UNEMPLOYMENT RISK FACTORS
IN ESTONIA, LATVIA AND LITHUANIA!

This paper investigates the relationship between unemployment and individual characteristics. It
uses multivariate regressions to estimate the impact of each potential risk factor while holding the others
constant.

Three dependent variables are used: the expected unemployment according to labour force
surveys (LFS), long-term unemployment (over one year, also according to surveys) and the probability of
being registered unemployed at a labour office (measured by LFS questions about this registration). "Risk"
is defined as the expected rate of unemployment, or long-term unemployment, as percentage of the labour
force in a given category of persons when other variables are controlled. The importance of each
background variable is then expressed as a difference in unemployment risk compared with an average that
was assumed, for simplicity, to be uniformly 14% for unemployment and 7% for long-term unemployment
(close to the actual levels). The risk difference associated with a given variable is commonly referred to as
its "effect" or "impact"”, but regression results cannot always be said to reveal the direction of causality (cf.
below concerning marital status).

Unemployment accor ding to labour force surveys

In the Baltic States as el sewhere, the population groups most likely to be unemployed include:

New entrants to the labour market.
Persons with little education.
Non-married men.

Ethnic minorities.

> & & o

Other background factors have more varying impact from country to country. It has some special
interest to consider how education can interact with experience and other age-related factors. Asit appears,
most forms of education offer the most general protection against unemployment in Estonia -- and,
conversdly, it is in Estonia that the negative effects of poor education are most difficult to remedy with
work experience. Education is aso important in Latvia and Lithuania, but there its role is more linked with
individual chances of being hired in sectors with stable employment.

Educational effects increased from 1999 to 2000 in all three countries, and they were strongest in
Estonia (Figure A1.1, Table A1.1). Higher education generally reduced the expected unemployment rate
by as much as 8 to 10 percentage points compared with basic education — i.e. its impact on the

! A shorter version of this paper was published as Annex 1 in Labour Market and Social Palicies in the

Baltic Countries (OECD, 2003). It reports the results of research conducted for the OECD by Mihails
Hazans, Eurofaculty and University of Latvia, Raul Eamets, Eurofaculty and University of Tartu, and John
Earle, Upjohn Institute for Employment Research, Kaamazoo.



unemployment risk was -0.08 to -0.1.% In Estonia, non-vocational secondary education also reduced the
unemployment risk by .07 to .08 in 2000, and vocationa education reduced it almost as much. But in
Latvia and Lithuania, the effect of general (comprehensive) secondary education was insignificant in 1999
before rising to .05 in 2000, while the impact of vocational education was not statistically significant in any
of the two years.

Figure A1.1 Marginal effects of educational attainment on unemployment risk
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Note. Reference category: basic or less than basic education. See Table A1.1, Model 3. Further explanations under
Figure A1.1.

Age and experience. The high unemployment risk facing youth (if they are in the labour force)
falls mainly on new entrantsin Latvia and Estonia. ("New entrants' include re-entrants after at least 3 years
of non-participation in the labour force.) If new entrants are excluded from the analysis, prime-age workers
bear the highest risk in those two countries.®> The same also holds in Lithuania if one looks separately at
men and women (Table A1.2) or urban and rural areas (Table A1.3). However, the unemployment risk in
Lithuanialooks relatively high on average for young labour force members (Table A1.1, Model 2), perhaps
reflecting a specia tendency for young men in rural areas to leave school relatively early and to enter
employment of short duration, e.g. in agriculture.

Most educational effectsincrease if experience is not controlled for (Models 2 and 3) and they are greatest
in Model 3 which does not control for occupation.

The model that excludes new entrants is not shown in the tables. But the result is similar if the effects of
occupation and being a new entrant are controlled, while experience isnot (Model 2 of Table AL1.1).



Figure A1.2 Unemployment risk and work experiencefor different age groups
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Note. Education, gender, ethnicity and place of residence are fixed at their mean values. In Latvia, persons who did
not work in the past three years are counted as having no experience. In Estonia, however, all the unemployed are
assigned their actual experience, and no respondents older than 34 had less than one year's experience.

Experience thus appears to have different effects depending on age and other factors. Being a
new entrant to the labour market invariably increases the unemployment risk. But once a person is
employed, the unemployment risk becomes much smaller aready after one year of work, and the risk
reduction then continues at a dower pace for several years (Figure A1.2). In Latvia, the expected
unemployment rate is under 2% after 15 years of experience, and the reduction continues more or less
throughout the working life. But in Estonia, only the first 5 to 10 years seem to reduce the unemployment



risk, so that it never falls below 10% for persons aged up to 45 and never below 7% for the 45 to 54-year
group. (Here the data do not permit comparison with Lithuania.)

Economic sector. Manufacturing workers generally face relatively high unemployment risks,
although construction workers are even more at risk in Estonia. Below-average risks are associated with
work in public service, finance and business services (Figure A1.3). The unemployment risk also appears
lower than average for farmers, especialy in Latvia and Lithuania — an effect that probably can be
explained by atendency for under-employed farmers to keep working in their farms until they find better
work. Perhaps for similar reasons, the self-employed in general face lower unemployment risk than paid
employees.

Occupation. As expected, unskilled manual workers face higher unemployment risk than those who are
semiskilled or skilled, and a so higher than average for white-collar workers (Figure A1.4). The same holds
for persons working in commerce and related services in Latvia and Lithuania, but not in Estonia, where
the average commerce employee faces about the same risk an unskilled manual worker.

Gender. The Baltic States are somewhat unusual in that unemployment tends to be higher for
men than for women. This also holds when other factors are controlled (Figure A1.5). The unemployment
risk in 2000 was 7 percentage points lower for Estonian women than for men with otherwise identical
characterigtics, and 2 percentage points lower for comparable Latvian and Lithuanian women. In the
previous year, 1999, these ‘gender gaps had been wider in Lithuania (3.5) but weaker in Estonia (5.3) and
insignificant in Latvia.

Both cyclical factors and country-specific industrial developments appear to play a role here. In
1999, unemployment was influenced by the Russian economic crisis, which in Estonia and Latvia led to
job losses mainly in food and textile industry — with many female workers — while Lithuania suffered more
job cutsin wood, machinery and electrical equipment industry.

Family situation. As in most countries, men are the least likely to be unemployed if they are
married; in Latvia the risk is further reduced if they have children (Table A1.2). Being divorced or
widowed is arisk factor for men; but this has little impact for women, although it also increases the female
unemployment risk in Estonia.

Ethnicity. Belonging to an ethnic minority tends to increase the unemployment risk, but this
effect weakened between 1999 and 2000. According to the estimates made here, the ethnic risk effect in
Lithuaniain 2000 was .06 (i.e. the expected unemployment rate was 6 percentage points higher than for the
reference group), while it was .04 to .05 in Latvia. In Estonia, the ethnic effect was significant in the crisis
year of 1999 but not in 2000.* Where such an effect exists, it is less significant for young new-entrants to
the labour market, perhaps because their language skills are better. The ethnic effectsin Latvia and Estonia
become stronger if occupation is controlled for, suggesting occupational segregation. (l.e. minority
members are both more likely to work in occupations with high unemployment risk and more likely than
other workersin those occupations to lose their jobs.)

4 That the ethnic risk factor is highest in Lithuania is remarkable, considering that the minority populations

there are smaller and largely native to the country. However, this result must also be seen against the
background of a much greater ethnic effect on wage differentials in Estonia (see below).



Figure A1.3 Marginal effect on unemployment risk of workingin certain sectors
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AB = agriculture, forestry and fishing. F = construction. GH = trade, hotels and restaurants

El = electricity, gas and water supply, transport, storage, communications

JK =financial intermediation, real estate and other business activities

LMNO = public administration, education, health care, and other community services

Note. Reference category: manufacturing and mining. Education, gender, ethnicity, age, experience, marital status, sector of
economic activity, occupation and place of residence are controlled; see Table A1.1, model 2.

Figure A1.4 Marginal effect of occupation on unemployment risk by gender
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Note. Reference category: unskilled manual occupations. Education, gender, ethnicity, age, experience, marital status, sector of
economic activity, occupation and place of residence are controlled for; see Table A1.2.



Place of residence. The relatively low unemployment rates recorded in the capitas and some
other cities are often a result of specia factors, e.g. higher education attainment and different types of
work®. Controlling for such factors, only Vilnius of the three Baltic capitals presents substantially lower
unemployment risk than the national average (Table 2A.1, Mode 3). Living in Talinn actually involves an
above-average risk; living in urban Riga has no significant effect although the surrounding Riga district
reduces the unemployment risk (Model 1). Urban areas with particularly high unemployment risk are
found in Ida-Viru, Estonia (.16) and Latgale, Latvia (.08). In Lithuania, only one of the relatively big cities
— Siauliai — appears to present unusualy high unemployment risk. Living in Lithuanias rural areas
involves as much as 5 percentage points lower unemployment risk than small towns, a difference not found
in Estoniaand Latvia (TablesAl.2 and A1.3).

Figure A15 Marginal effects of gender, ethnicity and marital status on unemployment risk
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Note. Reference categories: males; native Balts, married. Effects were calculated against the average unemployment
probability, which in 2000 was about 14% in all three countries. "Risk" is the probability of being unemployed when
other factors are controlled for (education, gender, ethnicity, age, marital status, economic sector, occupation and
place of residence). See Table A1.1, Model 2. Source: Labour force surveys.

Long-term unemployment

The principal risk factors are much the same for long-term unemployment (LTU) as they are for
becoming unemployed in the first place (Table A1.2):

¢ Lack of secondary education.

° This appears to hold for the capitals and other big cities in most transition economies; cf. Puhani, P., “On

the Identification of Relative Wage Rigidity Dynamics: A Proposal for a Methodology on Cross-Section
Data and Empirical Evidence for Poland in Transition,” 1ZA Discussion Paper No. 226, 2000. (2000).



¢  Ethnic minority.®

¢ Manufacturing work; construction work in Estonia and Lithuania.
¢ Unskilled work; semi-skilled production work in Lithuania.

¢ Being divorced or widowed; being singlein Estoniaand Lithuania.
Other observations:

Place of residence. Living in aregion with high unemployment is arisk factor. Tallinn and Riga
present about the same risk of LTU as other cities, while the risk is lower than average in Vilnius, Kaunas
and Klaipeda, and in the surroundings of Riga. Rural areas present low LTU risksin Latvia and, especialy,
in Lithuania; the opposite holds in Estonia.

Gender and family situation. Childless women are less likely than men to become LTU in
Estonia, but this difference is small or insignificant in the other countries. On the other hand, only in
Estonia are women with children more likely than average to become LTU. A possible interpretation of the
latter correlation is that the administration of benefits may be relatively generous, or lax, to parents whose
motivation to take up jobs is reduced by child-care obligations.”

Education. Lithuania stands out as the country with the strongest effect of higher education and
the weakest effect of secondary education, especially for the prime age (Figure A1.6). Vocationa
education gave roughly as much protection against long-term unemployment as did secondary education in
2000. However (as shown only for Estonia and Latviain Table A1.4) the effect of vocational education is
reduced or disappears if one takes account of experience. In Latvia, in particular, the effect of vocational
education is mainly to facilitate access to safe occupations, an effect that is strongest for relatively young
people. In any case, Estonia's vocational education system should be given credit for the result (see Figure
A1.6) that 50% of the unemployed 25-34 year-olds with vocational education have been out of work for no
more than 2 months, compared to 8 monthsin Lithuaniaand 16 in Latvia.

In contrast to the above-discussed ethnic effect on the risk of becoming unemployed, which was greatest in
Lithuania, the effect on long-term unemployment in Lithuania was not significant in 2000. There is no
obvious explanation, but the low level of statistical significance could be primarily a result of the limited
size of Lithuania's minorities.

Moreover, in Estonia, only women with children can register as unemployed when their unemployment
benefit rights have been exhausted, e.g. in order to obtain social assistance benefits.



Figure A1.6 Median duration of LFS unemployment by education and age
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Registration as unemployed at labour offices

The proportion of LFS-unemployed persons who were registered with the public employment
service was 45-50 percent in Estonia and Latvia and 60 percent in Lithuania in 2000. Evidently, the
determinants of unemployment according to the two definitions are neither identical nor completely
different. Severa of the factors found above to have significant impact on LFS-unemployment have no
significant effect on registered unemployment; but none appears to have significant effect in the opposite
direction (Table A1.5 compared with Table A1.1).

For example, in the three capitals, the proportion of LFS-unemployed persons that are aso
registered at the labour office tends to be low. As a result, the "unemployment risk" in the capitals appears
lower if one considers the risk of registered unemployment instead of LFS-unemployment. A possible
interpretation is that, in the capitals, relatively high proportions of the LFS-unemployed were not eligible
for benefits. This probably has severa explanations, including both a high proportion of new entrants and a
relatively strict benefit administration. The benefit administration is most likely to be strict in big cities
because, as many OECD countries have found, the legal requirement that benefit recipients must seek jobs
isdifficult to enforce in localities with few job vacancies.

Among the LFS-unemployed in all three countries, women are more likely than men to register.
Ethnic effects are not significant. The economic sector in which an unemployed person used to work
appears to have very different impact from country to country and from one year to the next. During the
recession year of 1999, former manufacturing workers had the highest propensity to register in Estonia but
the lowest one in Latvia, while in Lithuania it was highest for workers from transports, energy and
farming. But in 2000, former employees of the finance sector generally showed relatively high propensity
to register, followed by former manufacturing workers (and farmersin Latvia). Another change recorded in
2000 was that the LFS-unemployed in certain problematic regions (lda-Viru, Estonia, and especially
Latgale, Latvia) became much more inclined to register than one year earlier.



Technical notesfor tablesAl1.1-A15

1. A blank cell means that a variable is not included in the relevant model. All variables are dummies except
Experience and Local unemployment rate. For example, Children is a dummy for those with children under 15,
Children 3+ for those with at least 3 children, and Female+ Children is adummy for females with children.

2. The marginal effect is the difference in unemployment probability for an economically active member of
the relevant category compared (in principle) with the unemployment rate for the reference group. For comparability,
however, the average unemployment rate of 0.14 (close to the real one) is assumed here to apply to al reference
groups in al three countries; other rates were used for long-term and registered unemployment. For the continuous
variables, the marginal effect iswhat would result from a unit change in the variable.

3. A more complicated model (not presented in table form) is needed to estimate true effects of experience. It
wasused in Figure A1.4.

4, The following reference groups are used for the categories mentioned:

* Basic or lessthan basic education for other education categories.

* Males for Females.

* Ethnic Balts for Minority.

* The 35 to 44-year labour force for other age groups.

* Married persons for Single and Separated (divorced or widowed).

* Employees for Employers, Self-employed and Family workers.

* Residents of small cities (in Latvia: small cities outside Latgal€) for other regional variables.

5. New entrants (and those with is less than one year's experience) include unemployed persons without work
experience or out of work for 3 years or more. For other unemployed persons, variables describing occupation, |abour
force status, ownership and economic sector refer to the last job.

6. Economic sectors were classified according to NACE, occupations according to the International Statistical
Classification of Occupations (ISCO 88). White collar covers the first four ISCO groups. managers and senior
officials, professionals; associate professionals and technicians; and clerks. Sales worker is ISCO group 5: service,
shop and market sales workers. Skilled worker includes ISCO groups 6 and 7: skilled agricultural and fishery workers
and craft and related trades workers. Operators and assemblers are the "semi-skilled" workers classified by 1ISCO as
group 8: plant and machine operators and assemblers. The reference category here consists of Elementary
occupations (1SCO group 9).

7. Public includes central or local government enterprises, budget-sector institutions or enterprises with
central or local government capital participation of at least 50 percent. The reference category is the private sector (al
other jobs).

8. N= no unemployed in the category. The unemployed may be excluded from the sample (NX) or merged
with the adjacent category (NM) or with the reference group (NR).
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