation of the supervisory board, it is necessary to pay attention to how the task of improving the efficiency of the supervisory
board's work is included in the guidelines for the annual self-assessment of the work of the supervisory board - to conduct an external
evaluation - is actually being implemented. It is necessary to carefully evaluate why no changes were made to the composition of the
supervisory board as a result of the self-assessment or external assessment of the board.

11. Improvements should be envisaged in the selection of applicants, since, although small, there are still doubts about the knowledge of the
national and foreign languages, higher education, work experience, and the impeccable reputation of current (including temporarily
appointed) members of the supervisory board.

12. Finally, members of the supervisory board of SOEs should strengthen cooperation with all stakeholders in order to make the work of SOEs
more efficient.
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Abstract. In order for state-owned enterprises (SOEs) to contribute to increasing national wealth and economic efficiency, they must use
their potential. The activity of a competent and professional supervisory board of the SOE is of great importance for the development of the
potential of a SOE. Effective management (supervisory board) of a SOE implements best corporate governance practices, which are based not
only on risk management and management of the internal control system, but also on the management of parties involved in the activities of
SOE. In order to ensure that all the necessary activities are carried out professionally and efficiently in the institutional environment of the
management of the SOE, nomination committees are formed to carefully select the candidates of the supervisory boards. Since the economy
develops in cycles, the SOEs must also develop, and hence the supervisory boards. Development is possible if the process of selection and
nomination of members of the supervisory board of SOE:s is controlled and, if necessary, updated.

The authors of the article propose to get acquainted with the results of a study on the implementation of the selection and nomination
process for potential members of the supervisory board in SOEs in Latvia. Studying the effectiveness of the nomination process in SOEs, its
authors came to the conclusion that the effective performance of the role of a holder of state capital shares requires a number of improvements
related to decision-making and problem solving in the selection and appointment of supervisory board members of SOEs.

Keywords: state-owned enterprise (SOE), nomination committee, supervisory board, Latvia.
JEL code: G30, G34, G38
Introduction

The nomination committees are formed to select board members of SOEs, thereby ensuring an independent monitoring process for SOEs
boards as a whole (Frankforter et.al., 2012, p. 565). There are various options for the composition of the nomination committee. With regard
to SOEs, it is accepted in Latvia that the composition of the members of the nomination committee usually consists of representatives of such
organizations: holder of state capital shares, SOE, a subsidiary company, trade union, non-governmental organization (NGO) (an independent
representative of the nomination committee), Cross-sectoral Coordinating Centre (CSCC), the line ministry (taking into account the specific
sector of the SOE), or another institution. Why a CSCC representative is usually included on the nomination committee? The CSCC has been
appointed as a coordinating institution tasked with establishing and maintaining a centralized selection of supervisory board members for
SOEs, and is obliged to participate in all processes of selection and evaluation of members of the supervisory board (and management board)
of SOEs (Saeima (Parliament of Republic of Latvia), 2014).

Members of the nomination committee are recruited with experience in various areas. The results of the study by Kaczmarek et.al. (2012a)
confirmed that the composition of the nomination committee is of great importance, as it has a strong influence on the future “composition
outcomes” of the supervisory board (Kaczmarek et.al., 2012a, p. 485). A diverse composition of the nomination committee is necessary for
the full evaluation and selection of a candidate, which will result in the successful management of a SOE, as members of the supervisory board
with high productivity abilities will be attracted. It should be noted here. On the one hand, high productivity has a lot to do with the company's
pay policy (Vu & Yamada, 2020; Xiayan et.al., 2021; Bezuidenhout, 2021; Lu & Niu, 2022), but on the other hand, the company's risk of loss
can increase as labour costs rise (Nguyen, 2021). Performance of the SOE, including a sustainable remuneration policy in the company is
linked to corporate governance mechanisms. For example, as Velte (2022) points out: “In line with the monitoring role of corporate governance
mechanisms, incentive alignment between managers and stakeholders can be mainly achieved by sustainable management compensation
systems” (Velte, 2022, p. 646). In addition, Johl & Salami (2017) indicated that there is a significant and positive relationship between company
performance and sustainability (Johl & Salami (2017, p. 540).

Not all SOEs, which are limited liability companies, have established supervisory boards, as their creation must meet two criteria:

- The total amount of the balance (should be more than four million EUR);
- Net turnover (should be more than 21 million EUR) (Saeima (Parliament of Republic of Latvia), 2014).

Despite the fact that due to COVID-19 “the total turnover of SOEs decreased by 664.5 million euros. or -16.8% to euros 3.29 billion in
2020 and profitability decreased by -7.4 percentage points or -92.0% to 0.6% in 2020 compared to 2019” (Parresoru koordinacijas centrs
(Cross-setoral Coordination Centre), 2021, p. 46), SOEs make a significant contribution to the Latvian economy. Since supervisory boards are
established in large SOEs, whose annual contribution to the Latvian economy is measured in several hundred million euros per year,
supervisory boards are considered SOE tools that help increase the productivity of SOEs and create the necessary growth (Chen & Wang,
2022).

Taking into account the important role of the nomination committee in the selection of members of the supervisory boards of SOEs, the
authors of the article examine how effective the process of selecting candidates for the positions of members of the supervisory boards of SOEs
is and look for possible solutions to improve nomination process.

The authors of the article propose to get acquainted with the results of a study on the implementation of the selection and nominating
process for potential members of the supervisory board in SOEs in Latvia. As study’s goal was to assess the effectiveness of the nomination
process in SOEs, the following most important tasks were identified for the study:

- To explore the experience and institutional representation of the members of the nomination committee;

- To find out what is the optimal number of nomination commission members and the ratio between an independent and dependent member
of the nomination committee;

- To find out whether it is justified to involve independent experts in the nomination process;

- To explore the time spent on the nomination process in various situations or actions, for example, if (a) a candidate nominated by the
nomination committee is not approved, or (b) if additional methods of obtaining information must be used.

The respondents of the study were the representatives of holders of the state capital shares and the responsible employees of the holders
of the state capital shares. The limitation of the study refers to the sample of respondents, since the study planned the participation of
representatives who are involved in the governance of SOEs, in which supervisory boards have been established and are functioning.

Literature Review

In Latvia, the largest SOEs have a two-tier system, i.e. SOEs have both supervisory boards and management boards. There is an opinion
that a two-tier system:

- Can limit “the role of the supervisory board” through consultation and oversight (Bozhinov et al., 2019, p. 389), while company survival

is linked to key factors in supervisory board structure and characteristics (Chien et.al., 2009, p. 379);

123



UNIVERSITY OF LATVIA
FACULTY OF BUSINESS,
MANAGEMENT

AND ECONOMICS

- Has impact diversity (Kusumastati et.al., 2022).

“Large SOEs” have “a centralized structure”, since they and the decisions they make are subject to state control, in addition, this also
means that the decision-making culture in SOEs is based on compliance with state interests (Shen et al., 2020, p. 3).

As mentioned above, the composition of the nomination committee is formed in different ways, including from independent members of
the nomination committee. In corporate governance, nomination committee members and especially the independent member play a very
important role in adhering to the principles of good governance (Kolev et al, 2019). Good corporate practice means problem solving (Tran
et.al., 2022), making fair and transparent decisions, therefore, nomination committee members should be guided in their actions by general
corporate governance obligations, which provide that actions taken will not be aimed at abusing their position, will not undermine their
authority and institution, will not misuse company’s resources (Kirkbride & Letza, 2003, p. 265). Good governance is important for large
SOEs, according to Farooq et.al. (2022), it is large companies that benefit from the implementation of good corporate governance.

The composition of the nomination committee plays an important role “in the relationship between” the senior management of the SOE
(representatives of the state) and the supervisory board of SOE (Shen et.al., 2022, p. 11). Thus, by stimulating the process of interaction
between different levels, much-needed cooperation is created, strengthening the interaction (cooperation) between the state, which is the policy
maker, and between the leadership of the SOE, which implements this policy (Hassan et al., 2022).

It is the responsibility of the members of the nomination committee to select supervisory board members of SOEs in such a way that the
position of the members of SOEs is not even, so that there are no gaps (defects) (Kaczmarek et.al., 2012b). The duties of the members of the
nomination committee include the selection of supervisory board members of the SOEs in such a way that the position of the supervisory board
members of the SOE is not even, so that there are no gaps (defects) (Kaczmarek et.al., 2012b), as well as to supplement their (supervisory
board members) knowledge, skills and competencies of each other. Not in vain Schiehll et.al. (2022) emphasize the importance of the
“contextual conditions” of the company - when selecting candidates, it is also important to consider the context of the SOE - the area in, which
SOE operates and the supervisory board's needs for specialized knowledge and expertise. There is a belief that nomination committees can
strengthen the selection process for the supervisory boards of SOEs, thereby improving the survival chances of SOEs (Appiah & Chizema,
2016, p. 79). So, it can be assumed that not only holder of state capital shares is able to positively influence the financial results of a SOE (Puni
& Anlesinya, 2020, p. 163), which only strengthens the place and role of the nomination committees for nominating candidates in the process
of selecting and nominating members of the supervisory board of SOEs.

The governance of SOEs is characterized by various elements. According to the results of a study by Levy Yeyati & Negri, (2022), one of
the most important elements to achieve successful business governance is “a competent management and an approach..”, an “..accountability
mechanism” (the need for it) (Levy Yeyati & Negri, 2022, p. 8). By exercising the governance function of the SOE, the state implements the
type of public administration activity that:

- Promotes the economic interests of the state;
- Follows the life cycle of SOEs, that is, their development and resources, to achieve the set financial and non-financial goals, which
ultimately affect the indicators of the Classification of the Functions of Government.

SOEs have an institutional corporate governance environment, decisions of which, in cooperation with the state, are made on the basis of
the resources available to it, guided by specified requirements (certain achievable financial and non-financial goals). Nomination committees,
on the other hand, are a tool by which the development of SOEs is promoted, as it provides an assessment of the competencies of each applicant
for the position of a member of the supervisory board of a SOE (Ministru kabinets (Cabinet of Ministers of the Republic of Latvia), 2020) in
order to select the best, most professional supervisory board members of the SOEs.

Research results and discussion

For assessing the efficiency of the selection process of candidates for the supervisory board of SOEs, holders of the capital shares -
representatives of the holders of the capital shares (64%) and the responsible employees of the holders of the state capital shares (36%) were
surveyed anonymously. The questionnaire was also sent to employees of the corporate governance units of the holders of the capital shares,
but no responses were received from them. Therefore, it can be considered that the opinion of the holders of the state capital shares is reflected
in the study. The QuestionPro platform was used to conduct the survey, and Statistical Package for the Social Sciences software was used for
data analysis.

25% of respondents took part in the survey, which amounted to 11 respondents out of 44 respondents. 9% of the respondents represented
a medium-sized SOE, and 91% - a large one. The following sectors of SOEs were under the supervision of the respondents: transport (27.3%);
energy (27.3%); health care (9.1%); forestry (18.2%); real estate management (9.1%); other (SOE operates in several sectors: communications,
energy, real estate management, etc.) (9.1%).

Considering that members of the nomination committee are recruited with experience in various areas, the respondents were asked to
answer — what, in your opinion, should be the percentage distribution of areas in which the members of the nomination committee have work
experience? Pease assign a percentage to each area, assuming that all three areas add up to 100% (see Table 1).

Table 1
Share percentage distribution of areas in which nomination committee members have experience

Experience Areas Mean | Median | Mode | Standard Deviation | Variance | Maximum | Minimum

Human resource management, se!ectlon 26.27 30 20 8259 68.218 40 10
and assessment of competencies

SOEs' governance 32.82 32 30 5.980 35.764 40 20

Experience in the 1ndustry.1n which the 40.91 40 40 7063 49 891 50 30
SOE conducts business

Source: authors’ calculations based on data of the survey (n=11)

Analysing the answers of the respondents, the experience in the industry in which the SOE conducts business activities received the highest
rating. Human resource management, selection and assessment of competencies received the lowest rating. The average results were obtained
by the experience area of SOEs’ governance (out of three options, taking the second place).

Respondents were asked to give their opinion on other areas in which nomination committee members should have experience. 45.5% of
respondents in this question believed that there were no other directions, except for the three named, but other respondents mentioned the
following:

“The main thing is to understand the industry and be aware of its problems”;

- "Team Compatibility";

"Team building";

- "Corporate governance";
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- "In the case of the healthcare sector, members of the nomination committee should have an understanding of the processes in public
administration. Although a member of the supervisory board is elected for a SOE, his activities are very close, for example, to the principles
of public administration".

In continuation of the survey, the respondents were asked to indicate which institutions represent the members of the nomination committee

(respondents were asked to mark all possible answers) (see Fig. 1).

Other institution m—— 30%
Other ministry T ———— 507,
Cross-sectoral Coordination Centre m s ————— 9%,
Non-governmental organization m ——— | 0%
Trade union —— 407
SOE v 20%
Holder of state capital shares - ——— ———————— 0%

Source: authors’ construction based on data of the survey (n=11)
Fig. 1. Institutions represented by members of the nomination committee, % of cases

All respondents noted that the members of the nomination committee represent a holder of state capital shares (percent of cases - 100%)
and an NGO (percent of cases - 100%). The CSCC nomination committee member is mentioned as the next highest scoring member (percent
of cases - 90%). Members of the nomination committee from: other ministry (percent of cases - 50%), trade union (percent of cases — 40%),
other institution (percent of cases - 30%), and SOE (percent of cases - 20%) received a lower score. Respondents were asked to mention other
institutions, and they mentioned the following:

"Other associations, funds, organizations";

"Representatives of the industry";

"A state or municipal institution responsible for a particular industry or closely associated with it."

The authors would like to note that none of the respondents, assessing which institutions the members of the nomination committee
represent, chose the answer option in their answers: "Subsidiary company", “Other municipality”.

On the other hand, the respondents proposed the following options as the optimal number of nomination committee members: (a) From
three to five (9.1%), (b) Five (81.8%), (c) From five to seven (9.1%). The authors point out that this was an open-ended question, without any
given answer options, to which the majority of respondents (81.8%) gave the same answer.

Taking into account the role of the CSCC in the affairs of SOEs, the respondents were asked to answer what is the optimal ratio of
independent members with a representative of the CSCC and dependent members of the nomination committee (percentages assigned to each
answer that add up to 100%) (see Table 2) .

Table 2
Optimal percentage distribution of the share of independent representatives of the CSCC and dependent members of the nomination
committee
Members of Nomination Committee Mean | Median | Mode | Standard Deviation | Variance | Maximum | Minimum
Independent memberg of the nomination 50,30 55 30 26.369 695.344 100 3
committee
Dependent nomination committee 4970 45 35 26.369 695.344 97 0
members

Source: authors’ calculations based on data of the survey (n=10)

In this question, the number of respondents out of all respondents was 10 (one answer was missing). Taking into account the results of the
survey of the data in Table 2, the authors conclude that, according to the respondents, the most optimal percentage distribution of the share of
independent members with representatives of the CSCC and dependent members of the nomination committee is 50% versus 50%.

Respondents assessed how easy it is to involve independent experts in the work of the nomination committee (see Figure 2).

Difficult to say e — ————— )7 3%,
Pretty hard e 36,4%,
Neither easy nor difficult m— ————— 7,37,
Easy mss—— 9,1%

Source: authors’ construction based on data of the survey (n=11)
Fig. 2. Involvement of independent experts in the work of the nomination committee, %

The majority (36.4%) considered it rather difficult; 27.3% of respondents believe that the involvement of independent experts is difficult
or neither easy nor difficult, and only 9.1% preferred to answer that it is easy. None of the respondents chose the answers “rather easy” and
“difficult to say”.

At the same time, 45.5% of respondents believe (see Figure 3) that the involvement of independent experts in the work of the nomination
committee is justified, since they contribute to ensuring an objective assessment of candidates, and 18.2% of respondents believe that the
involvement of independent experts:

- “Partially justified, since independent experts are often busy and can only partially participate in the process”;

“Rather unjustified”;

- “Difficult to say”.
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Difficult to say NG 18.2%

Rather not justified |GGG 132%

Partially justified, since independent experts are often busy

: Py : | 9
and can only partially participate in the process 18,2%

Yes, they help ensure an objective evaluation of candidates

. 45,5%0

Source: authors’ construction based on data of the survey (n=11)
Fig. 3. Satisfaction with the involvement of independent experts in the work of the nomination committee, %

It should be noted that none of the respondents chose the answer proposed in the survey - "Yes, they make a significant contribution."

When asked about the timing of the establishment of a nomination committee, the opinions of the respondents differed. 63.6% of
respondents believe that the average time to form a nomination committee is three to four weeks, while 27.3% believe that it takes one to two
weeks. 9.1% of respondents were sure that this process takes five to six weeks. None of the respondents marked the answer option proposed
in the questionnaire - “More than 6 weeks”.

Continuing with the theme of the nomination committee and the nomination process, respondents were asked to rate how often the selection
process had to be reorganized if:
- The nomination process ended unsuccessfully (see Figure 4);
- The holder of state capital shares rejected the nomination nominated by the nomination committee (see Figure 5).

Never 27.3%
Very rarely, almost never T —— 45 5%

Rarely, less than 50% of cases 27,3%

Source: authors’ construction based on data of the survey (n=11)
Fig. 4. Answers to the question: How often did you have to reorganize the selection process if it failed during the nomination
process? %

Never — 18,2%
Very rarely, almost never e ———— (3, 6%
Rarely, less than 50% of cases m— 9 19,

Source: authors’ construction based on data of the survey (n=11)
Fig. 5. Answers to the question: How often did the selection process need to be reorganized if a holder of state capital shares rejected
a candidate nominated by the nomination committee? %

Analysing the data, we can conclude that for both questions, the majority of respondents preferred to answer that only “very rarely, almost
never”, it was necessary to re-organize the selection of candidates. The results of the survey also showed that 27.3% of the respondents, if the
nomination process ended unsuccessfully, “never or rarely”, in less than 50% of cases, faced the need to re-organize the selection process. On
the other hand, if a holder of state capital shares rejected a candidate nominated by the nomination committee, according to the data, 18.2% of
respondents never had such a situation, and 9.1% - rarely, less than 50% of cases. It should be noted that in both questions, none of the
respondents chose the answer included in the questionnaire - "Often, in more than 50% of cases". One respondent did not answer the question
about the need to reorganize the selection process, that the holder of state capital shares rejected the candidate nominated by the nomination
committee.

Since it is very rare, but there are cases when a candidate nominated by the nomination committee is not approved, representatives of the
state were asked to provide answers on the reasons why the candidate nominated by the nomination committee was not approved (respondents
were asked to mark all possible answers) (see Figure 6).

Otver | 15.2%

Candidate turned down job offer (position)

Candidate does not have the right to access information with
restricted access

Holder of state capital shares believes that the candidate will

I — 54.5%
I 45,5%,
I 27.3%

not be included in the existing supervisory board

Holder of state capital shares rejects the candidate, taking
into account the information at his disposal about the
candidate

I 54,5%

Source: authors’ construction based on data of the survey (n=11)

Fig. 6. Answers to the question: What are the reasons for the non-approval of a candidate nominated by the nomination committee?
The majority of respondents chose two answers, which was the reason for not approving the representative nominated by the nomination

committee:

- The holder of state capital shares rejects the candidate, taking into account the information he has about the candidate (percent of cases —
54.5%);

- The candidate turned down the job offer (percent of cases — 54.5%).
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Another reason with a high score - the percent of cases — 45.5% - was that the candidate was not granted permission to access classified
information. The lowest rating of respondents - the percent of cases — 27.3% - was applicable to cases where the holder of state capital shares
believes that the candidate will not be included in the existing supervisory board. Several respondents expressed their opinion on this issue,
and it was as follows:

- "So far there is no such experience";

"A candidate nominated by the nomination committee is usually approved.”

In addition, it should be noted that none of the respondents chose the following from all the proposed answers: "The candidate no longer
meets the requirements" and "No agreement was reached with the candidate on the terms of the authorization agreement".

When asked how long, on average, it takes a holder of state capital shares to make a decision after the nomination committee has received
candidates, an equal number of respondents chose two answers most of all:

- Less than a month (36.4%);
- From one to two months (36.4%).

A total of 27.3% of respondents believed that the decision of the holder of state capital shares is made within three to four months after the
nomination committee receives the candidates. It should be noted that the respondents did not choose the following answer options from the
proposed answers: "5-6 months" and "More than 6 months".

In continuation of the survey, respondents gave answers to the question of what methods of obtaining additional information are used before
making a decision on the appointment of supervisory board members (respondents were asked to mark all possible answers) (see Figure 7).

Other NN 27,3%

Familiarization with the information sent by the nomination
committee

Conversation with candidates I 90,9%

— 63,6%

Collection of professional references GGG 45,5%

Source: authors’ construction based on data of the survey (n=11)
Fig. 7. Answers to the question: What methods of obtaining additional information are used before making a decision on the
appointment of supervisory board members? %

The majority of respondents chose the “Conversation with candidates” method (percent of cases — 90.9%), followed by: "Familiarization
with the information sent by the nomination committee" (percent of cases — 63.6%), "Collection of professional references" (percent of cases
— 45.5%). Three respondents gave the following opinion on how to get more information: "Answer of the security agencies on admission to
state secrets", "Information and conclusions of the security authorities in accordance with the requirements of regulatory enactments (Industrial
safety certificate and other permits)", "Teamscope tool".

When asked what is needed to facilitate the decision-making about candidates, the respondents expressed the following opinion. 63.6% of
respondents agreed with the statement about the need to revise the conditions for obtaining information on the restriction of the availability of
special permits, and 18.2% believe that additional information is not needed. Two respondents took the opportunity to express their opinion
on this issue, and it was as follows: "One should not rush to make a decision, since the procedure and terms for convening a meeting of
participants must also be observed”, "The process may take time, and this is normal."

Toward the end of the survey, respondents were asked to indicate what keeps holder of state capital shares from making a decision to
approve a candidate for a position earlier (see Figure 8).

According to the respondents, the biggest delay (63.6%) in making a decision is to receive information about the limited availability of a
special permit for a position. Additional assessment of candidates, such as an in-depth personality assessment, gets in the way a bit (according
to 63.6% of respondents). Respondents found it difficult to say whether additional interviews with candidates (36.4% of respondents) and
necessary agreements from existing employers (45.5% of respondents) serve as reasons for delaying the decision to approve a candidate. In
addition, it should be noted that one respondent did not answer the question.

o,
The candidate needs agreements from existing employers E z jg’g Of’
4070

The position requires obtaining a special permit for T 27.3%
limited access to information . 9.1%

Additional assessment of the candidate, such as an in- m 27,3%
depth personality assessment 63,6%
.. . . . . 36,4%
Additional interviews with candidates m) 45.5%

m Difficult to say Significantly delay =~ m Somewhat delay

63,6%

Source: authors’ construction based on data of the survey (n=11)
Fig. 8. Delays making a decision on approving a candidate for a position sooner, %

At the end of the survey, respondents were asked to answer the question about the need to form supervisory boards in all SOEs (including
small SOEs). The absolute majority of respondents — 90.9% - answered "No" (supervisory boards should not be established) and only 9.1% of
respondents believed that supervisory boards should be established in all SOEs, including small ones.

Conclusions, proposals, recommendations

Based on the results of the study of the process of selecting candidates for members of the supervisory boards of SOEs, the authors have
the following conclusions and recommendations:
1. As part of the study, several tasks were set:
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- The first of them involved studying the experience and institutional representation of the members of the nomination committee (see Fig.1,
Table 1). It follows from the results of the study that the nomination committee is formed in such a way that various state and NGO
(dependent and independent) institutions are represented in it. The authors believe that although the nomination committee is open, it
operates in accordance with the principles of good corporate governance and follows certain rules in the selection and nomination process,
which operates in closed system. Taking into account that the experience of the industry in which the SOE performs, and the formation of
team compatibility is the main focus for the experience of members of the nomination committee, the authors of the article come to the
conclusion that the nomination committee is characterized by a purposeful team focused on achieving the goal of the selection and
nomination process.

- The authors believe that the results of the study indicate the optimal number of members of the nomination committee, incl. ratio between
government and NGO (dependent and independent) institutions (see Table 2), because the balance between the members of the nomination
committee (NGOs and the state) and odd number of members of the nomination committee (5) constitutes the balance of the nomination
committee.

- The authors received confirmation of the expediency of involving independent experts in the nomination process to work in the nomination
committee. Although it is difficult to attract such experts, they help to ensure an objective assessment of candidates (see Fig. 2, Fig. 3).
These results are indicative of a fair selection and nomination process based on good governance principles in SOEs.

- One of the most difficult issues facing the nomination process is the time spent on the selection process (see Fig. 4, Fig. 5, Fig. 8). For
example, it is relatively common for the nomination process to either continue it by selecting another candidate (because, for example, the
holder of state capital shares rejects the candidate) of the next nomination committee or to conduct an additional evaluation of the
candidates, which also delays the selection process as a whole, etc. Since the nomination process is largely related to the aspect of
cooperation, the authors believe that the parties involved in the nomination process should strengthen cooperation.

2. Given the high percent of cases where the candidate nominated by the nomination committee is not approved (the holder of state capital
shares rejects the candidate, taking into account the information he has about the candidate; the candidate turned down job offer), the stage
of the nomination process must be examined in detail before the nomination committee nominates the candidates; there is a possibility that
some elements of cooperation between the nomination committee and other parties involved need to be improved.

3. The holder of state capital shares need to strengthen cooperation with the nomination committee, since the results of the study showed that:
(a) it will take several months for the holder of state capital shares to make a decision after the nomination committee has received the
candidates; (b) disapproves of the candidate nominated by the nomination committee because the holder of state capital shares believes
that the potential supervisory board member will not be part of the existing supervisory board. The authors believe that cooperation between
the holder of state capital shares and the nomination committee should be strengthened, especially in the issue of approval/disapproval of
a candidate nominated by the nomination committee.

4. Authors also conclude that there is a need for cooperation among members of the supervisory board and representatives of the state (holders
of state capital shares, representatives of the holder of the state capital shares, responsible employees of the holders of the state capital
shares, employees of the corporate governance units of the holders of state capital shares), the authors recommend conducting a study
assessing the strengths and weaknesses of such cooperation, which would not only make mutual cooperation more effective, but also
contribute to the sustainable development of the SOEs and the achievement of SOEs’ goals.

5. The parties involved in the nomination process need to be inform of the terms and conditions for obtaining the special permit on admission
to state secrets - thorough reputation check should be carried out during the selection process to prevent further risks and ensure the
candidate's ability to apply for a particular position.

6. The position of the CSCC in the process of selecting and nominating members of the supervisory board of SOEs has been strengthened
(the CSCC was mentioned in the composition of the commission for nominating candidates, the percent of cases - 90%).

7. Because there is a need to strengthen cooperation between the nomination committee and other parties involved, CSCC should consider:

- To review the conditions and terms for reputation check for a potential member of the supervisory board of a SOE;

- To develop closer cooperation with members of the supervisory board of SOEs and holders of state capital shares, holding regular discussions
on issues important to both parties;

- To analyse each of the stages of the nomination process, paying additional attention to the reasons of cases in the issue of non-approval of a
candidate nominated by the nomination committee.
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APPLICATION OF MEASURES STRENGTHENING ORGANIZATIONAL RESILIENCE UNDER
UNCERTAINTIES

Virginija Ramasauskiene, Klaipeda University

Abstract. Endless crises and environmental uncertainty force business organizations to look for management tools helping ensure business
continuity. Therefore, the need to strengthen organizational resilience is increasingly emphasized. Unfortunately, it is not clear what
management measures could be used to strengthen organizational resilience, how those measures should be applied in conditions of uncertainty.
To reveal this, 381 respondents were interviewed from four Lithuanian organizations that engaged in different activities: production, trade,
transportation and construction services. A combination of qualitative and quantitative methods was used. Different applications of the main
four measures strengthening organizational resilience were identified. Effective communication fosters employees' self - identification with the
company, both in the case of survival and growth strategies. Diversity can be promoted by increasing control measures and/or by strengthening
employee autonomy. Resilient mindset of employees is developed by concentrating on the dimension of expected risks and on the connections
of internal processes. Knowledge sharing is effective when it emphasizes lessons learned in the past and is related to increased tolerance for
mistakes and the possibility of spontaneity. The article discloses the application of management measures that strengthen organizational
resilience in organizations presenting different business areas. This reveals the conditions of uncertainty, its impact on various business spheres
and different decisions of managers. The findings could be used in areas such as human resource management, development of managers'
competencies, business continuity planning under conditions of uncertainty.

Keywords: organizational resilience, employee resilience, management, uncertainty.
JEL code: M1
Introduction

In the context of increasing contingencies, crises and changes related to them, the need for organizational resilience has increased (Sellberg
et al., 2018). This is defined as an organization's ability not only to withstand adverse situations, but also to strengthen organizational abilities
after such situations (Hillmann, 2021). The concept of the organizational resilience is closely related to the ability of anticipation when choosing
a future direction. This choice of managers reveals their ability to foresight, insight, oversight, hindsight (Denyer, 2017). According to this,
the means of strengthening organizational resilience can be focused on: improving effective communication, promoting diversity, fostering
resilient mindset, motivating knowledge sharing (Knipfer and Kumo, 2021; Liang and Cao, 2021).

Organizations representing different business areas are affected by uncertainty differently. This leads to original managers” decisions: the
selection of management measures and their combinations, their application and adjustment according to the ever-changing environmental
conditions. There is no single recipe for choosing management measures, but it is believed that all of them are related to operational processes
and human resources (Borekci et al., 2021). Employee resilience is considered to be the main factor determining the effectiveness of measures
to strengthen organizational resilience (Chen and Zhang, 2021).

Many scientists have already studied the measures strengthening organizational resilience. In this context, the importance of communication
was examined (Gabler et al., 2017; Knipfer and Kumo, 2021; Jankelova et al., 2021; Ramlachan and Beharry - Rarajan, 2021); the impact of
diversity promotion on resilience was revealed (Shiranth and Joman, 2018; Neves et al., 2020; Hillmann and Guenther, 2021; Liang and Cao,
2021); ways to foster resilient mindset were discussed (Denyer, 2017; Prayag, 2020; Khan et al., 2020; Kartaburta and Ketpropakorn, 2021);
the influence of knowledge sharing to organizational resilience was disclosed (Malik and Garg, 2020; Kogenhop, 2020; Linden, 2021; Matic,
2022). Considerable attention was paid to challenges related to fostering employee resilience. It was revealed that employees often understood
reinforcement practices in different ways than managers expected (Young, 2020; Glaister et al., 2020; Borekci et al., 2021; Chen and Zhang,
2021; Rodigues—Sanchez et al., 2021). The managerial principles of anticipating the future direction of activity were analyzed (Denyer, 2017;
Beuren et al., 2020; Parnell et al., 2020; Wicker, 2021; Leta and Chan, 2021; Abdalla et al., 2021; Salas - Vallina et al., 2022) and the influence
of various circumstances of uncertainty on organizational resilience were discussed (Santoro et al., 2020; Skoloudis et al., 2020; Low et al.,
2021; Zuperkiené et al., 2021).

No research has been conducted combining managers' expected future direction of activity and the resilience - strengthening measures
applied in the organization. Therefore, this work aimed to reveal the measures of strengthening organizational resilience taking into account;
1) the anticipated direction of future strategy and the measures to strengthen the organization's resilience chosen by managers accordingly; 2)
application of these measures under conditions of uncertainty depending on different business activities; 3) the impact of applied measures on
the employee.

Organizational resilience, preconditions and measures of its strengthening

Organizational resilience is the systemic ability of an organization to resist a changing and unfavorable situation (Raetze et al., 2021,
Hillmann, 2021). This includes the ability to recover from unexpected stressful and adverse situations; to improve and develop existing
capabilities of creating new ones (Santoro et al., 2020; Young, 2020).

When analyzing the importance of anticipation in the context of organizational resilience, 4 stages are highlighted: foresight, insight,
oversight, hindsight (Denyer, 2017). (1) Foresight prepares the vision for the future, so the managers must make decisions for the main future
direction: survival or growth. This includes systematic monitoring of opportunities and potential risks, which could help to prepare the
organizational activity for the unexpected events. The managers' assistance to employees is the most important in this stage (Neves et al.,
2020). It consists of managers' efforts to prevent problems, to encourage employees to identify and report various mistakes that may turn into
incidents (Liang and Cao, 2021). This can be facilitated by an open communication culture that encourages disclosure of operational
weaknesses (Denyer, 2017; Skiranth and Joman, 2018). (2) Insight helps to interpret and react to the current situation, to pause and look back
in order to identify the full picture of the situation (Leta and Chan, 2021). This is an attempt to perceive individual parts of the organization as
a whole. The main aim is to bring clarity to the issues to be discussed; to define activity pathways that allow employees to share personal
experiences and insights. It helps to analyze existing business models and to understand how they fit or conflict with the current situation
(Parnell et al., 2020). This includes: systematic collection of information from various sources; evaluation of the operations and procedures
used in an organization (Chen and Zhang, 2021). (3) Oversight helps to monitor the situation and to assess the changes. The main aim is to
balance between the implemented strategy of the organization and changes in the business environment. This requires aligning the
organizational culture with operational changes that reflect various risks (Abdalla et al., 2021). The managers' "appetite" for risk and their
tolerance level for failure must be emphasized in this stage. (4) Hindsight helps to learn the right lessons from the past. A future outcome can
only be improved if the organization changes the behavior that creates the outcomes. Development must be associated with continuous learning
and this should not be limited by statistical indicators (Matic, 2022). At this stage, it is easy to succumb to the negative psychological effect —
the culture of blame (Knipfer and Kumo, 2021). Analyzing events post-factum creates a bias toward current opinion based on events that are
perceived in the past. Then it is very easy to fall into the "trap" of thinking (Denyer, 2017).
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Organizational resilience includes the development of operations and relations through the interaction between the organization and its
members (Borekei et al., 2021; Chen and Zhang, 2021). The purpose of building resilience among employees is to maintain hope and strength
in a difficult situation. This requires managers” support (Kantaburta & Ketpropakorn, 2021), consisting of effective communication, diversity,
resilient mindset and knowledge sharing (Denyer, 2017; Al — Hawari et al., 2020). (1) Effective communication, or the ability to communicate
effectively, is considered a key tool in crisis management (Ramlachan and Beharry - Ramraj, 2021). Managerial communication should reduce
uncertainty caused by emotional responses from both: the outside public exposures and the internal employees' doubts. Lack of communication
encourages employees to act accordingly to their individual understanding of the situation. If the organization's managers are unable to bring
employees together and create a sense of "we", then employees begin to create this sense according to the patterns that reduce organizational
resilience (Knipfer and Kumo, 2021). (2) Promotion of diversity is understood as the distribution of personal characteristics of employees
among all the interacting members of an organization (Duchek et al., 2020). In this case, information is collected, and by analyzing it, different
attitudes of employees towards the same phenomena or problems are identified. According to this processes the benefit is that the individual
is able to perceive much more than he/she otherwise could while being alone (Duchek et al., 2020; Hillmann and Guenther, 2021). (3) Resilience
mindset is understood as a lens through which organizational members see the world (Prayag et al., 2020). It is influenced by beliefs and values
(Kantaburta and Ketpropakorn, 2021). Two types of mindset are emphasized: a) the fixed one, which indicates that individual's intelligence
and talent are limited, i.e. "given" from birth; b) the growing one, which emphasizes that an individual is capable of learning everything he/she
needs. Typically, employees with the fixed mindset avoid action and initiative during difficult times. Meanwhile, employees with the growing
mindset view difficulties as a way to improve because they understand them as both challenges and opportunities (Bandura, 2005; Khan et al.,
2020). It is the latter that is considered a resilience mindset (Denyer, 2017). (4) The importance of knowledge sharing is emphasized (Malik
and Gargm 2020; Matic, 2022). Development of organizational - resilience knowledge is 1) the basis of improvisation, which is necessary
for an effective problem-solving process; 2) the basis for the emergence of creativity that is necessary for innovation; 3) opportunities for
improvement of the organization's members, a common understanding of continuous renewal; 4) a source of improvement of communication
and synergy between the members of the organization; 5) motivation and ability to learn from mistakes (Kantaburta & Ketpropakorn, 2021).

Methodology

Four Lithuanian business organizations participated in the study. The organizations were engaged in different activities: production (A),
trade (B), transportation (C), construction (D). Selection criteria: the number of employees - at least 100, the company's operating period - at
least 15 years, the company's managers apply measures to strengthen organizational resilience and seek to improve their knowledge in this
area.

It was decided to use a combination of qualitative and quantitative methods. With the help of a qualitative method, it was planned to find
out what determines the choice of specific measures for strengthening organizational resilience, how those measures are applied, and what
challenges are encountered by managers. With the help of a quantitative method, it was planned to identify the impact on employees of the
applied measures that strengthen organizational resilience: how those measures are understood, how much they are supported, and what
benefits of their application are visible. Anonymous surveys were used to interview employees of the organizations.

Findings and discussion

The total number of respondents — 381, which consists of 369 employees (A — 80, B—89, C— 102, D —98) and 12 managers (3 from each
company). At the beginning of the research a pilot interview was conducted with managers in order to find out their anticipation related to
the future direction of company s activity and the orientation of measures strengthening organizational resilience.

Company A's managers anticipated the survival as the main aim of the organization's activity. Therefore, the management measures are
focused on: analysis of the whole (not on separate problem areas) and the collection of relevant information; risk-based assessment; decision-
making experience gained in the past. Company B's managers indicated the growth of activity as the main aim of the organization. In this
case, management tools were focused on: identification of particular problem areas and analysis of internal processes; assessment of
organizational culture; past experience related to problem identification and decision-making. Company C's managers had not chosen the goal
of the activity's direction. Nevertheless, management measures were used to strengthen organizations resilience: identification of problem areas
and assessment of relevant information; risk-based analysis; evaluation of past lessons. Company D's managers indicated the growth as a main
goal for the activity. Management measures were focused on: analysis of the whole and evaluation of relevant information; assessment of the
relationship between risk taking and operation processes; analysis of past lessons. The managers' anticipation and the orientation of
management measures strengthening organizational resilience are presented in Table 1.

Table 1

Detailing managers' anticipation and management measures
Direction of the activity and management Production Trade Transportation Construction
measures (A) (B) © (D)
Foresight:
- growth X X
- survival X
- no choice of direction X
Insight:
- identification of problem areas X X
- identification of the whole
- collection and analysis of information
- analysis of process X
Oversight:
- assessment of organizational culture X
- analysis of risk taking X X
- evaluation of process connections
Hindsight:
- identification of problem causes X
- analysis of problem solutions X X
- evaluations of learned lessons X X
Source: author's insights based on Denyer, 2017, Knipfer, Kumo, 2021; Liang, Cao, 2021.
During the interviews, the managers of all companies revealed the reasons for their choices.
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Company A manufactures and exports wooden garden and leisure houses. The managers explain: "the purpose of our activity's future -
survival" (Al); “the market volume of our products is decreasing, as a result - income and profit is going down too...” (A2); “economic
instability has stopped all development plans..." (A3). The managers believe that "changes in organizational culture could not influence
processes whose origin is changes in the world economy" (A3). The managers “discuss with employees about the implementation of various
product innovations, but never delegate decision-making to them" (A2).

Company B is engaged in selling essential food products. In a period of economic instability, this company is going through an upswing,
so "activity growth is expected in the future: opening additional new stores, increasing the assortment of the most popular food products” (B1,
B2). The managers experience a labor shortage, so "operational processes are analyzed in order to optimize them" (B3). It is emphasized that
"increased workload affects the overwork and distraction of employees... (B3); "this leads to increased conflict situations between staff
members..." (Bl). The managers reveal the need to improve the organizational climate: "fo foster positive communication, to promote
cooperation" (B3). It was mentioned that both “emerging problems and their possible solutions are actively analyzed together with the
employees” (B1).

Company C carries out activities related to international cargo transportation in Europe. The managers could not give a clear answer
regarding the company's future strategy because "everything depends on the circumstances that change every day ... (C1); "there is nothing to
learn from, and what you know is not suitable today...”. (C2). It is emphasized that "everything is built on risky decisions" (C3), which take
place "here and now" (C1). It was mentioned: "Surprisingly, employees have become particularly clever: they figure out how to deal with
difficult situations by themselves" (C3).

Company's D activity - construction and renovation of apartment buildings. The managers plan the growth of activity in the future,
although "it does not look like it will be easy" (D1). The company has clearly defined guidelines for its competitive advantage: "We will always
be competitive if we manage to adapt our processes to the ever-changing market" (D2). It was emphasized: "When things don't go well, we
analyze the reasons together with the employees and try to learn from them ...” (D3)

In the next stage, anonymous employee surveys were analyzed. They revealed the attitude of the employees towards the measures applied
by the managers. The details of the measures strengthening organizational resilience are given in Table 2.

Table 2
Detailing managers' anticipation and management measures

Measures and consequences of their application Production Trade Transporta- Construction

(A) (B) tion (C) D)
Improving effective communication:
- increased anxiety 15 58 20 12
- enhanced sense of "we" 60 29 27 75
- increased doubts 5 2 1 3
- other consequences 0 1 0 2
- No response 20 10 52 8
Promoting diversity:
- increased autonomy 15 10 51 39
- increased control 75 65 29 38
- the popularity of the discourse 0 16 18 15
- increased doubts 0 3 0 4
- other consequences 0 0 0 0
- No response 10 5 2 4
Fostering resilient mindset:
- fixed approach to possibilities 65 58 6 15
- changing approach to possibilities 25 13 51 75
- other consequences 1 2 0 2
- no response 9 27 43 8
Motivating knowledge sharing:
- increased possibility of impromptu 0 16 40 32
- increased tolerance of mistakes 27 15 41 31
- increased opportunities for development 16 13 12 13
- increased adoption of innovations 35 26 3 12
- other consequences 5 17 2 6
- No response 17 13 2 6

Source: author's insights based on Denyer, 2017; Malik, Garg, 2020; Hillmann, Guenther, 2021.

The analysis of surveys and interviews revealed a complete picture of how measures strengthening organizational resilience are applied in
a particular organization and how those measures affect employees.

In Company A, where the survival of the organization was chosen as the main perspective for the future, effective managers'
communication strengthens the identity of the employees (60%) with the organization (Ramlachan and Beharry — Ramraj, 2021). Promoting
diversity is understood as the collection and analysis of information in order to identify a complete picture of the current situation as a whole
(Hillman and Guenther, 2021). In this case, managers do not care a lot about organizational climate, existing processes or procedures.
Unfortunately, this promotion of diversity is not effective, as the main management tool is considered to be strong management control
(Skiranth and Joman, 2018) by the vast majority of employees (75%). Managers do not take into account the opinions of the employees when
making decisions. As a result, the majority of respondents (65%) see only fixed options (Khan et al., 2020). Current problems are solved using
safe methods that have been proven in the past (Denyer, 2017). Nevertheless, 35% of respondents identify management innovation as an
opportunity for development and knowledge sharing (Kantaburta and Ketpropakorn, 2021).

The future direction chosen in Company B is related to the development and growth of the activity. Nevertheless, the managers'
communication increased anxiety of the employees (58%). Diversity is promoted by changing and correcting particular areas and processes
related to problems (Dushek et al., 2020; Parneell et al., 2020). The vast majority of employees (65%) perceive such promotion of diversity as
an increase in control. Although the managers seek changes in the organizational culture (Skiranth and Joman, 2018) through various employee
motivation tools, 58% of the respondents see only fixed opportunities. Current difficulties are solved by taking into account previously
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identified causes of problems, using methods proven in the past (Leta and Chan, 2021). Meanwhile, 26% of the respondents think that the most
effective sharing of knowledge takes place when innovations are explained and introduced to employees (Denyer, 2017; Matic, 2022).

In Company C, managers have not chosen the direction of activity. That is the reason why 52% of the respondents do not understand the
managers’ efforts to improve the effectiveness of communication (Neves et al., 2020; Jankelova et al., 2021). Managers focus on analyzing
information that reveals internal problem areas (Chen and Zhang, 2021). In this process, the importance of individual employees” opinions is
emphasized (Prayeg et al., 2020). This is evidenced by 51% of respondents who feel increased conditions of autonomy (Skiranth and Joman,
2018). While managers are focused on managing risk instruments (Beuren et al., 2020), more than half of those surveyed (51%) see changing
opportunities relevant to the future. Current difficulties are solved by analyzing the causes of the problems and drawing conclusions related to
the lessons of the past (Hillmann, 2021). Furthermore, 40% of respondents understand the motivation of knowledge sharing as an increased
tolerance for mistakes, and 41% - as an opportunity to make suggestions "on the spur of the moment" (Denyer, 2017).

The future direction chosen in Company D is related to the development and growth of the activity. The consequence of managers'
communication is the strengthened identity of employees (75% of respondents) with the organization (Borekci et al., 2021; Kantaburta and
Ketpropakorn, 2021). Diversity is promoted by analyzing information that reveals the overall picture of the entire situation (Hillmann and
Guenther, 2021). For this, employees' opinions, suggestions, and various initiatives are used (Duchek et al., 2020). Furthermore, 39% of
respondents emphasize management control measures, and 38% - increased autonomy (Skiranth and Joman, 2018). The managers focus on
the management of risk measures, but at the same time analyze the relationships of existing internal processes with the expected future direction
(Beuren et al., 2020). Therefore, as many as 75% of respondents see changing opportunities related to the future. Current difficulties are solved
by analyzing the causes of the problems and drawing conclusions relevant to the lessons of the past. Additionally, 32% of respondents
understand the motivation of knowledge sharing as an increased tolerance for mistakes, and 31% - as an opportunity to make suggestions "on
the spur of the moment" (Denyer, 2017).

The results of managers' anticipation and application of measures strengthening organizational resilience are presented in Table 3.

Table 3

The results of managers' anticipation and application of measures strengthening organizational resilience
Anticipation / Production Trade Transportation (C) Construction
Measures and (A) B) (D)
consequences of its
application
Foresight/ Survival / Identity | Growth / No Direction / Growth /Identity of "us".
Improving effective of "us". Increase in anxiety | Ambiguity
communication
Insight/ Gathering Identification of Gathering Gathering information
Promoting information for problem areas and information for the for the perception of the
diversity the perception of | processes / Control | perception of the whole / Autonomy

the whole / whole / Autonomy
Control
Oversight/ Concentration on | Concentration in Risk concentration / Concentration on risk
Fostering risk/ organizational Changing vision of and process relationships
resilient Fixed view of culture / Fixed view | possibilities / Changing vision of
mindset possibilities of possibilities possibilities
Hindsight/ Problem solving / | Identifying and Identifying the causes | Identifying and solving
Motivating Through solving the causes of problems; lessons / | the causes of problems /
knowledge innovation of problems / Through Through "impromptu"
sharing Through innovation | "impromptu" opportunities
opportunities

Source: author's insights based on Danyer, 2017; Hillmann Guenther, 2020; Liand, Cao, 2021.
Conclusions, proposals, recommendations
1. Effective communication conditions employees' identity with the organization, both when managers choose the direction of survival
(Company A) and the direction of growth (Company D). Ineffective communication increases employee anxiety, even after choosing an
operational growth direction (Company B). If the organization does not have a clear vision of the activity's direction, the managers'
communication remains unclear to the employees (Company C).
2. Promoting diversity through information that reveals not only individual problem areas, but the whole situation, can be carried out both by
increasing control measures (Company A) and by strengthening the autonomy of employees (Companies C and D). Increased control
(Company B) can be applied in the identification of problem areas and processes.
3. Fostering an employee resilient mindset by focusing on risk leads to both a fixed view of opportunity (Company A) and a changing one
(Company C). However, focusing not only on risk taking, but also on internal process connections, leads to a changing vision of opportunities
(Company D). Employees' perception of opportunities remains fixed by concentrating only on changes in organizational culture (Company B).
4. Knowledge-sharing practices are ineffective if they are related to problem solving methods identified from the past (Companies A and B).
The reason for this is that employees perceive knowledge sharing through implemented innovations (Companies A and B). In the cases where
managers emphasize lessons learned in the past (rather than learning how to identify problems and make solutions), employees perceive
knowledge sharing through the possibility of "spontaneous" application and greater tolerance of mistakes (Companies C and D).
5. The findings of this research could be used in areas such as human resource management, development of managers' competencies, business
continuity planning under conditions of uncertainty.
Bibliography
Abdalla, M., Alarabi, L., Hendawi, A., 2021. Crisis Management Art from the Risks to the Control: A Review of Methods and Directions.
Informa