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Abstract 

The global economy becomes more dependent on knowledge, on growth of production effectiveness and on harmo-
nized interaction of all components of innovation system. It is necessary to develop smart specialization strategies for 
regions to increase innovation potential of regions and the whole country. In the innovation sector Riga region is the most 
competitive region of Latvia. In Latvia only 20% of enterprises are involved into innovative activities. The financing from 
state budget for science and research is less than in developed EU countries. One of the essential problems in the devel-
opment of innovations in Latvia is insufficient cooperation between entrepreneurs and scientists. To promote and develop 
innovations in Latvia and its regions, it is necessary to increase government and private investments in the research and 
development; to develop innovation incubators, centres of competences in the regions. 
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1. Introduction 

For Latvia as an open economy, the growth of 
economy and increase of social welfare depends on 
ability to create and sell goods and services in the 
world market. 

The goal of the research is to evaluate innova-
tion potential of regions in Latvia.  

The main tasks are to analyse and summarize 
different definitions of innovations; to calculate the 
Innovation sub index of Regional Competitiveness 
Index and to evaluate innovation potential of regions 
in Latvia. 

The methods used are analysis, synthesis, sta-
tistical (quantitative and qualitative) analysis, mathe-
matical methods - calculation of index, correlation. 

The leading economists of the world have a 
view that nowadays there is going on transition from 
postindustrial (knowledge based) economy to crea-
tive economy [1]. The main motive force of 
knowledge based economy is innovative activity, 
which promotes the use of the newest science and 
technology achievements. The final results of inno-
vation are competitive products in world market and 
services with high value added. It means important 
increase of gross domestic product, more work 
places for qualified specialists, increase of social 
welfare [2].  

The global economy becomes more dependent 
on knowledge, on growth of production effectiveness 
and ability of new products to meet the market re-
quirements, on harmonized interaction of all compo-
nents of innovation system: education – science – 
production – legislation – financing, as well as on 
many other factors, that can increase competitive-
ness of regions and can help them to be ready to the 
challenges in future.  

2. Concept of innovation 

The academic literature contains a number of 
definitions of innovation, each revealing important 
aspects of it.  

The term “innovation” first was mentioned by 
Joseph Shumpeter in his work “Business cycles”. 
Here innovation is explained as possibility to work 
differently in the kingdom of economy. J.Shumpeter 
also said, that innovation is ideas applied success-
fully in practice and he identified as areas where in-
novations can be applied the introduction of new 
goods, new methods of production, the opening of 
new markets, the conquest of new sources of supply 
and the carrying out of a new organization of any in-
dustry [3]. 

There are different approaches how to define 
innovations (Fig. 1.) 

 

Fig. 1. Approaches to define innovations. Made by authors 
after [4 – 13] 

Innovation does not relate just to a new product 
that would come into the marketplace. Innovation 
can occur also in processes [14]. 
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(G.B.Downs, L.B.Mohr, European 
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OECD/Eurostat definition of innovation con-
tains 4 types of innovation identified in the Oslo Man-
ual for measuring innovation: 

- product innovation involves a good or ser-
vice that is new or significantly improved. 
This includes significant improvements in 
technical specifications, components and 
materials, incorporate software, user 
friendliness or other functional characteris-
tics. In the education sector, a product in-
novation can be a new or significantly im-
proved curriculum, a new educational soft-
ware, etc.; 

- process innovation involves a new or signif-
icantly improved production or delivery 
method. This includes significant changes 
in techniques, equipment and/or software. 
In education, this can for example be a new 
or significantly improved pedagogy; 

- marketing innovation involves a new mar-
keting method involving significant changes 
in product design or packaging, product 
placement, product promotion or pricing. In 
education, this can for example be a new 
way of pricing the education service or a 
new admission strategy; 

- organizational innovation involves introduc-
ing a new organizational method in the 
firm’s business practices, workplace organ-
ization or external relations. In education, 
this can for example be a new way organi-
zation of work between teachers, or organ-
izational changes in the administrative area 
[15]. 

In every explanation or definition of innovation 
the word “innovation” is used to describe process or 
activity in the result of which society needs for new 
products or services are satisfied, and in which all 
intellectual potential of the country is involved, in 
such way providing continuous interaction during all 
the process: education – professional training – sci-
ence – research – producing and its organization – 
market research and realization of the finished prod-
ucts.  

There is difference between traditional and 
modern approach to innovation conception. The tra-
ditional idea is that innovation is based on research 
(theory of “speeding-up” technologies) and interac-
tion between enterprises and other market partici-
pants. But nowadays there is the innovation theory 
of social cooperation net, where the main role is 
given to the knowledge and skills to put them into 
practice to promote innovation [12].  

Innovation is not a word that characterizes 
some definite object, thing, activity or service, but it 
is a word, that characterizes conception. This con-
ception includes all activities that must be done to 
create, produce and realize new product or service 
in the market. Innovation includes also all activities 
in the society starting with education, then comes 
scientific research, protection of intellectual property, 

organization of production, market research and re-
alization of production in the market. We must also 
put attention to the activities related with putting in 
order the business environment and creating of in-
novation promotion structures. 

The term innovation has been defined in many 
different ways. However, these definitions can be 
broadly classified in two categories: 

1) those that see innovation as the final event - 
the idea, practice, or material artifact that has been 
invented or that is regarded as novel independent of 
its adoption; 

2) those who see innovation as a process 
which proceeds from the conceptualization of a new 
idea to a solution of the problem and then to the ac-
tual utilization of a new item of economic or social 
value [16]. 

Nowadays very important question is also 
about innovations and smart specialization of re-
gions. Smart specialization is a new innovation pol-
icy concept designed to promote the efficient and ef-
fective use of public investment in research. Its goal 
is to boost regional innovation in order to achieve 
economic growth and prosperity, by enabling re-
gions to focus on their strengths. A smart specializa-
tion strategy needs to be built on a sound analysis of 
regional assets and technology [17]. 

On December 17, 2013 the Cabinet of Minis-
ters of Latvia adopted the informative report On the 
development of smart specialization strategies, 
which sets out directions, priorities and areas of spe-
cialization of the Latvia’s economy transformation. 
Seven growth priorities are: 

- production of products with higher value-
added, including non-technological innova-
tion, such as the creative industries; 

- effective innovation system; 
- improving of energy efficiency; 
- development of ICT systems; 
- improvement of the education system and 

skills, creativity in all levels of education; 
- Knowledge Base (fundamental science and 

scientific infrastructure) and human capital 
development; 

- identification of existing resources and spe-
cialization. 

The strategy also puts forward five areas of 
smart specialization for Latvia – 1) knowledge inten-
sive bio-economy; 2) biomedicine, medical technol-
ogy and biotechnology, biopharmaceuticals; 3) 
smart materials, technology, and engineering; 4) 
smart energy; 5) ICT [18]. To reach the goals of 
Smart Specialization Strategy it is necessary to de-
velop smart specialization strategies for each region. 

3. Innovations in the regional competitiveness 
models 

Innovation is a very important aspect of com-
petitiveness. If the enterprise is innovative, it will be 
competitive. If it is competitive, it will produce more 
and it will be able to allocate more finances to de-
velop new innovations [19]. 
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There are many competitiveness models 
(B. Gardiner, M. Porter, M. Kitson, R. Martin, P. Ty-
ler, F. Kronthaler, ECORYS, OESD), that include in-
novations as one of the factors on which regional 
competitiveness depends [20], [21], [22], [23], [24], 
[25]. On the basis of the research, which was done 
by the authors, the regional competitiveness model 
was worked out (Fig. 4.). 

 

 

Fig. 4. Factors affecting the competitiveness  
of the region [26] 

The regional competitiveness is mainly influ-
enced by the quality of life, productivity and employ-

ment rate in the region. While these factors are de-
pendent on the regional competitiveness influencing 
internal factors, that is the interaction result of human 
resources, social sphere, culture, sport, infrastruc-
ture, research, innovation and production develop-
ment. Likewise, the external factors, that are the 
state political stability, developed strategies, state’s 
participation in different international organizations, 
state unions etc., have significant role in the evalua-
tion of the regional competitiveness. The regional 
competitiveness can also be significantly influenced 
by accidental events – natural disasters (floods, 
storms, earthquakes) etc.  

It is possible to conclude, that most of the re-
gional competitiveness models include innovations 
as one of the boosting factors of competitiveness. 

4. Calculation of Innovation sub index 

The Regional Competitiveness Index was de-
veloped by I. Judrupa [26], but, to reach the goal of 
the next study, it is necessary to put main attention 
to one of sub-indexes – Innovation sub index Fn.  It is 
calculated by taking into account the characterizing 
indicators of innovation performance of the region, 
applying min-max normalization [-1;1]. In order to 
maintain the value of the sub index in the interval 
from -1 to 1 the arithmetic average of certain factor 
group influencing indicators is calculated using For-
mula 1.  
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where: 
Fn – Innovation sub index 
f1…fn  – the real values of indicators 
fmin, fmax  v the minimum and maximum values of 

indicators 
N – the number of indicators 
The region's innovation capital analysis is im-

portant in the context of smart specialization. There-
fore, the authors offer to apply the innovation model 
that includes 5 lines of analysis for economic and en-
vironmental assessment of the innovation potential 
[27]: 

1) Scientific research 

 ESE – Share of employees in science 
and engineering (%) 

2) Productivity 

 IAE – Share of innovative active enter-
prises (%) 

3) Technologies 

 P – Patents (number per million popu-
lation) 

 I – Internet access in households (%) 
4) Investment 

 R&D – R&D expenditures (million EUR) 
5) Labour 

 CC – Share of creative class (%) 

 PHE – Share of population with higher 
education (%) 

The values of the selected indicators and Inno-
vation sub index are shown in the Table 1. 

Table 1. Values of indicators and Innovation sub index in 
the regions of Latvia 
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VALUES OF INDICATORS 

CC (2011) 37.9 35.4 27.2 26.7 27.3 25.5 

PHE (2011) 31.4 24.2 16.1 16.6 17.1 16.9 

ESE (2011) 5.9 5 3.3 4.7 3.9 3.6 

R&D (2012) 113 13,8 1,4 3,3 10,9 2,9 
IAE (2008-
2010) 11.1 11.7 10.8 10.7 7.6 6.5 

I (2013) 76 75 68 68 69 65 
P (2006-
2010) 83.5 20.9 0.47 1.4 4.18 2 

INNOVATION SUB INDEX - INDICATORS 

CC (2011) 1.00 0.60 -
0.73 

-
0.81 -0.71 -

1.00 

PHE (2011) 1.00 0.06 -
1.00 

-
0.93 -0.87 -

0.90 
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VALUES OF INDICATORS 

ESE (2011) 1.00 0.31 -
1.00 0.08 -0.54 -

0.77 

R&D (2012) 1.00 -
0.78 

-
1.00 

-
0.96 -0.83 -

0.97 
IAE (2008-
2010) 0.77 1.00 0.65 0.62 -0.58 -

1.00 

I (2013) 1.00 0.82 -
0.45 

-
0.45 -0.27 -

1.00 
P (2006-
2010) 1.00 -

0.51 
-

1.00 
-

0.98 -0.91 -
0.96 

Made and calculated by authors after [28–30] 

Using data from Table 1 (Innovation sub in-
dex – indicators) and Formula 1 the total Innovation 
sub index was calculated (Fig. 5). 

 

 

Fig. 5. Innovation sub index in regions of Latvia. Made and 
calculated by authors 

From Table 1 and Figure 5 it is possible to see, 
that the most competitive region in innovations is 
Riga region, it ranks the 1st place almost in all indi-
cators, except share of innovative active enterprises. 
In this indicator Pieriga takes the 1st place. The less 
competitive is Latgale region, which takes the last 
place in 3 indicators, and other values are also rela-
tively low. 

5. Conclusions 

In Latvia only 20 % of enterprises are involved 
into innovative activities. The financing from state 
budget for science and research is less than in de-
veloped EU countries. One of the essential problems 
in the development of innovations in Latvia is insuffi-
cient cooperation between entrepreneurs and scien-
tists. The businessmen in Latvia have a lack of infor-
mation about possible cooperation with scientists 
and introduction of innovative products. Most of sci-
entists, in their turn, make fundamental researches, 
which promote their academic career, not promote 
development of innovative products. There have 
worked out various documents and action plans in 
Latvia, but the practical realization of them is weak 
and situation improves very slowly [31]. 

So the main problems in innovation sphere in 
Latvia and its regions are: 

 lack of understanding the role of innova-
tions in development of enterprises, in-
creasing of national competitiveness and 
social welfare; 

 low level of private investments in research 
and development; 

 not sufficient development of dedicated in-
novation infrastructure (innovation incuba-
tors, centres of competences);  

 not sufficient access to finance resources, 
especially, start and risk capital; 

 not sufficient cooperation among educa-
tion, research and industry sectors; 

 low amount of patents; 
 low amount of innovative enterprises; 
 low developed cooperation between busi-

nessmen in local and international level 
[32]. 

To stimulate innovations in future it is neces-
sary: 

 to increase financing from state and private 
resources for innovations and research; 

 tom promote transfer of knowledge and 
technologies to production; 

 to increase capacity of innovations, to de-
velop legislative environment favorable for 
innovations; 

 to promote cooperation between research-
ers and private sector; 

 to support development of new products 
and technologies, taking into consideration 
understanding about intellectual property 
and its protection; 

 to increase e-commerce and use of mod-
ern IT solutions. 
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