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PARADOXES IN THE LABOR MARKET

OF THE 21ST CENTURY: ANALYSIS
OF THE MICROBUSINESS IN LATVIA

Ilokasano, wo eipmyarizayis ne miioKu 3MIHULA CMPYKMYPY eKOHOMIKU 6 OiK chepu nociyez, a i 6u-
micnse 3i chepu UPOOHUUMBA HAUMAHUX NPAUIBHUKIE, 3MYWEHUX NePexooumu 6 po3pso OpioHux
nionpuemuyis. Ilposedeno nopisusuns nionpuemcms i nionpuemyie ¢ Jlamsii. /losedeno, uo ocrosuy
memy 0Yov-aK020 NIONPUEMHUYMBA — OMPUMANHHI NPUOYMKY — MIKPONIONPUEMCMEA He 00CAZaAMmb,
azne sabesneuyromv poboui Micys i icHYy8anHs C60IX cimell.

Kmouosi cnosa: cipmyanizayis eKoHOMIKU, PUHOK npayi, maiui 6isnec, mikponionpuemcmea Jlameii.

1. Introduction

Today much is said about global changes in the labor
market. The number of people employed in the world
economy is divided almost half-way between wage ear-
ners and people of free labor, and there is a tendency to
reduce wage labor, which was the driving force of the
economy throughout the 20th century. The virtualization
of the economy [1], the penetration of modern achieve-
ments of the technological revolution in all spheres of
human activity not only changed the structure of the
economy towards services, but also displaces wage workers.
Therefore, it is relevant to study the business environment
and microbusiness, which is one of the driving forces of
economic development.

2. The ohject of research
and its technological audit

The object of research is the indicators of the activities
of small and microenterprises in Latvia. Microenterprises
as a separate status of entrepreneurial activity appeared
at the end of 2010, as a measure to combat unemploy-
ment, sharply increased in the wake of the crisis. As
a result, former employees began to open microenterprises,
thereby dramatically increasing the number of enterprises
in the country and the issue of employment in the la-
bor market was resolved. However, the question of the
profitability and collection of taxes remained open on
the smallest microenterprises. Lawmakers are introduc-
ing stricter measures against the microbusiness, forcing
entrepreneurs to close their firms, which will inevitably
lead to an increase in unemployment.

One of the most problematic places is the contradic-
tion that arises in the creation of microbusinesses. Many
small entrepreneurs, in the recent past hired workers, do
not aim to profit and develop the business, but work only
to provide for themselves and their families.

3. The aim and ohjectives of research

The aim of the research is identification of the de-
pendence of small and microbusiness and abilities on
entrepreneurship on the example of microenterprises in
Latvia.

To achieve this aim it is necessary to accomplish the
following tasks:

1. To identify employment dependence on microenter-
prises and reduce unemployment in the country.

2. To show the role of microbusiness in the Latvian
economy.

3. By analyzing statistical data, to calculate the pro-
portion of people engaged in entrepreneurial activity in
relation to the active population.

4. Research of existing solutions
of the prohlem

In the economic theory of the 20th century, ideas of the
dominant role in the economy of large enterprises prevailed
for more than 70 years [2—4]. The economists argue that
the dominant role of large enterprises in ensuring economic
growth is sound. At the end of the 20th century, small busi-
ness in various forms, in fact, has become the main driving
force for economic and social development of most countries
in the world. Even the term <«entrepreneurial economy»
appeared, based not so much on traditional factors of pro-
duction (capital and labor), as much on intangible but very
important factors as entrepreneurial abilities, organizational
talent of doing business [5, 6]. A significant contribution
to the theoretical and practical substantiation of the role
of entrepreneurship in providing economic growth in the
framework of new theories of industrial evolution was made
by scientists who assumed that entrepreneurship stimulates
and generates economic growth [7—12]. The «cycle of eco-
nomic life> continues, in which the economy never reaches
equilibrium, but with necessity passes from one disequilib-
rium state to another. The entrepreneur in this circuit is
the driving force in the mechanism of changes that have
arisen in connection with the virtualization of the economy.

Many authors talk about the virtualization of the eco-
nomy [13-16]. The penetration of modern achievements
of the technological revolution into all spheres of human
activity not only changed the structure of the economy
towards the services sector [17], but also displaces wage
workers forced to become entrepreneurs. In this connec-
tion, the question arises: how many people are basically
ready to become entrepreneurs. After all, until now it was
considered, and any textbook on microeconomics says that
6-8 % of the population has such abilities in the world.
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On an example of Latvia, let’s show, what role of busi-
nessmen in the country, taking into account active de-
velopment of microbusiness.

5. Methods of research

To achieve this aim, the methods of analysis and syn-
thesis, logical generalization of approaches to the issue of
the role of small and microbusiness, comparative comparison
of the performance of various forms of entrepreneurial
activity in Latvia were used.

6. Research results

The crisis of 2008—2009 shows that Latvia’s economy
is recovering at a faster pace than unemployment is fal-
ling. To solve this problem in Latvia, in 2010 a law on
microenterprises was adopted, as a result of which many
unemployed began to open their enterprises, moving from
a camp of former employees to a free enterprise zone.

To demonstrate the role of microbusiness in the Latvian
economy, it is worth recalling the history of the issue.
The status of microenterprises at the legislative level of
a limited liability company was acquired at the end of
2010. The goal of the innovation was noble — to reduce
post-crisis unemployment, bringing to the market people
who are sitting on benefits. And this goal was achieved.
For three years, from 2011 to 2013, the number of jobs in
the national economy of Latvia increased by 53 thousand
people, and the number of unemployed decreased by 41
thousand. That is, the creation of microenterprises can
be considered one of the main factors in reducing the
number of unemployed people [18].

Due to the introduction of the status of microenter-
prise and the introduction of a single turnover tax of
9 % for some of them, the number of such enterprises
has increased dramatically. If in 2010 the indicator of
economically active merchants and commercial companies
per 1000 population was 17, then in 2012 — 74. In 2012,
microenterprises accounted for 85.5 % of the total number
of commercial companies (Fig. 1).

® micro 85.50 mmall 11.60 = medium 2.40
medium large 0.50

Fig. 1. The share of micro, small, medium and large enterprises
in Latvia in 2012, % (18]

In 2015, out of 123 thousand enterprises operating in
Latvia, the Ministry of Finance counted 50,000 microenter-
prises. True, their combined turnover of 327.3 million EUR
was less than 1 % of the turnover of all Latvian companies
and is comparable to the turnover of an enterprise such
as LDz Cargo (Riga, Latvia) 332.7 million EUR [19].
In subsequent years, the total turnover of all small en-

terprises (including micro) was at the level of 23 bil-
lion EUR, and the turnover of microenterprises in 2016
was 13.86 billion EUR [20].

The number of employees in micro and small enterprises
grew until 2014, after which it decreased slightly (Table 1).
In 2016, 468.6 thousand people were employed (in 2012 —
453.8 thousand), in other enterprises — 238.3 thousand (in
2012 - 217.5 thousand). The decrease in the number is
due to the reduction in the number of microenterprises,
changes in the regulation of their activities, as well as
with digitalization and increased efficiency. It should be
noted that 60 % of enterprises in the small business sector
employ up to 5 employees. In total, according to Lursoft,
in 2016, micro-enterprises employed about 248.57 thousand
people or more than a third (35.2 %) of workers in all
Latvian enterprises [20].

Table 1

Number of employees in small and microenterprises
of Latvia, thousand people®

Years Small and microenterprises Other enterprises
2012 453.8 217.5
2013 470.8 229.7
2014 471.2 232.1
2015 468.7 236.0
2016 468,6 238.3

Note: * is compiled on the basis of data [20].

The most noticeable growth of microenterprises was
noted in 2010—-2011, immediately after the adoption in late
2010 of a new law regulating their activities (Table 2).
This can be seen by analyzing the statistics of limited li-
ability companies (LLCs) (microenterprises are created in
this form of commercial companies). The share of limited
liability companies in 2016-2017 amounted to 59-61 %
of all newly registered enterprises [21].

Table 2

Number of active limited liahility companies (LLCs) established
in Latvia, 2009-2016*

Years | Amount of created active LLC | Number of all active enterprises
2016 8952 11208
2015 11787 13484
2014 12486 14965
2013 12844 16365
2012 12711 16891
2011 13001 18045
2010 9768 13422
2009 5153 9228

Note: * is compiled on the basis of data [21].

The data of Table 2 demonstrate the decline in the
creation of limited liability companies in 2016, on the eve
of the introduction of measures to restrict the activities
of microenterprises. First of all, the reduction was caused
by the information about the increase in the turnover
tax rate from 9 to 15 % for a part of microenterprises,
which turnover is expressed in the smallest figures to
40 thousand EUR per year. In this connection, at the
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end of 2016 — beginning of 2017, microenterprises be-
gan to actively get rid of their status or even stop their
activities altogether.

Turnovers of small and microenterprises account for
44 % of the aggregate turnover of all enterprises operat-
ing in Latvia and, on the whole, maintain their indicators
at the same level over the past several years (Table 3).
It should be added that in the past four years, small
business turnover has been within 23 billion EUR, with
a slight decline in 2015 and 2016. At the same time,
the turnover of microenterprises in 2016 amounted to
13.60 billion EUR [20].

Tahle 3

Dynamics of turnover of small and microenterprises in Latvia, billion EUR*

Years Small and microenterprises Other enterprises
2016 23.14 29.45
2015 23.32 28.51
2014 23.92 29.23
2013 23.58 28.93
2012 22.81 28.43

Note: * is compiled on the basis of data [22].

The profit of small and microenterprises in 2016 amoun-
ted to 702.94 million EUR or a third of the total profits of all
enterprises, but still did not reach the level of 2014 (Table 4).
Nevertheless, with some decrease in turnover, the aggre-
gate profit of small business in 2016 compared to 2015
increased by 26 %, amounting to 702.94 million EUR,
of which 404.57 million EUR were earned by microen-
terprises [20, 22].

Tahle 4
Dynamics of profit of small and microenterprises in Latvia, million EUR
Years Small and microenterprises Other enterprises
2016 702.94 1617.06
2015 556.58 1816.60
2014 866.98 1726.42
2013 445.68 1248.42
2012 75.07 997.78

Note: * is compiled on the basis of data [20, 22].

According to the State Revenue Service of Latvia and
Lursoft calculations, small and microenterprises contributed
2.4 billion EUR to the state budget in 2016, or 39 % of all
tax payments from Latvian enterprises (+4.3 % by 2015).
It should be recognized that microenterprises are not
those who make a significant contribution to the coun-
try’s budget, which is troubling the fiscal authorities. But,
although in the state treasury of microenterprises in 2016
were added only 46.8 million EUR, this is 8.4 % more
than a year earlier [19, 20]. That is, there is a positive
trend and their fiscal function.

But most importantly, the fact that microenterprises
provide employment and livelihoods of small entrepreneurs
and their families. In many places, especially in the regions,
this group of enterprises actually performs a social func-
tion. For example, including family members in economic

activities and providing them with the necessary means of
subsistence, which does not create an additional burden
on the social budgets of local authorities. Undoubtedly,
this is a positive function of small business.

However, several years of work of microenterprises
show that the main goal of any business — profit — micro-
enterprise does not reach. The available data on profits
and losses of small and microenterprises show a decrease
in their total profit by 20-35 % compared to the most
profitable year of 2014 (Table 4).

And here there is a need to consider a question that
for many years seemed unshakable. How many participants
in the economic process can in principle be entrepreneurs
or traders? And is the receipt of profit the only and main
goal of any entrepreneur?

It is shown that hired workers are increasingly be-
coming unclaimed in the real economy, and many of them
are involuntarily moving to a new state of their own,
becoming individual entrepreneurs or creating small firms
that have received the status of microenterprises in Latvia.
In fact, these are businessmen, a new bourgeoisie. And
really, most of them are people who have lost their job
for hire and provide themselves with jobs and the exis-
tence of their families. This is evidenced by the figures
and facts of the activities of microenterprises that have
bred in Latvia several years ago. The purpose of their
creation was noble — to reduce the detachment of the
unemployed, sharply increased in the crisis 2008-2009.
And this goal was achieved. Statistics of their activity
over the past few years show that the absolute majority
of microenterprises work by zero or is loss-making. That
is, the main goal of the capitalist — profit-making — they
have not yet achieved. And many, perhaps, did not set
such task. No wonder many of the small entrepreneurs call
their activities «an organization for themselves a work-
place», and even «work for food».

According to the state statistics, at least 177.8 thousand
people in Latvia are engaged in business, which follows
from the data on economically active enterprises. This
group includes self-employed persons, peasant and fishing
farms, individual merchants and the largest in number —
commercial companies (Table 5).

Tahle 5
Economically active enterprises by type of activity in Latvia *

Type of business activity 2015 2016
Self-employed persons 59578 64708
Peasant and fishing farms 1002 10380
Individual merchants 7331 7221
Commercial companies (market sector) 93824 95518
TOTAL 170735 177827

Note: * is compiled on the basis of data [20, 22].

The number of people employed in the national economy
in 2016 amounted to 893.3 thousand people. Entrepre-
neurial structures numbered 177.8 thousand units. (Table
6) To simplify the problem, we will assume that there
is only one owner in each enterprise (in fact, there may
be more than them, and strictly speaking, managers of
the order of the owners do not own the property). Even
with this simplification, the number of people engaged in
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business in Latvia will already be about 20 % of the able-
bodied population. In turn, according to Lursoft, 99 % or
about 121 thousand enterprises in Latvia are small and
medium-sized. Of these, 90 % or 109 thousand are micro-
enterprises (including those who work in a facilitated tax
regime), where at least one businessman is registered [21].

Tahle 6

Indicators of employment in Latvia in 2010-2017*

Indicators 2017 2016 2015 2010
Population, total, thousand people | 1950 1966 1986 2120
Employed in the national economy
(15-74 years), thousand people 8030 8933 896.1 8507
Number of entrepreneurs, people | No data | 177 827 | 170735 | No data
Number of unemployed, thousand 841 953 98.2 205.8
people
Unemployment rate, % 8.2 9.6 9.9 19.5

Note: * is compiled on the basis of data (21, 22].
** Data for the 3rd gquarter

Calculations are approximate. In fact, the proportion of
entrepreneurs to the total active population is more than
20 %, which destroys the theoretical guidelines of any
textbook on macroeconomics, according to which 6-8 %
of the active population is able to engage in business.

7. SWOT analysis of research results

Strengths. Strongly, it can certainly be considered that
microenterprises in Latvia provide employment and liveli-
hoods for new entrepreneurs and their families. Strengths
include legislation that simplifies the procedure for open-
ing and reporting microenterprises in Latvia, which has
reduced the unemployment rate in the country more than
twice as compared to the 2010 crisis. Undoubtedly, the
strong side is the involvement of an increasing number
of active people in free labor, reducing the burden on the
social budget with regard to the payment of unemployment
benefits. After the adoption of the Law on MicroEnter-
prises in 2010, the number of limited liability companies
increased by 2.5 times.

Weaknesses. Weaknesses can be considered constant
changes in the legislation regulating the activity of micro-
enterprises, including an increase in the rate of turnover
tax from 9 to 15 %. This creates conditions for the closure
of a part of microenterprises or the departure of their
owners to the informal sector. Taking into account that
in Latvia every fifth inhabitant is subject to the risk of
poverty (in 2015 — 21.8 % of the population), a reduction
in the incomes of families that have lost a microbusiness
can lead to the growth of the poor.

Opportunities. Opportunities for the development of
entrepreneurial activities in the most extensive sector of
the economy — small and microbusiness — can be linked
with the stabilization of the Law on MicroEnterprises
for longer periods.

Threats. Tougher fiscal measures on small businesses
in Latvia can lead to the opposite effect — reducing the
turnover of microenterprises, leaving some of them in the
shade, and thereby reducing tax collection and increasing
poverty.

I55N 2226-3780

1. The dependence of employment on microenterprises
and reduction of unemployment in the country is revealed.
After the introduction of the status of microenterprises
in Latvia in 2010, from 2011 to 2013, the number of
jobs in the national economy is increased by 53 thousand
people, and the number of unemployed is decreased by
41 thousand. That is, the creation of microenterprises
can be considered one of the main factors in the reduc-
tion of the number unemployed. However, a tightening
of fiscal measures in relation to the microbusiness leads
to a reduction in microenterprises. The number of limited
liability companies (namely, they can get the status of
microenterprise) after a few years of growth began to
decrease. In 2016, the reduction was almost 2 thousand.

2. The role of microbusiness in the Latvian economy is
shown. In 2016, microenterprises employed about 248.57 thou-
sand people or more than a third (35.2 %) of employees
of all Latvian enterprises. Turnovers of small and micro
enterprises account for 45 % of the total turnover of all
operating enterprises and remain at the same level for the
last several years. Small and microenterprises contributed
2.4 billion EUR to the state budget in 2016, or 39 % of all
tax payments from Latvian enterprises (+4.3 % by 2015).

3. By analyzing the statistical data it is calculated that
the proportion of persons engaged in business in different
types of activity is at least 20 % of the active working
population. Thus, a new paradigm is revealed, which overturns
the postulate that no more than 6-8 % of the population
are able to engage in business. This fact must be taken
into account by the state, understanding with regard to
small entrepreneurs, without increasing fiscal oppression,
but by creating conditions for their development. This
fits into a new approach to small business and its role
in the development of the national economy. Tightening
measures against the microbusiness will cause the opposite
effect — reducing turnover and leaving a part of micro-
enterprises in the shadow, which will lead to lower taxes
and increased poverty.
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NAPAJIOKCBHI HA PBIHKE TPYZIA 21 BEKA: AHAJK3
AEATENLHOCTH MHKPOEU3HECA B NIATBHH

Ilokazano, 4yTo BUpTyasnsanus HE TOJIBKO M3MEHHJIA CTPYK-
Typy 3KOHOMUKH B CTOPOHY cQepbl YCJIyI, HO ¥ BBLITECHSICT U3
cdepbl MPOU3BOJICTBA HAEMHBIX PAGOTHUKOB, BHIHYKIEHHBIX TI€Pe-
XOZUTh B paspsi/i MeJKuX npexanpunumareseil. [Iposeneno cpas-
HeHHe npeanpusTuii u npeanpunumaresneil 8 Jlarsun. /lokasaHo,
4TO OCHOBHOM I1eJIK JII000TO MPEANPUHIMATENBCTBA — MOTYIEHUST
MPUOBLIN — MUKPOIPEITPUSATHS He TOCTHIAIOT, HO 00€CIeYnBaoT
paboune MecTa U CYIIECTBOBAHUE CBOWMX CEMEIL.
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COMMUNITY ANALYSIS AS SOCIO-

ECONOMIC SYSTEM: SPACE-TERRITORIAL
NATURE, FUNCTIONS AND FEATURES

IIposedeno ananis coyianrvho-exoHomiunoi cucmemu epomadu. Busnaueno ocnosmi nanpsmxu peghopmu
Oeuenmpaniaayii, CXemamuyuno po3zisnymo emanu Gopmyeanis zpomao, GUOKPEeMLEHO OCHOBH (yHK-
uii mepumopiaivrux epomad, pos’scueno 3akonodasuy wacmuny 06 eonanns epomad. lpoananisosano
sapybixcnuil 00ceid w00 YmeopenHs mepumopiarvHux zpomad. Aemopamu Hadano 61acHe BUSHAYEHHS

2poMadu K COUIANbHO-eKOHOMIUHOT CUCTEeMI.

Kmouosi cnoBa: mepumopianvna epomada, couianviuil po3sumox, pecypche 3abesneuenns, opeami-
sayitine 3abe3neuenns, AOMIHICMPaAmueHo-mepumopiaivha pegopma.

1. Introduction

The reform of local self-government concerns many
spheres in the government of the state. That is why a
clear understanding of society as a socio-economic sys-
tem is an important theoretical and methodological basis.
Decentralization means the transfer of significant powers
and budgets from state bodies to local self-government
bodies, as a result of which more authorities had those
bodies that are closer to people where such powers can
be successfully implemented.

One of the most difficult and urgent tasks on the way
of democratization of the socio-political life of Ukraine
is the reform of the system of local self-government. The
connection between democracy and local self-government
is obvious. Democracy is impossible without local govern-
ment, as the researchers of this problem unanimously point
out [1]. The system of local self-government is one of

the most important elements and indicators of the de-
mocratization of society [2]. It is difficult not to agree
with the statement that the key feature of democracy is
the existence in the state of an effective model of local
self-government [3]. The need to search for an effective
model of local self-government makes us turn to conceptual
schemes for determining the essence of the phenomenon
under investigation, the basic concept of which is the
territorial community.

2. The ohject of research and its
technological audit

The object of research is society as a socio-economic
system, its spatial-territorial nature, functions and cha-
racteristics.

Despite differences in understanding of the essence
of local government, almost all scientists agree that the
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