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Manufacturing buoyant in May


In May 2016 manufacturing output increased by 2.9% 
and 5.3% month-on-month and year-on-year respectively. 
The strong performance in May was a sound basis for a 
good manufacturing result in the second quarter and for 
the total GDP growth. The year-on-year manufacturing 
growth in May was supported by a 6.0% rise in the wood 
industry output. A positive contribution was also made by 
the manufacture of fabricated metal products and that of 
computers, electronic equipment and optical products. A 
negative impact on the sector's output resulted from the 
manufacture of electrical equipment and food industry, 
affected by Russia's sanctions, as well as manufacture of 
wearing apparel. The strong performance has been reflected 
in the improving confidence indicator of the Latvian 


manufacturing sector over the past few months – a larger number of orders and higher output plans have been 
reported for the coming months.


In May international trade slightly exceeded the value 
recorded in April. Base metals, motor vehicles and 
pharmaceutical products posted the highest month-on-month 
increase in exports in May. In annual terms, merchandise 
exports increased by 4.4%, which is remarkable, given 
the uncertain external environment. External demand is 
still fragile and last month's news about the referendum in 
the United Kingdom poses questions about the impact of 
Brexit on Latvia's external trade. Within the next few years, 
fundamental changes in exports, related to Brexit, are not 
expected, for merchandise exports to the UK amount to only 
5.3% (in 2015); moreover, cooperation between Latvia and 
the UK in the area of trade has historical roots. Wood and 
its products, for which the UK is one of the largest exports 


markets (21.5%), could be most affected by potential fallout from Brexit; however, this type of merchandise to a 
large extent could be redirected to other countries.


Exports withstand geopolitical circumstances


In May the annual rate of change of the domestic loan 
portfolio stabilized in the positive territory improv-
ing by 0.8 percentage points to +0.9%. The growth for 
the month was broad-based across institutional sectors; 
however, the annual rate of change, while on an upward 
trend, still remained negative for loans to non-financial 
corporations and households. At the same time, deposits 
attracted by banks grew reflecting the improving finan-
cial situation of households and enterprises.
The Eurosystem continues to actively stimulate the 
growth of the economy, and a positive impact on the re-
covery of lending is expected also in Latvia. Three Lat-
vian commercial banks participated in the new longer-
term refinancing operation (TLTRO II) auction in June, 
borrowing funds that could foster the granting of new 


loans. The loan portfolio growth will be supported by more favourable domestic lending conditions both on 
the supply and demand sides.


Growth trends in lending stabilize 
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Reporting 
period


Data (%)


Gross domestic product (GDP)
Real GDP (year-on-year growth) 
Real GDP (quarter-on-quarter growth; seasonally adjusted)


 
2016 Q1
2016 Q1


 
1.5
0.1


Public finances 
General government budget expenditure (since the beginning of the year;  
year-on-year growth) 
Tax revenue (since the beginning of the year; year-on-year growth)


 
2016 VI


2016 VI


 
0.0 


5.4


Consumer price changes  
Consumer Price Index (CPI; year-on-year growth)
Harmonised Index of Consumer Prices (HICP; year-on-year growth)
12-month average inflation (HICP) 
08.07.2016 The drop in consumer prices is slowing 


 
2016 VI
2016 VI
2016 VI


 
–0.5
1.0


–0.3


Foreign trade  
Exports (year-on-year growth) 
Imports (year-on-year growth)
13.07.2016 Export continues to stubbornly resist the geopolitical circumstances 


 
2016 V
2016 V


4.4
2.9


Balance of payments 
Current account balance (ratio to GDP) 
Foreign direct investment in Latvia (net flows; ratio to GDP)


 
2016 Q1
2016 Q1


 
1.8


–1.6


Industrial output 
Working day-adjusted manufacturing output index (year-on-year growth) 
05.07.2016 Good performance of manufacturing in May, Brexit effects will be felt in the 
future 


 
2016 V


 
5.3


Retail trade turnover 
Retail trade turnover at constant prices (year-on-year growth) 


 
2016 V


 
3.4


Labour market 
Registered unemployment (share in working age population)
Jobseekers rate (share in working age population)


 
2016 VI
2016 Q1


 
8.3


10.3


Monetary indicators 
Resident deposits (year-on-year growth)
29.06.2016 Growth trends in lending stabilize 


2016 V 12.5


 


 Sources: Treasury, CSB and Latvijas Banka.
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A typical Econ101 course would tell us that prices of goods go down when supply exceeds demand. If Latvia 
would have overproduced university graduates in fields of social sciences, they would receive low wage 
premiums1 compared to graduates of other study areas. This is not what we see in reality. 


Last year we published a working paper showing that education has a positive and robust impact on wages and 
employment probability in Latvia.2 Now we extend evidence by studying the impact of different education fields on 
wage. Contrary to media highlights about "overproduction of economists and lawyers", our results show particularly 
high returns to education in the fields of social sciences, law, business and administration as well as STEM.3 


During the whole period of study (2007–2014), the higher 
education fields with the largest wage premiums were 
law (on average 66%4), social sciences (63%) as well 
as business and administration (59%). Wage premium 
for higher education was on average 52%. Similarly, a 
large wage premium was recorded in the STEM fields 
(60%), excluding engineering where it was only 48%. A 
clear upward trend in STEM may reflect an increasing 
demand for IT and hard science specialists. In turn, the 
lowest wage premiums among higher education fields 
were found in pedagogy (45%), mirroring the relatively 
low remuneration of teachers in Latvia, as well as in arts 
and humanities (49%). Before the crisis, graduates of the 
Health and Welfare Programme enjoyed one of the highest 
wage premiums. Afterwards, however, they decreased 
below the average, reflecting a major slowdown in public 
spending on healthcare. 


Among secondary education fields, social science 
graduates are among the top earners as well. Their wage 
premium is 17%, while the average secondary education 
wage premium stands at 11%. A fascinating illustration 
of the impact of the economic cycle is wage premium of 
graduates of the Architecture and Building Programme. 
After exceeding 25% in 2007–2008, it slumped to less 
than 5% in 2011–2012 and rebounded to 12% afterwards. 


Contrary to the common view, graduates of vocational and professional secondary education institutions enjoy 
only a slightly higher wage premium than those of general secondary education establishments (12% and 10% 
respectively). 


To conclude, graduates of the Social Science, Law, Business and Administration programmes enjoy relatively large 
wage premiums, suggesting that good economists and lawyers are still in high demand. Therefore, probably, the best 
thing government can do is to promote and reward education quality rather than to try and discourage youth from 
studying in the fields one believes suffer from "overproduction". 


1  To measure wage premiums we compare otherwise identical individuals with the only difference being the field in which the most 
recent education was obtained. 
2 VILERTS Kārlis, KRASNOPJOROVS Oļegs, BRĒĶIS Edgars (2015) – Does Education Affect Wages during and after Economic 
Crisis? Evidence from Latvia (2006–2012). Latvijas Banka's Working Paper No. 3/2015. Available: https://www.macroeconomics.
lv/working-paper-does-education-affect-wages-during-and-after-economic-crisis-evidence-latvia-2006-2012 
3 Science, technology, engineering and mathematics.
4 Compared to employees with lower than secondary education. 
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