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Abstract. The article examines the impact of economic activity on the population’s income 
and welfare. Using data provided by the Central Statistical Bureau of the Republic of Latvia, 
the article analyses six statistical regions of Latvia (NUTS III) within the time period of 
2008-2012. Economic activity in the regions is described by means of GDP indicators, GDP 
structure, characterization of economically active statistical units and unemployment level. 
The study shows considerable disparities between the regions, which, in their turn, affect the 
welfare of the population. Taking into consideration the regional development problems in 
Latvia, the results obtained in the study raise the awareness of the necessary changes in 
regional policy that are required for sustainable economic development. 
Keywords: economic activity, household income, GDP, Latvia.   
 
1. Introduction  

In various studies and planning documents (for example, Development of 
Regions in Latvia [1], National Development Plan of Latvia for 2014 – 2020 [2], 
Guidelines of regional policy for 2013-2019 [2], Sustainable Development Strategy 
of Latvia until 2030 [2]) it is indicated that there are considerable disparities in 
economic activity and the level of socio-economic development among the regions 
of Latvia. This situation is regarded as undesirable because the existing problems 
in one area contribute to the decline of other development areas; for instance, 
economic problems can have impact on the demographic situation (birth-rate, 
lifespan, migration). 

The aim of the research is to establish the impact of economic activity on the 
level of income and welfare of region’s residents. 

The object of the research is the welfare of region’s residents. The subject of 
the research are income and well-being indicators of region’s residents and the 
effect of economic activity on them.  
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The research methods include comparison and correlational analysis (i.e. the 
evaluation of the strength of the relations between variables). 
 
2. Main concepts 

Region is inextricably linked to the geographic perception – as a geographic 
unit that is formed taking into consideration cultural attributes and functions [3, p 6 
– 10].  

Region is a specific part of the country’s economic territory that has particular 
socio-economic, organizational, natural, cultural or other provisions, which 
separate it from other regions [4]. 

Analysing it from an economic standpoint, the region’s territorial aspect is of 
importance, but it is neither the only, nor the most important one. Regions are 
described by the following characteristics: 

1. Physical location – territory, part of land, part of geographic space; 
2. Residents – society, social provisions, culture; 
3. Governance – institutional structures, politics; 
4. Economy – household structure. 
Regions are formed by interaction of the aforementioned dimensions. 

Moreover, this process is dynamic, i.e., the regions are transformed due to direct or 
indirect influence of the factors. At the basis of a region is a territory that people – 
depending on the available natural resources and advantages of its location –  use 
for economic activity . 

Since the life of the society is dynamic, there is complex interaction among the 
groups of factors. For instance, economic activity affects the ecological state of the 
territory, and in order to decrease the negative effects, the society establishes 
management institutes that have the right to set limitations or restrictions for 
particular forms of economic activity, thus affecting economic environment. 
Moreover, if economic activity in a region decreases, it has an effect also on 
residents (income, possibility to obtain education, crime, etc.). 

Analysing region’s economic activity, one is basically evaluating the ability of 
region’s economic operators to use resources effectively. Companies promote the 
added value, ensure residents’ income, the need and development of infrastructure, 
the activities of institutions, etc. Certainly, this connection may also be viewed 
from the other end; for instance, the availability of infrastructure in a region and its 
compatibility to the execution of economic activity substantially impacts the 
competitiveness of companies, see Fig. 1. 
 
 
 

 
 

Fig. 1. Mutual dependance of economic operators and processes 
(Scheme of [5, p 6], modified by authors) 

Competitiveness 
of companies 

Economic activity 
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For the purposes of this research, economic activity should be understood as 
activities that include the manufacture of goods and provision of services (gross 
domestic product or GDP is one of the key indicators for evaluating economic 
activity). This study evaluates the impact of economic activity on the income of 
region’s residents. 

Income is a key measure of economic welfare and of the prosperity of 
residents living in a region. To measure income as the key determinant of welfare 
in a region, gross disposable household income is the preferred measure.  [6] 

Household disposable income consists of the following:  market income (incl. 
private transfers, rent (if the owners live in their own dwelling) and private 
pensions); earned income; capital income; “+” state transfers; “-“ taxes and social 
insurance payments [7]. 

The study Economic Policy Reforms 2012: Going to Growth offers a 
modified scheme of the generation of household income, see Fig. 2.  

 

 
 

Fig. 2. From individual labour earnings to adjusted household disposable income [8] 
 

Income is important, but it is even more important to evaluate household’s 
welfare, because its level characterises the ability of a household to: 

1. react to misfortunes that can easily provoke reaching poverty; 
2. get out of poverty by investing in business, diversifying the livelihoods or 

increasing the long-term consumption [9]. 
The concept of residents’ welfare is a complex socio-economic phenomenon 

that includes the key measures of residents’ lifestyle, the standard of living and the 
quality of life. Every one of these key measures shows one aspect of the unified, 
multifaceted and huge organism of the society. The welfare of a nation 
characterises the development and condition of residents’ needs and the 
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possibilities of satisfying these needs that pertain to the major spheres of life:  
work, consumption, culture, reproductive behaviour, socio-political life. A 
significant component of the concept of national welfare is the state of residents’ 
possessions/property [10, p. 7]. 

Household’s welfare is calculated as the difference between the household’s 
physical and financial means and household’s debts. Studies show that in the field 
of household’s welfare there is greater inequality than in the field of income [9]. 

The difference of economic activity among the regions influences the 
differences in residents’ income. Performing analysis at the level of residents, the 
differences in income are to be considered the main factor that makes and 
promotes inequality among regions of residents of many dimensions (i.e. inequality 
in the broad sense). 
 
3. Population income and prosperity in Latvia’s regions 

Research has been carried out using the data on 6 statistical regions of Latvia 
(NUTS III) – Riga, Pieriga, Vidzeme, Kurzeme, Zemgale and Latgale. The 
analysis is carried out for the time period from 2008 to 2012. Data from the Central 
Statistical Bureau has been used for the research [11]. 

In the aforementioned time period there are notable differences among the 
household income on average per one member of a household. The highest income 
is in the Riga region, the lowest – in the Latgale region. In 2008, the difference is 
191.08 EUR or 43.73% of the measure in the Riga region, until 2011 the difference 
decreases, but in 2012 it increases again and is 149.24 EUR or 38.51% of the 
measure in the Riga region, see Table 1. 

 
Table 1. Average composition of household disposable income by region  

(average per household member per month) during period 2008-2012, EUR  
(Authors’ calculations, using [11]) 

 Region 
Income 

Riga Pieriga Kurzeme Zemgale Vidzeme Latgale 

Total disposable 
income 

379.81 339.92 291.83 270.44 258.92 233.15 

 wages and salary 269.79 241.67 186.57 189.53 164.05 142.52 
 income from self-
employment 

12.56 9.33 12.89 8.15 13.50 10.25 

 income from rental of 
a property or land 

4.11 2.13 1.96 1.01 1.21 0.65 

 received transfers 100.20 90.79 94.58 73.45 83.36 82.57 
..social transfers 93.00 86.52 89.99 70.64 79.45 79.12 
..private transfers 7.20 4.27 4.59 2.80 3.91 3.46 
 other income 0.06 0.03 0.03 0.02 0.06 0.06 
 expenses decreasing 
total disposable 
income 

-6.91 -4.03 -4.20 -1.72 -3.26 -2.90 
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In all the regions the majority of the available income is formed by the income 
of paid employment, but the proportion of this income type differs – from 61% 
average in the Latgale region to up to 71% average in the Riga and Pieriga regions. 
The second largest group is received transfers that make up 26% average in the 
Riga and Pieriga regions and 35% average in the Latgale region. Moreover, here an 
opposite connection can be observed: the higher the income from paid 
employment, the lesser the part from the available income consisting of received 
transfers. It pertains, however, only to the income structure – if the income in the 
absolute sense is evaluated – there is direct, relatively close connection between 
the income of the paid employment and the amount of received transfers. 

As the majority of received transfers consist of social transfers, it means that in 
particular regions there are more pronounced socio-economic problems that are to 
be solved by state and municipalities via benefits and other types of support 
mechanisms. These support mechanisms are to be regarded only as short-term aid, 
it is more important to find and solve the causes of these problems. Moreover, as it 
can be seen by the average sum of received social transfers, they do not decrease 
the difference of residents’ income among regions. The reason for this is the 
calculation mechanism, based on the average income (e.g., the benefit in case of 
unemployment, sickness, and maternity benefit, etc.) or defining the minimal 
benefit sum that usually is lower than the average residents’ income in the state. 

It is also possible to judge about the level of residents’ welfare by comparing 
the contents and structure of household expenditure, see Table 2. 

 
Table 2. Average composition of consumption expenditure by region (average per 

household member per month) during period 2008-2012, EUR  
(Authors’ calculations using [11]) 

 Region 
Expenditure 

Riga Pieriga Kurzeme Zemgale Vidzeme Latgale 

TOTAL 347.22 282.45 250.09 243.10 239.03 229.20 
Food and non-
alcoholic beverages 

83.57 75.44 72.48 72.25 73.02 75.98 

Alcoholic beverages, 
tobacco 

11.33 9.21 9.42 8.54 7.91 8.10 

Clothing and footwear 21.91 15.01 13.27 12.62 12.45 17.78 
Utility payments and 
maintenance of 
household 

71.76 56.06 54.13 46.55 43.16 44.51 

Health 19.44 15.76 13.36 12.30 14.72 12.97 
Transport and 
communications 

60.62 56.99 44.55 48.60 47.33 35.06 

Recreation and culture 30.21 20.37 16.84 15.10 17.51 12.61 
Education 6.82 5.01 2.80 3.95 2.88 2.56 
Other goods and 
services 

41.56 28.61 23.23 23.21 20.05 19.63 
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The highest expenditure on 1 member of household is in the Riga region, the 
lowest – in the Latgale region. The obtained ranks coincide with the ranks of 
available income. It means that households take into account the sum of available 
income and the amount of income determines household consumption patterns.  

The amount of consumption expenditure is certainly affected by both the price 
level in the region and the key measures of the particular household (e.g., whether 
the dwelling is owned or rented, the number of children, daily habits etc.). The 
impact of household’s key measures is prevented using the average regional 
parameter. Whereas it is possible to prevent the impact of price level using the 
relative parameter – structure of expenditure (within one national economy, 
however, the differences of price level is not so pronounced that, e.g., residents of 
the Latgale region receive the same amount of leisure and culture by spending 2.4 
times less than residents of the Riga region). The connection of proportion of the 
available income and expenditure for food and non-alcoholic drinks – the higher 
the income, the lower the proportion. Thus households with lower income have 
lesser part of income for financing other needs – this connection can be observed in 
regard to expenditure for leisure and culture, as well as expenditure for education. 
The obtained results are logical and understandable: people tend to firstly satisfy 
the basic needs (food, dwelling) and only then – needs of a higher level, e.g., 
education, leisure, traveling. 

Comparing the available income and consuption expenditure a marked 
difference among regions concerning the possibility to make savings can be 
observed – in Pieriga region the income exceeds the expenditure by 57.47 EUR 
average, whereas in Latgale region – by 3.94 EUR average. 

Welfare of regions’ residents can also be characterised by comparing it with 
the average state parameters, using, e.g., poverty risk index. In the examined time 
period the average highest poverty risk index has been in the Latgale region (33%), 
whereas the lowest – in the Riga region (13%). The residents’ level of welfare 
among regions differs significantly, which is proved both by the absolute and 
relative parameters and poverty risk index. 
 
4. Impact of economic activity 

Gross domestic product (GDP) is a parameter that shows the value of 
produced goods and services within the region in a particular time period. 
Although many limitations and drawbacks for using this parameter are indicated 
(e.g., [12]), it is being used extensively to evaluate the economic activity and its 
changes in states and regions. In the examined time period 52.4% average of 
Latvia’s GDP has been produced in the Riga region, whereas the smallest 
proportion is made up by the Vidzeme region – 6.5%. 

As the statistical regions of Latvia are different in terms of the number of 
residents, GDP per person is a more objective parameter of characterising 
economic activity. It is also an important factor that affects the remuneration of the 
worker – the higher the added value, the higher remuneration is possible. In the 
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examined time period in the regions of Latvia a very close connection between the 
GDP per person and the income available for the household could be observed – 
within the margins of correlation quotient [0.79; 0.93], if evaluated by years. 
Consequently, the higher the region’s GDP per 1 person, the higher the available 
income. Analysis has been carried out using 1 year time shift, since the 
households’ income and especially work salary (which is their main source of 
income), in case of balanced national economy, increases after the increase in 
productivity and not vice versa. 

Evaluating within one region, the structure of GDP by region differs, so, for 
instance, in the Riga region the highest added value is made up of trade; transport 
and storage; lodging and catering; information and communication services – 
36% on average. Whereas in the Latgale region the largest part of added value 
(28% on average) is made up of state administration and protection; mandatory 
social insurance; education; health and social aid. However, the differences in the 
GDP structure does not explain the differences in residents’ income. Comparing 
the month’s gross salary by activity types in regions, it can be observed that in 17 
out of 19 types of activity the highest salary is in the Riga region, whereas in 18 
types of activity the lowest salary is in the Latgale region. It means that not the 
particular type of activity, but basically the region where the action is executed sets 
the amount of salary. Evaluating the national economy in general, the most active 
region economically is Riga – on average it produces 39%-63% from the whole 
added value in all types of activity, except for agriculture, forestry and fishery (in 
this type of activity the largest contribution pertains to the Zemgale region). Also 
in absolute terms, the highest added value in all types of activity, except for 
agriculture, forestry and fishery, is produced in the Riga region. Thus the 
difference in income among the regions can be considered justified if the principle 
“the higher the added valude – the higher the salary” is taken into account. 
However, without targeted activity to improve the situation it will only get worse, 
which will, in its turn, contribute to the decline in the level of welfare of 
ecnomically less active regions’ residents. 

Region’s economic activity can also be characterized by the number of 
econimically active statistical units (EASV). In this area differences among regions 
can be observed (the largest number in the Riga region is on average 3.9 times 
larger than the smallest in the Zemgale region), but it must be taken into account 
that EASV are very different by the type of activity, size, capability to create work 
places and other substantial factors. Therefore, the analysis of econimically acitve 
statistical units would make more sense. In the given time period two main 
differences among regions can be observed: the proportion of commercial 
companies in the Riga region makes up 70% on average, in the Pieriga region – 
46% of all EASV, wehereas in other regions – 23-30%. The proportion of self-
employed persons make up 49% on average in the Latgale region, 42% in the 
Vidzeme region, 41% in the Kurzeme region, 38% in the Zemgale region, whereas 
in the Pieriga region it is 34%, but in the Riga region – 20%. Although in the 
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examined period the EASV structure by size in the regions is relativley similar, the 
previously stated results, in comparison with residents’ income by region, allows 
one to conclude that commercial companies have considerable impact on 
increasing the level of residents’ welfare.  

Remuneration and thus the residents’ income, in large part, depend on the 
situation in the labour market, i.e., the demand and supply of work. If the work 
supply is higher than the work demand, two processes can be formed as a result: 
the decrease of salary and/or increase of unemployment level. Unemployment level 
is a parameter characterising both the region’s economic and social situations – if 
an able-bodied resident wants to work, but cannot find a job, added value is not 
produced and GDP per 1 person in the region can decrease. Higher unemployment 
level in a region means lower average household income and, accordingly, the 
lower level of welfare. 

In the examined time period, with approximately the same unemployment rate, 
the households’ available income differs significantly; e.g. in 2009 the 
unemployment rate in the Kurzeme region was 11%, the Pieriga region 11.2%, but 
the households’ available income in the Kurzeme region was lower by 57.46 EUR. 
Modelling linear connection between the proportion of job applicants and the 
available income, the gained results show that decrease of job applicants by 1% 
increases the available income differently – in the Riga region by 8.12 EUR, in the 
Pieriga region by 12.94 EUR, in the Kurzeme region by 7.92 EUR, in the Zemgale 
region by 5.57 EUR, in the Latgale region by 1.87 EUR and in the Vidzeme region 
by 1.09 EUR. In general, it can be explained by the methodology of calculating 
unemployment benefits – the benefit to be given is calculated in proportion with 
the insurance (working) length of service and in accordance with income from 
which the payments in case of unemployment are made. Thus the unemployment 
rate affects not only the differences in households’ income among  the regions, but 
also the income of existing households, and especially, in case of the change in the 
unemployment rate, the differences of income from paid employment among the 
regions affect the households’ income in future. 
 
5. Conclusions 

As a result of the research it is possible to conclude that among the Latvia’s 
regions there are significant differences in economic activity that considerably 
affect the income and welfare of the residents of the regions. Economically the 
most active region in Latvia is the Riga region. In the Riga region there is the 
largest number of EASV, the largest GDP per 1 resident and almost in all types of 
activity the highest added value is produced. As a result, in the Riga region there is 
the largest amount of household’s available income and consumption expenditure, 
as well as the lowest poverty risk index. Only the unemployment rate parameter is 
not the best in the Riga region, but, as it is determined by the performed analysis, 
the unemployment rate has only mediated effect on residents’ income. 
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It is necessary to implement deliberative and determined regional policy that 
would promote the increase of economic activity in the other regions; taking into 
account the synergy of various social and economic fields, the low level of 
economic activity can only increase in the future. Low income of the residents 
result in lower households’ consumption, which, in its turn, means lower income 
for companies; thus it can negatively affect economic activity in the region. It is 
necessary to promote establishment and active activity of commercial companies. 
For sustainable national economy it is necessary to direct the development of 
regions in a positive direction: higher income – higher consumption – higher 
welfare – more active economic environment. 
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