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1. INTRODUCTION

The European Union has séetobjective of becoming the most competitive region in the
world, primarily through its potential of research and innovation. Latvia, with its strong and
well-established science, innovation and business traditions, can contribute significantly to the
achevement of this objective whilst also improving the welfare of its residents.

In the long term, competition can be maintained through continuous innovation which, based
on competitiorrelated experience, serves as a foundation for further developmesnsunes
leadership in economic competition. Innovation is a complex process involving the provider
of a new idea and a person implementing this idea. In order to ensure success in this process,
both sides must be ready and able to cooperate. Scientidtberalde to provide resources of
applied sciences and research at an international level and be aware that only such a model of
cooperation will ensure future development of science. Businesses must be aware of the value
of innovation, abandoning the otdethods used in manufacturing products of the previous
century, and seeking opportunities for financing the development of enterprises. To ensure
both sides are ready and able to exploit the cooperation results in a sound way throughout this
process, theayernment must provide assistance in strengthening their capacities and be, on
some occasions, a mediator helping the partners find each other.

Pursuant to the National Strategic Reference Framework, the Operational Programme shall be
co-financed by the &opean Regional Development Fund.

Aid measures under the Operational Programme shall be focused on three main activity areas:
development of the capacity of the science and research sector to provide new ideas;
encouraging cooperation between researcaietisbusinesses; as well as support to emerging
merchants and improvement the competitiveness of existing companies.

First, the OP will enhance Latvia's science and research potential by improving the
infrastructure of science and research centres, attgaoew and highhgualified human
resources, and will also ensure advanced experience in applied sciences and research by
supporting research activities.

Second, the OP will improve and establish cooperation mechanisms for researchers and
businesses stinflating more active technology transfer and improving the capacity of
merchants to invest in innovations and development of new products through increased
availability of loans and venture capital.

Third, the OP will promote formation and development efvrenterprises by establishing
assistance mechanisms to business-stmt and will foster development of the existing
enterprises by providing support to business infrastructure and services, as well as ensuring
more available financial resources.

In order to improve programming documents and fulfill requirements set by the national and
the EU legislation, the Ministry of Finance has signed a contract with an independent
consortium of experts on the OP-ante evaluation and Strategic Environmental Assess.
According to the EC working documents on-axe, as well as taking into consideration
experience from 2002006 programming period, the Ministry of Finance has closely
collaborated with the eante and SEA experts in improvement of the documenthasd
succeeded in ensuring compliance of the document to taatexand SEA recommendations.
The cooperation with eante and SEA experts continued, contributing to the negotiations
with the EC and analyzing the comments of the EC on the document andfthestsions of

the document elaborated as a result of the negotiations.

Operational Programme AEntrepreneur shiép and
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2. SI TUATION ANALYSIS OF THE SECTORS COVERED BY THE
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1.1.Science and Research Potential

Several branches of science in Latvia havhieawed a level of global competitiveness
(modern materials, information technologies, magnetohydrodynamics, biomedicine,
pharmaceutical chemistry and wood chemistry) and the capacity of these branches of science
is proven by international patents and pecdtions and by the success scientists have achieved

in research and technology development areas of the EU Framework Programmes showing
that the Latvian scientific potential is able to compete at a global level. Latvian Research
Institutes have establishesticcessful longerm cooperation with European and global high

tech companies, especially in pharmaceutical chemistry and biomedicine providing a
substantial additional input to State funding to R&D activities.

Institutional Capacity of Science and Reseah

The institutional infrastructure of science in Latvia consists of 11 State Research Institutes, 15
research institutes formally integrated into universities as legally independent institutions, 5
State Universities and 15 University Colleges with thegearch units. In view of the scope

and level of scientific activities, the most significant institutions are the University of Latvia,

Roga Technical University, RoOoga StradiAg
Daugavpils University and Ventdp University College. Two private research centres also

operate in Latvi a: The I nstitute of Econom
Dati.

With regard to international recognition and outputs of research activities, the most important
institutes are the Institute of Solid State Physics of the University of Latvia (ISSP UL) and
Latvian Institute of Organic Synthesis (I0S). The ISSP UL stands out from other institutes
with the number of internationally recognised articles published every gdavith the level

of international prestige (SCIScience Citation Indgx The scientists of the ISSP UL
published 115 and scientists of the D83 scientific articles in 2004, including SCI. In the
above period, the annual volume of scientific publaadiof the ISSP UL accounted for 1/4

of the total number of publicationgritten by Latvian scientists. The publication intensity of
the ISSP UL is similar to the average publication intensity in the United States of America
which is higher than the aveya figure in the EU (639 publications per 1 million of
population).

Statistical data on the breakdown of inventions in Latvia by scientific branches show that the
mo st promising Ainventi on branchesbo i n L
engineering MHD metallurgy must also be noted as a strong branch (for instance, MHD
crystal growing). The IOS and the Latvian Biomedical Research and Study <ardre
especially marked out with theumber of inventions patented abroad. In the period of-1997
2004, seentists of the 10S have been the main authors of 16 patent applications in medical
chemistry submitted by internationally recognised pharmaceutical companies. In the area of
genetic engineering scientists of the BRC UL are authors of three patent apudicet 1999,

2001 and 2004) in association witbitos Biotechnol Ag(Switzerland), Michigan State
University (USA) andCelltech Pharmac LtdUnited Kingdom).

Operational Programme AEntrepreneurshi7p and
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Latvian scientists and institutions have been quite successful in participating in EU
FrameworkProgrammes (FP). Active participation commenced in 1999 when the 5th EU FP
was launched. The total number of project proposals was 667 and 178 projects were accepted
and granted EU ebinancing. As a result of the successful participation of Latvian eguputs,

the amount of project funding allocated by the EU is more than double the membership dues
paid by Latvia into the budget of the 5th FP. During the 5th FP, in tough competition with
other institutions, the ISSP UL was acclaimed as the EU Centrecefll&xce. Since 2002,

when the 6th FP of the EU was launched, the average level of success has decreased, but
Latvia is still among the most successful of the new EU Member States although performing
below the level of the old EU Member States. It shoelchbted that the Institute of Materials

and Constructions of R@ga Technical Uni ver
several projects during the 5th FP up to 5 projects already underway during the 6th FP.

With regard to international cooperatioit should be noted that the Institute of Nuclear
Physics and Spectroscopy of the University of Latvia is involved in the implementation of 15
international projects (6th FP, NATO Science Programme, EUREKA, COST, etc.).

The Ministry of Education and Saices of Latvia and Lithuania, and Thailand have formed a

joint research project support fund. Since 2001, six projects representing the ISSP UL,
University of Latvi a, RTU, genomics and mal
been approved.

Infrastructure of Science and Research

From the 1980s to 2004, due to limited funding, scientific infrastructure in State Research
Institutes and higher education establishments barely underwent any modernisation. In 2004,
the implementation of the Nationaldgramme of the Ministry of Education and Sciences
ASupport for the Modernisation of Scientifi
commenced by attracting dmancing of the ERDF. The objective of the National
Programme is to modernise tlmfrastructure in state research institutions, including the
regional institutions, implementing research projects in priority research areas, thus, forming
an environment for the transfer of technologies and promoting development of human
resources in thevhole research area of the country. Currently, siétbe-art research
equipment is provided to the 10S, ISSP UL, BRC UL. This ensures successful participation of
these institutions in international projects. The lack of a single broadband networlerbetwe
the Latvian higher education centres and research centres has impedathivaesity
cooperation and cooperatiaamongresearch institutions, and the full realisation of their
capacity. Moreover, Latvia has the slowest connection with European acaal@iniesearch

net works (Latviads connection to GEANT, E
155Mbit/s while in Estonia and Lithuania the speed is 622Mbit/s but in other Eastern
European countries 2.5Gbit/s) which is an obstacle for more extengmegticipation in
scientific projects. Laboratories still have insufficient modern equipment required for the
implementation of technical projects in the area of nanotechnologies and nanostructures; this
problem is particularly apparent in regional reseaitstitutions. Currently, it is still
complicated to convert a fundamental idea into a practical-teicfimology solution. This

trend is demonstrated by the low share of high technology products in export volumes (in
Latviai 5%, the EU averagie20%).

Snce Latviads accession to the EU, | ocal S
research infrastructure. Within the single European Research Area, the 6th FP ensures access
to European research infrastructure for all European sciettigtee provided scientific
qualifications of the respective scientists meet the highest standards. Latvia may participate in
activities of the single European Research Area with its research infrastructure, ensuring the
effective realisation of research results thiougghlevel technologies, as well as the

Operational Programme AEntrepreneur shi8p and
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operation and development of unique research infrastructure objects, for instance, The
Ventspils International Radio Astronomy Centre, The Liquid Metal Laboratory of the Institute
of Physics of the UL (includingéh pi | ot equi pment for studies

Human Resources for Science and Research

In 2004, the number of research and development personnel (includhtigniuland partly
employed scientists and other administrative and technicaloguptaff involved in R&D)
comprised 8273. 3324 of them were fisthe employed scientists. Comparison of statistical
data on the proportion of the research workforce as a proportion of total number of labour
force, shows that in Latvia it is 0.73% whitee average figure in the EU is 1,36%
Productive results and development of the R&D sector require at least 2000 scientists per 1
million of population. Thus, by 2010 the number of scientists actively working in the area of
R&D in Latvia should be 5000gpsons.

In total, about 5800 persons posgesa Doct or 6s degree in Latyv
engaged in the R&D sector in 2004 but in 208814 persons. One of the reasons for this
decrease is the flow of scientists to EU and-Bbhcountries. The totamumber of research
employees includes 802 technicians and laboratory assistants and 977 persons performing
service staff functions. Few Latvian scientists work in the private sector (only 13.5% of the
total number of scientists which is the lowest raimong the EU Member States where the
average ratio is 49%

In 2004, the age of most scientists working in universities and state research institutions was
above 55 years and the age of 28% of these scientists was above 65 years. Only 7% of
scientists weking in institutes are aged between 25 and 34 years. This is not a satisfactory age
structure of research staff not only with regard to current research activities, but it also
threatens further development of science. In several branches of scienees dterrtage of

highly qualified specialists who could qualify for professor or lecturer positions in Latvian
universities and who could be involved in the education of young specialists. The solution for
this problem is outlined in one of the targetshef Guidelines for Higher Education, Research

and Technology Development up to 2010 elaborated by Ministry of Education and Sciences
planningto increase the number of professors to 1000 and the number of persons engaged in
research activities to 12 00Quntil the year of 2010.

One of the development indicators for the scientific system is the annual increase of scientists
and the number of persons who have been awa

1 2004.g.Eurostat, Share of research and development personnel (head @oafthe labour force)
22005.g. Eurostat, OESD (Towards a European Research Area. Scienbmology and Innovation. Key
Figures 2005.

Operational Programme AEntrepreneur shi9p and



22.

23.

24.

25.

26.

120 - 112
106

€eqg

100 A

85

80 A
65

gr Odu

60 - 52

40 -

20 A

doktora

2001. 2002. 2003. 2004. 2005. 2006.

Figurel. The number o AwalbeddintLatviafper yedre gr e e s
Source: CSB

In Latvia the number of Doctorate graduates is insufficient (only 1.4% in comparison-with 5

6% in other EU Member States), in particular with regard to the number of persons who have
been awar ded an dupartsanwibhsothet ElgMemlger States, Latvia shows
considerable underperformance. The number o
in comparison with EU Member States, but also with our neighbouring countries Lithuania
and Estonia. For instae, in 2004, the number of Doctorate students in Sweden was 18000,
amounting to 5.3% of the total number of students, in the Czech Repulilis00 students
amounting to 6.6% of the total number of students. On average in 2004 graduate Doctorate
studentsn Lithuania and Estonia accounted for 2.5% of the total number of students. In 2004,
in Latvia there were 1428 Doctorod6s degree s
Doctorate accounting for 0.4% of the total number of students. Students shoeveasing

i nterest i n Doctords degree studies 797, n 2C
Doctor 6s dep106)dut the ratel af this m@ease is still unsatisfactory. This is
cause for particular concern due to the problems of tmgagiacademic staff.

The number of Doctorate students has been gradually rising due to several reasons:
organisation of public awareness campaigns on the problem of low interest in Doctorate
studies, discussions to stimulate public interest and varicerste¥or the popularisation of

science (TV and radigetcbroadcasts, fAscience

The number of defended Doctordés theses ha
promoted by the support measures of the MoES for Doctorate anD&cistate resealncin

natural sciences and engineering sciencefinemced by the ESF, as well as by the National
Programme of the MOES AProvision of Hi ghe
Equi pment and Mainframe Computer Nesheenr ks
implemented by cdinancing of the ERDF-.

The highest number of Doctorate students is still in the social sciences, business management
and law, accounting for 32% of all Doctorate students. Natural sciences, mathematics and
information technologiesere chosen by only 14% and about the same proportion (16%) of

all Doctorate students chose engineering sciences, produetadad and constructienelated

studies.

Upon defending their Doctor 6s t heses i n n
information technologies), most of the young scientists remain working in research institutes
and universities and continue their scientific work.

Operational Programme AEntrepreneur shilp and
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Until now important reasons for the low interest in Doctorate studies and further careers in
science werg¢he low salaries of research personnel in State Research Institutes, as well as the
obsolete scientific infrastructure in these institutes. In 2004, a survey of students of the
University of Latvia, ROo0ga Techni ecnductedihni v er
order to ascertain studentsdé opinion on Do
work and what could motivate students to pursue Doctorate studies. About 25% of the
respondents expressed their intention to undertake Doctorate studial,of students had

not thought about Doctorate studies and 17% of the students had no interest in Doctorate
studies. Motivating factors listed by respondents were increased salaries (42%), opportunities
for more extensive knowledge in the chosen Wmaot science (31%), opportunities for
academic career (24%) and the high prestige of gsiem society (22%). The survey also
indicated the problem of insufficient information about the Doctorate study process. 49% of
the students noted that they amt mformed about the organisation of Doctorate studies.
Students of Daugavpils University more often than students of the capital city pointed out that

a motivating factor for Doctor's degree studies would be opportunities to continue studies and
find work abroad.

In the last three years, up to 700 Latvian students have studied abroad through the EU
education programmgocrateqAction Erasmu$ (in the academic year of 2004/200%07
students) though demand for such studies is two times greater.

In 2004, in Latvia the average proportion of students completing Doctorate studies was 0.25
per 1000 population aged-2® compared to the EU average of 12.3 per 1000 popufation.

Latviads R&D potenti al is to be descerncoped
institutions. These include organic chemistry, medical chemistry and genetic engineering,
physics, material sciences and information technologies. These schools and their research
potential are directly correlated with the abaewentioned data oscientific publications and
patents in these branches of science.

A significant number of Latvian scientists work abroad. According to approximate
calculations, they account for 1/3 of Latvia's scientific potential. There are various reasons for
this flow of specialists. Most of the experienced scientists left Latvia just upon its renewed
independence due to radical changes in the scientific system and the significant decrease in
financial resources allocated to science (in the USSR 5% of the GDP aspp0s&% in
independent Latvia). Many young scientists who have just graduated Latvian universities live
abroad. The main motivation for thein better work conditions and opportunities for
professional growth. However, most of these students are withrmgttirn in Latvia. This

would be motivated by modern scientific infrastructure equipment and competitive salaries.

45% of persons with a Doctorés degree are
public administration, the banking sector anditess.

Funding of Science and Research

In 2004, the total funding of R&D amounted to 0.47% of the GDP, but in 2@y 0.39%

of the GDP (EU average 1.93%). In 2004, state budget funding to science was only 0.18%

of the GDP but private sector invesm@mounted to only 0.2% of the GDP (EU average
0.76% of GDP). In 2004, State budget funding to science and research was 21 Euro per capita
while the EU average is 409 Euro per capita. In addition, the current funding system for
research work does nottaas a catalyst that would attract private sector investment in
research.

3 Eurostat, 2005.
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In 2003, a World Bank study indicated that the R&D area in Latvia is generally taken by
foreign telecommunication operators, and all other companies finance a very small part of
R&D activities, and these investments are mainly related to the direct acquisition of
technologies in foreign countries.

On 19 May 2005, the newaw on Research Activitiesame into force, requiring that the
Government ensure an annual increase of State bflyging to science of 0.%b of the
GDP until the total amount of such funding is 1% of GDP.

State budget funding is mainly allocated for the following activities:

A Provision of research activities,
A Implementation of studies in response to market demands,
A Support to participation in EU Research and Technology programmes.

Resources for research activities are mainly allocated through a tender procedure organised by
the Latvian Council of Science aimed at supporting the implementation of fundamental and
appled research projects. Every year financial aid is granted to 690 projects with a total
funding of 4.8 million Lats. In 2004, the average amount of grants of the LCS wa$6000

lats. In natural sciences and engineering sciences minimum annual funglimgdefor a
mediumscale research project implemented by three persons would be-25000 Lats.

This shows a considerable shortage of resources forduglity work, and performance of
studies by Latvian scientists already so few in number.

Sectoral Blicy

Pursuant to theaw on Research Activitie8)e priority research areas are defined once every
four years. In 2006, the government has defined the priority research areas for the next four
years. Definition of the priorities is based on the followgogsiderations:

A Situation in the respective branch of economy and development perspectives in
Europe and the world, as well as in Latvia,

Potential of the areas currently internationally developed and opportunities for
further development in Latvia, as lvas development opportunities in Latvia,
Public administration and legislative measures required for the formation of a
businessand investmentfriendly environment,

Attraction of essential public and private capital, including foreign investment,
Impad of economic, social and environmental factors on industrial
development and vieeersa,

I ndustrydos i mpact on the national edu
Latvia,

Availability of specialists in the industry and provision of appropriate dauca
programmes.

> > > > >

For the period of 2062009 in order to sustain the fundamental and practical research the
following priority research areas are defined in industries essential for the national economy:

A agrobiotechnology innovative and environmentallyiéndly technologies of
ration yield,;

A biomedicine and pharmacy gene technologies and technologies of new
biologically active substance syntheses;

A power industryi ways of environmentally friendly renewable energy, energy
supply safety and its effectivese;

A information sciencé safe programming, integrated systems and networks of
information and communications, electronic technologies;
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material scienced nanotechnology functional material output, new age
composite materials,

forest sciencé sustainabity, new products and technologies,

medicine science development of clinical medicine based on practical science
technologies,

environment sciences regional climate changes and their influence on water
ecosystems and adoption; sustainable maintenart@ratection of the Baltic
Sea and the inland water environment;

A Lettonicai researches of the Latvian language, culture and history.

> >> >

In 2001, the Ministry of Education and Sciences prepared the Guidelines for Higher
Education, Research and Technology &epment up to 2010 envisaging several measures
aimed at increasing the number of Doctorate students up to 4500 students in 2010.

The Link between Science and Research, and Entrepreneurship

In Latvia several industry clusters can be singled out: wood gsowe chemical industry
(pharmacy), metallurgy, transport and logistics, information and communication technologies
and others. Due to working in timber and medicine production industries Latvia participates
in the Technology Platforms within the 7th FP tbe EU. Cooperation in the area of
information technologies and material sciences has commenced quite successfully
(cooperation of the ISSP UL with the glass fibre plant of Valmiera, and cooperation of the
INPS UL with Anda Opte@ndBaltic Scientific Iistrumenty Such cooperation will increase

the manufacture of valuedded products in Latvia.

A significant indicator of the quality of applied science and innovation are patents, and their
quantity describes the competitiveness of technologies developeaiaented in a country,

the level of applied research, crassuntry transfer of technologies (knowledge), relative
innovation level, and openness to foremigin technologies, the level of industrial research
and general competitiveness of the economy

Every year about 100 150 patents are issued in Latvia but most of them are local Latvian
patents having low relevance in terms of global competitiveness. Accordifwgdstatdata,

in 2002 the number of patents submitted from Latvia to the EuropentROffice was 5.95
patents per a population of 1 million, while the EU average is 133.59 patents per 1 million.
According toEurostatdata, no Latvian higtechnology patents were registered in 2002 (in
20017 0.53 patents per 1 million population) whibn average 26 patents per 1 million
population were registered in the EU.

In view of the fact that Latvian scientists cannot patent their results abroad due to the high
patent registration costs, in many cases results are sold to foreign partnersasikiyv

how productions or a foreign company is found which provides financial assistance in
registering the invention, and consequently this company acquires all the rights of this
invention. In the period of 1998005 in the area of medical chemistrg tl0S participated in

the development of 107 patents, including the development of 82 patents ordered by specific
companies and which protected 47 inventions basically in the area of new medicine
(mildronat and its derivatives, new medicine for treatmentcancer, medicine for
cardiovascular diseases, etc.).

The BMC UL has developed close cooperation \@iftos BiotechnologySwitzerland) and

Rein BiotechHGermany) in research on vaccines and biomodulators. Since 2001, scientists of
the IP UL have beenooperating with FerrotetdSA, a leading producer of magnetic fluids,
providing services in magnetogranulometry of ferrofluids produced by the company. It should
be noted that this Institute has concluded cooperation agreements with the Dutch company
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CorusResearch Development&Technolp@erman compan$chott Agand the Oak Ridge
National Laboratory of the U.S Department of Energy.

In order to successfully commercialise the results of R&D activities, it is necessary to
promote the development of knowledgansfer infrastructuré technology parks, technology

and innovation centres, as well as business incubators. In Latvia, in comparison with other EU
Member States, the knowledge transfer infrastructure is weak. Latvia has only one
Technology Park and onieechnology Centre (Business Incubatothe Latvian Technology
Centre but this is only achieved within the Innovation Relay Centre of the 6th EU FP. In
comparison, Lithuania has 7 science/technology parks and 7 business incubators but Estonia
3 and 7 repectively,which is also below the EU average. Until now, development of such
innovation support structures has not been included in national development programmes of
Latvia and as a result, Latvia has one of the lowest indicators in the EU. In 200Bnittey

of Economy plans to support the formation ef %echnology transfer sports in universities

and research institutes where experts will be attracted in order to promote transfer and
exchange of knowledge. In total, more than 20 experts are irdvolvibie area of technology
transfer in Latvia. Apparently, this is insufficient and the number needs to become at least five
times larger within the next five years. At this point the problem of preparation of technology
brokers technology auditor&nd tchnology transfer consultants in line with international
experience arises.

In order to address the problem of science's commercialisation, particular attention should be
devoted to the following issues:

A Development of infrastructuré modernisation of He existing research
laboratories and/or formation of new research laboratories, support to the
formation of clusters and respective infrastructures, centres of excellence,
science/technology parks, technology or innovation centres, business
incubators,

A Promotion of international cooperation among Latvian enterprises, scientists,
technology centres and representatives of industries and sciences in other
countries (for instance, in order to ensure that Latvian scientists can work with
foreign companies andoe-versa),

A Financial support to investment from the private sector in Latvian innovation
companies or in setting up a new or knowledgented manufacturing plant in
Latvia (for instance, support to the development of public infrastructure),

A Financial spport to setting up new knowledggensive companies (for
example, seeds, accrual and venture capital funds, fiscal relief),

A Development of a harmonized technology transfer system (including support to
the protection of intellectual property and formatafrcompetency centres).

Main issues to be addressed:

A Insufficient quantity of workforce in science and researatecrease of the
number of scientists, lack of Doctorate students,

A Shortage of laboratories with staiBthe-art equipment for implementaticof
technologyoriented projects,

A Limited opportunities and skills for commercialisation of knowledge.

1.2.Promotion of Entrepreneurship and Innovations
The business environment in Latvia is gradually improving which is indicated by the

economic growth andhcreased economic activity increase of the number of enterprises,
increase of investment in fixed assets, growth of direct foreign investment (DFI). However,
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Latvian enterprises will only be able to maintain the rate of economic development and create
new well-paid jobs if they become competitive at the international level, involve in the
innovation process, accrue knowledge and use new technologies, as well as capture a high
valueadded niche in the European or global markets. Assessing the availabfeodathis
viewpoint, competitiveness of the Latvian economy must be improved significantly.

Table1: Number of enterprises, amount of fixed asset investment and direct foreign

investment
2000 2001 2002 2003 2004
Number of entengses, unit 41992 | 40668 | 42549 | 45300 | 50070
Capital investment, min Lats 989.2 | 1055.7 | 1204.5 | 1393.1 | 1773.3
DFI, min Lats 250.5 82.6 156.6 167.7 377.6

Source: The Ministry of Economy
Factors promoting economic competitiveness are the following:

A Productio factors,

A Competitiveness, business strategy and business structure,
A Demand structure and specific features of demand,

A Related and supporting industries.

Market supply competition that ensures meeting the market demands is one of the most
important preonditions for the development of innovations and technologies. The current
competition is ineffective if the level of business activity is low and a small and static number
of enterprises operate on the market. In order to promote the development ckérntat
market element competition , it is necessary to pursue a weiliected Government policy.

In Latvia, competition policies are aimed at the minimisation of losses to consumers and
market participants that could be incurred by possible markettitims. But they may not be
limited to an indication of distortions only in the activities of market players. Increased
attention should be paid to State Aid measures, including activities funded from Structural
Funds, in order to prevent any possibletaitions of competition at this level. When
implementing State Aid activities concerning businesses in the period of2B037funded

from Structural Funds, it is necessary to clearly substantiate and prove that they are aimed at
elimination of the existig market gaps and that the Aid measures are commensurate with the
importance of the problem in question.

The following factors, analysed more detdiin the following sections, can be identified as
the key problems and obstacles for economic development

A Low business activity,

A Insufficient investment in innovations, R&D and increasing the added value;
insufficient transfer of technologies and their application,

The market does not ensure proper availability of financial resources and
various financialnstruments,

The current State Aid measures are fragmented and do not provide a complex
solution for increasing competitiveness,

Weak cooperation of the private sector and public sector (need to encourage
privatepublic partnerships),

Shortage of highhgudified workforce meeting the labour market
requirements,

Unbalanced business activity in regions.

> > > >

>\
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Promotion of Business Activity

A high level of business activity is one of the preconditions essential for the growth of the
economy. Similarly to the EU oatries, 74.9% of Latvian enterprises are misized
enterprises, 20.9% are smaited enterprises and 4.2% are medained enterprises, thus,
99.3% of the enterprises are SMEs. However, Latvia has one of the lowest number of
enterprises among the EUuwries. The number of new enterprises changes considerably
every year and in 2004 the increase was 33% or 10221 enterprises. In year 2004 the growth of
the number of new enterprises decreds@d’% or 11009 enterprises, however in year 2006
the growth wa 22,6% or 13500 enterprises. The number of SMEs per 1000 population in
Latvia (20) is considerably below the EU average (about. 5tus, the relatively high
amount of emerging enterprises and the low total amount of enterprises per capita indicate
thatonly a small proportion of new enterprises survive.

Analysis of these data by gender shows that the potential of women as possible entrepreneurs
i's not adequately pursued in Latvia. Onl vy
women. A more activewwvolvement of women could increase the number of active enterprises
up to 30 enterprises per 1000 population.

Business staitips face insufficient knowledge needed for the successful operation of a
business. Shortage of financial resources is often caesidihe main impediment for
business stauips. This is also true in Latvia as in most cases serious ideas on establishing an
enterprise are not realised due to the fact that the financial market does not offer opportunities
to attract funds to a new enpeise without a proper security.

The planning period of 2002006 of the SF covers activities providing training on starting a
business to the unemployed and socially excluded groups. The SPD fe2@@®4as been
changed in order to allow granting firaal aid to business staumps for training when
starting a business and preparing a business plan. Without additional financial support, such
training has low impact on the quantity of business-siast

In order to promote the establishment of new @nmiges, it is necessary to take measures
aimed at strengthening motivation to start a business at all levels of education, including
primary education. Business stafs should be providedith assistance starting from the
moment when a person expressesmdention to establish a business up to the moment when
this enterprise is able to independently compete in the market. Such assistance should include
training and funding for the implementation of business-siagtlans.

Key problems:

A The low amounbf enterprises,

A The low ratio of new enterprises able to survive,

A Insufficient knowledge of business beginners,

A Insufficient availability of funding for business stas.

Investment in Enhancement of Productive Capacity and Development of Clusters

Long-term advancement of competitiveness of the economy which has been developing on
the basis of countryb6s comparative advanta
investment dynamics has been observed in the country for several years basedatilitite st

of the micreeconomic and financial environment, as well as investfrartdly Government

policies. During the last three years the investment growth rates in the Baltic States are
several times higher than the average rate in other new EU M&tdtes. These high growth

* National Development Plan 202013, p. 168.
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rates were mainly achieved by investment in the private sector. In the period e2GI®0
they increased by 150,3% while in the public sector the increase was 40%.

Both the structure of investments and the structure of exguts that currently the Latvian
economy is dominated by industries with a low added value, i.e., industries based on
processing of natural resources and use ofdost labour which cannot ensure rapid growth

of the economy. In 2004, work productivity intizea was about one sixth of the EU average.
Moreover, work productivity in Latvia is lower than in all the EU Member States, and Latvia
is just ahead of new member states Bulgaria and Rumania.

Latvia shows underperformance in attracting foreign investwaen compared with other

new Member States. At the end of 2004 the amount of accumulated direct foreign investment
in Latvia was 260.8 min Lats or 32% of GDP. There are too feacsa|l | ed figr eer
projects implemented in Latvia in which foreign invastprovide the invention of modern

and stateof-the-art technologies. Even in those Latvian industries that have the strongest
capacity for implementation of projects, only those projedigch requirea relatively low

qualified workforce are successfuh.orderto ensurelonger m devel opment of
economy, it is necessary, in the process of attracting foreign investment, to further develop the
infrastructure, invest in education and ensure other preconditions for foreign investment in
knowledye-based and higkechnology industries.

According to industry surveys, several industries with active cooperation or clusters can be
singled outi wood processing, chemical industry (pharmaceutical industry), metal
processing, transport and logistics, c¢oumications (information communication
technologies), etc.

Mechani cal engineering and met al processi ng
the average development rates of the industry in 2002 reached 10%. Export volumes of
this industry acount for about 73% of the total amount of production.

Wood processing is one of the biggest processing industries in Latvia and accounts for 2.8%
of the economyds added value which is about
industries. Dumg the past three years, growth of the industry has been rapid, on average 9.1%
per year. The industry is characterised by a high proportion of expaftaost 70% of its
production is exported.

The chemical industry has wadbtablished traditions in baa, highlyqualified specialists,
long-term experience in the production of a wide range of products both fesomsdmers

and resalers and a hidgvel research base. The chemical industry accounts for about 6% of
the added value of Latvian processindustries. Exports of the industry are almost equally

di vided among Latviads main export partner
competitiveness of the industry in markets of developed countries, for about 2/3 of exports to
the EU go to Lithuaia and Estonia.

The transport and communications industry grew by 15.4% in 2006, and together in period
20042006 grew by 31.22%. Upon accession to the EU, the highest increase was observed in
freight transportation, as well as in passenger transportaticnding air transport services.

The high growth rates in this period in the transport and communications industry were
ensured by the increase in freight transportation and passenger transportation services, as well
as by the development of the comnuation industry. In the area of freight transportation, a
considerable increase was observed in the turnover of freight shipped by road transport which
constituted the main growth. Meanwhile, transit cargoes are dominated by the export of raw
materials fron the Eastern neighbouring countries. The volumes of such cargoes may
decrease due to Russian transport policies. Thus, it is necessary to foster the invention of new
and modern logistics solutions, as well as the provision of new services to new market
paticipants within international logistics chains. This means that it is necessary to promote
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private investment in freight transportati
centres.

Formation of clusters ensures more rapid improvementeofte conomy s compe
Therefore, aid instruments specified in the previous sections require not only horizontal
development but also vertical development, in order to attain thedsgeted aid aimed at
solving the problems faced by the most intpot clusters.

A significant problem in Latvia is the considerable regional disparities in terms of business
activity and employment. In order to encourage economic activities in the underdeveloped
regions, it is necessary to improve the business envinanamel public infrastructure. In the

period of 19992 0 0 4 , the number of economically act
increased by 11 enterprises per 1000 population, but in the other four regions the increase is
considerably lower (by-2.5 enteprises in every region). In the Kurzeme Planning Region,

the increase was only 2.4 enterprises per 1000 population, in the Vidzeme Planningi Region
2.0, in the Zemgale Planning Regi®nl1.8 but in the Latgale Planning Regién1.6.
According to the CSB,ni 2003, the number of economically active enterprises in Latvia
amounted to 45300, including 45014 enterprises (or 99.4%) with less than 249 employees but
the enterprises with 25889 employees accounted for 0.6%. In Latvia, a high concentration

of busines is observed in the main development centres of national importance but in the rest
of Latviaodos territory, the rate of busi nes
between the biggest cities and the rest of the country. 70.4% of the SMiBsadegl in the

main cities and 79.6% of theini n RQ g a. Similarly, 77.6% of
located in the main cities and 76.1% of them the capital city.

In the planning period of 2002006 of SF funding was allocated to activities edato the
modernisation of business infrastructure (introduction of standards, connections and
formation of laboratories). Grants were awarded to consultation services and continuing
education of employees, as well as to individual businesses which cagtlifiincreased the
respective bureaucratic procedures faced by entrepreneurs when applying for funding and
which often reduced the level of their activity in applying for State Aid. The Aid instruments
for the planning period of 2002013 should be forntk as combined Aid instrument
portfolios.

In order to promote competitiveness of enterprises, it is necessary to further provide
assistance in training of employees by elaborating the grant scheme for the planning period of
20042006 of the SF and providinindustryspecific training courses, development of new
technologies and their transfer both into the figthnology industries and into the promising
Latvian industries of lowevel and mediuntevel technologies. It is important to foster the
developmenof industries with a low intensity of natural resources consumed which are based
on intellectual property (a commentaccording to the WIPO study on Latvia in 2004, the
main copyright areas in Latvia are: radio and television, software and databasessiad
services, publishing works periodicals and literature, movies and video, music industry,
photography art, vi sual and graphical wor k¢
employing 4.4% of the total employment though in the developedties these industries
account for about 8% of GDP).

Key problems:

A The low activity of enterprises in industries with high added value and
relatively low intensity of labour and natural resources consumed,

A Insufficient application of new technologies \arious areas of business with
special emphasis on the technologies with the biggest share in GDP structure.
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Innovations

72. A key factor in a knowledgbased economy is the development of innovations in all
industries of the economy. A higjuality and fastprocess of knowledge acquisition,
accumulation and application has become the main competitive factor and source of added
value for countries, regions and businesses. The European Commission has published the
European Innovation Scoreboard 2004 which eramsprogress of the EU Member States in
the implementation of innovation policies. The third lowest ratio (index) among the EU
Me mber States indicates that currently Lat
considerably performs under the EU averaldee index comprises 20 indicators that describe
the development of human resources, the processes of creating and introducing new
knowledge, as well as the provision of necessary funding. According to the Innovation Survey
in Latvia, conducted by the Ceal Statistical Bureau in 2004, on average about 18.6% of
enterprises are innovative while in the EU countries the average proportion is 45%.
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Figure 2: Innovation index of 2004 of the new EU Member States and candidate coustrie
Source: European Commission, European Innovation Scoreboard 2004

73. Analysis of the CSB Innovations Survey, which describes the structure of business
expenditures on innovations, shows that 64% of expenditures on innovations are invested in
acquisition of ew machinery and equipment and only 12% research and development
works. These statistics also show that the private sector in Latvia finances only 1/5 of R&D
activities while, on average in the EU, business investment in research, accounts for more
than a half of all Government expenditure in this area. It could be assumed that the level of
business investment in R&D is satisfactory in respect of the GDP of Latvia. However, the in
its study of 2003, the World Bank points out the fact that R&D actsvitieLatvia are only
performed in some pharmaceutical companies and ICT companies (mainly with -farigign
capital) but all other enterprises finance a very small part of R&D and these investments are
generally aimed at the transfer of technologies fatmoad.

74. Such a situation could be explained by a lack of bilateral dialogue between the local private
sector and research sector. No cooperation improvement has been observed during recent
years. As a result, the Latvian research sector has not beemteddpolocal demand and the
private sector is unaware of the potential of R&D solutions and respective opportunities.

75. Increased funding of R&D will not have significant impact on the development of the
economy if changes in R&D funding amounts are nobexganied by changes in the funding
structure and procedures for granting such funding. In Latvia only 0.8% of the employees are
engaged in R&D and about 60% of them work in the higher education sector and about 13%
in the private sector. In the EU theoportion of the employees working in research is above
1.4% and almost a half of them are employed in business and about #O#e higher
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education sector. In order to promote invention and development of innovations, it is
necessary to intensify coop#ion among the education, research, production sector and
private sector funding to R&D, as well as to expand R&D activities in private enterprises.

The quantity of national patents is small (every year aboutlb500patents are issued) and

their significance in terms of international competitiveness is not high. The Eurteedn
patents are much more significant but their quantity per population of 1 million in Latvia is
considerably lower than in countries with a high level of innovatiotie quanty in Latvia

is 50 times less than in Finland and Sweden. On average, Latvia has 0.4 EPO patents per 1
million population every year while Finlaridmore than 200 such patents.

A survey of Latvian innovations indicates that the organisational capacaiyt@fprises is an
essential prerequisite for creative processes in companies. In addition, enterprises with
intensive foreign or international contacts engage in the innovation process more frequently. It
IS necessary to take measures to assist enterprighancing their management structures

and develop wider international contacts. Impediments for the development of innovations at
enterprises are a lack of the awareness of the role of innovations in business development and
ensuring their competitivess and insufficient availability of financial resources, in particular

with regard to seed capital and venture capital.

In view of the objective factors the size of the Latvian economy and amount of R&D, it is
also essential for Latvian enterprisesis® knowledge created abroad. Undeveloped capacity
for the transfer of knowledge and technologies will reduce the ability of Latvian enterprises to
compete on the local and international markets. Currently, this capacity of Latvian enterprises
is limited. Even by the simplest ratio of the use of technologiex knowledge licensed
abroad, Latviads position is at the bottom

In order to ensure the development of the Latvian innovation system, it is first necessary to
promote a general awareness of the role of innovations in the development of the national
economy and human resources development, for instance, by supporting training in the
commercialisation of technologies. It is also necessary to support the formatoentor
networks, as well as the formation of business angels networks, as in both cases the
commercialisation process could involve the attraction of both resources and practical
business expertise from people who have performed commercialisation laf siew brand

new products or technologies. It is necessary to increase investment of the public sector and
private sector in R&D, as well as to foster closer cooperation, first, among local enterprises
and Latviaodos R&D pot en tprisesland ths interratiodal teclanatagy g |
market, and, third, among SMEs and dynamic large enterprises in Latvia and abroad.
Strengthening of contacts is required in all the above areas.

Aid measures should promote the transfer of knowledge and technotogresluction:

A By forming centres of knowledge transfer/commercialisation that would
promote cooperation between researchers and businesses, including joint
applied research by businesses and researchers and product development
projects,

A By developing andimplementing support programmes for technology
incubators and research and technology parks that would promote the formation
and development of new, competitive and innovative enterprises in the
production and service industries with high technologied rmediumlevel
technologies by providing infrastructure and funding (seed capital, venture
capital),

A By developing and implementing an innovation business incubator for the
preparation of programmes for business gipg and promotion of
entrepreneurshim regions.
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Further support is needed for enterprises developing and transferring new products and
technologies by elaborating the grant scheme under the SF planning period f@0260zhd

by ensuring support at earlier development stages. It is negégsarcourage cooperation of
Latvian enterprises with educational establishments, to promote indelkstiyd Doctorate

theses, as well as encourage the cooperation of enterprises with students of natural sciences
and engineering sciences.

Key problems:

Low number of innovative enterprises,

Low R&D funding (public and private),

Insufficient number of employees working in the R&D area,

Research is not businesgented, research is not stimulated by local demand,
Insufficient participation of enterprises iinternational technology transfer
projects,

Low activity in the area of transfer of technologies.

> > > >

Capturing External Markets

The objective of t he Latvian external to
competitiveness on foreign markets and the graviitxports. Increasing export capacity is

highly important for Latvia considering its relatively small internal market and open
economy. Surveys of those companies exporting their production indicated that the obstacles
for the development of exports atfge lack of information on export markets, insufficient
business assets, insufficient export guarantees, the shortage of aduigliigd workforce

and high marketing costs

It is necessary to provide aid measures aimed at the active promotion of tiotaina
competitiveness of Latvian enterprises, capturing new markets and strengthening positions in
current markets.

Promotion of business competitiveness is set as a priority by fostering external markets that
involve interrelated aid solutions with thalowing elements:

A Support to the participation of Latvian enterprises in international exhibitions
and fairs, promotion of products to foreign markets, realisation of marketing
activities and market research and their purchase,

A Professional education anttaining programmes specifically focused on
enhancing export capacity.

Key problems:

A Shortage of highbgualified production workforce significantly impeding more
rapid growth of export volumes, shortage of higbbalified marketing
specialists in enterfses,

A The main proportion of enterprises (or at least the main part of their production)
is oriented to the EU internal market, the number of activities inEldn
markets is low,

A Insufficient funding, understanding and motivation of Latvian enterprises in
order to commence export.

Availability of Funding
The availability of financi al resources i s
its opens more opportunities for increasing efficiency and competitiveness through investment

and restructurig of the economy, thus, ensuring more rapid growth without distorting
competition by market mechanisms. In the period of the annual weighted average
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rate in Lats for longerm loans to domestic private enterprises decreased from 10.3% to 7.5%,
till 2006 increasing to 10,6%, but at the end of 2003 the balance oftdongloans to
domestic private enterprises exceeded 2.9 times the balance at the end of 2000, and it
increased by 25.6% in 2003. Although in 2004 the annual weighted average rate farLa
long-term loans was 9.2%, i.e., almost by 2 percentage points higher than in 2003, in view of
a higher inflation level, the actual rates were lower than in 2003 and at the end of 2004 the
balance of longerm loans to domestic private enterpriseseased by 36%.

Although recently opportunities for acquisition of external funding have increased
significantly, availability of asset and capital funding is a serious obstacle for increasing
business activity and the competitiveness of snaaltl mediurrsized enterprises, as well as

of business statips, in particular with regard to innovative and 4gsiwing companies. The

probl ems of availability of external fundi
company survey of the Latvian market darpublic opinion research centr8KDS
AEnvironmentnd MédiumS ma ke d Entrepreneur shinp i n

significant obstacle for the development of SMEs is the complicated acquisition of funding.
Three of the seven most important problementdied by entrepreneurs concerning
availability of funding to SMEs are the shortage of business assets (27% of all respondents),
lack of seed capital (23%) and insufficient investment finances (20%). Acquisition of funding
is especially complicated fdousiness stapsi it is complicated for them to meet the
requirements set by banks (due to insufficient base security, short credit histories or low credit
rating).

Funding of venture capital is also important for the development ofgfasting and
innovative companies for which loans of commercial banks are often not available. Without a
well-developed modern financial market in which funding from commercial banks
complements financing of various venture capital, it will not be possible to successfulty

the abovementioned problems concerning the development of a successful innovation
system, transfer of technologies, productivity and increasing exports.

Though several venture capital funds are operating in Latvia, they cover only the Baltic
States, and in terms of the quantity and amount of investment, Latvia underperforms
Lithuania and Estonia. Therefore it is necessary to ensure state assistance to the development
of the Latvian financial market that would provide businesses various finansingnments

and seed capital to business stgr$, fastgrowing and innovative companies.

Activities concerning the development of venture capital in Latvia and granting of guarantees
and credits have been started in the planning period of2008 of theSF. It is necessary to
enhance these activities in the planning period of ZIMIAB by envisaging more extensive
development of venture capital instruments that would suit various business needs for
funding.

In order to promote availability of fundingt is necessary to encourage venture capital
investments of private investors in enterprises, inter alia, by implementing aid measures for
the creation of thesoal | ed Obusi nes s-risk prgeets shéuld besftinded r k .
through venture capitadnd credits (e.g. mezzanine loans, etc.). It is necessary to promote
development of credit guarantee system and access to unsecured loans to bushupss start
as well as to facilitate access to other type of funding for business development.

Key problems

A Insufficient availability of financial resources to business stps,
A Insufficient collaterals,

A Short credit history,

A Shortage of venture capital and similar financial instruments.
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1.3.Balanced Territorial Development

The territory of Latvia is dividednito five planning regions: Kurzeme Region, Latgale
Regi on, Roga Regi on, Vi dzeme Region and Zel
in total, 553 Local Governments in Latvia: 527 Local Governments (7 cities and 53 towns,
432 rural municipalities, 28Bmalgamated municipalities) and 26 District Local Governments

There are approximately 74 000 populated areas in the populated areas network of Latvia.
According to legislation, populated areas are divided into cities/towns and rural populated
areas (homesatds, villages). At the beginning of 2006 there were 77 cities/towns in Latvia
that were divided into separate administrative territories (7 cities and 53 towns, of which 20
are district centres and 19 are towns with rural territories) and amalgamatedipaduni
territorial units (17 towns of amalgamated municipalities). At the beginning of 2004 there
were 453 rural Local Government territories in Latvia (including 441 rural municipalities and
12 amalgamated municipalities that do not comprise urban tersitor

The Regional Development Law (in effect as of 23 April 2002) sets forth the objective of
regional developmeritto promote and ensure balanced and sustainable national development
considering the specifics and opportunities of the country as a \&hdlés separate areas,
reducing disparities between various areas, and preserving and facilitating the characteristic
natural and cultural heritage features and development potential of each area. Due to
geographical location, cultural, historical and mmmic traditions, different areas may pursue
different development models taking full advantage of their features or potential characteristic
of the particular location. Failure to harness the above potential to the full extent has resulted
in unfavourablesociceconomic disparities between different regions that at the same time
hamper the competitiveness of Latvia in the European Union.

According to CSB dat a, the RQga Planning
social and economic developmentd t o t he i nfluence of the ¢
GDP, 85% is accountied f>r by the ROoga Pl an

Table 2: Ratio of Social and Economic Indicators of Planning Region to Average National
Indicators (the NationalAveragei 100%)

Kurzeme Latgale RO g a| Vidzeme Zemgale
Social and economic indicato| Planning | Planning | Planning Planing Planning
Region Region Region Region Region
GDP pe;ggﬁ'ta in LVL 88.41 46.46 142.96 59.61 51.71
Non-financial investments per
capita LVL 96.80 47.60 135.30 67.90 66.90
2005.
Level of dgg‘o"Sgraph'C load | 10455 | 10229 95.70 109.09 101.34
Number of economically active
companies per 1000 inhabitan|  67.60 102.00 147.40 62.00 52.80
2005.
in o
U”emp'oggnoe;t ratein% | 11040 | 19800 | 63.40 10530 | 103.20

Source: State Regional Development Agency (SRDA)

One of the key complex indicators of economic development of regions is the gross domestic
product (GDP). The GDP is the total value of all goods and services produced within a

®76% ofallthenodf i nanci al invest ments and 82% of the region
companies are concemter peedoinmal Rdbgaome2aaxf in the RO
of the R@gga City.
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county i n a year. I n 2000 the GDP per capita
than in Latgale Planning Region, in 2003.0 times, in 2003 2.7 times but in 2004 3.1
times.

In 2004 the average amount of Aiimancial investments was 880.00 LVep capi t a. I
Planning Region this indicator (1190.00 LVL) exceeded the average national level but in the
other four regions it was considerably below the average. The lowest amountfofammmal
investments per capita was registered in Latgalerftig Region which was 2.3 times below
the average and 3.1 times bel ow RQgga Pl anni

Though in the period of 1998004 the amounts of ndmancial investments increased in all

the planning regions, regional disparities had still remained. Inguffiéinancial capacities
have impeded structurally and regionally efficient economic and social development of the
country. Special attention should be paid to a regiomlbnted financial investment policy
aimed at promoting opportunities for balanc®delopment of every region and at exploiting
the specific developnme.

Business activity in Latvia is still insufficient. In Latvia in the period of 12994 the

number of economically active enterprises and commercial companies had increased by 13.8
tousand entities or by 36. 7%. I n RQ@ga Pl anr
in other region$ 11-16% (in Zemgale Regioh 15.8%, Kurzeme Regioh 14.7%, Vidzeme

Regioni 12.0% and in Latgale Regionl1.3%).

The proportions of economically taee enterprises and business activity in the total number

of companies in various planning regions &
proportion was 70.2% of the total number of enterprises and commercial companies, in
Kurzeme Regiori 9.1%, latgala Regiori 7.5%, Vidzeme Region and Zemgale Region

6. 6 %. I n 2004, i n comparison with 1999, th
total number of companies in the country increased by 6.1% but in each of all the other four
regionsi deaeased by R%.

Analysis of changes in the unemployment level showed that at the beginning of 2005 the
unemployment was reduced in all the regions when compared with the beginning of 2000.
When compared with 2004, the unemployment level had increased anly Rgga Regi
0.1 percent point; in Latgale Region the level remained unchanged but in Vidzeme Region,
Kurzeme Region and Zemgale Region it slightly decreased by.5.fdercent points.

During the period of six years the highest unemployment level grttan planning regions
remained in Latgale Region. Regional disparities during the above period had even increased:
at the beginning of 2000 the unemployment level in Latgale Region was 2.9 above the

i ndicator in RQ@ga Regiioenmendlutinesdighert he begi nni

Regional disparities are considerable, and they are constituted by various factors, including
GDP per capita, unemployment levels, amounts of personal income tax and other indicators
included in the development index parameters. @igps in social and economic
development of the planning regions have slightly increased during the period of six years.
The relati on bet ween t he devel opment I nde
indicator, the development index of Latgale PlagriRegion, was 2.690 in 1999, and 2.833 in
2002, and 2.982 in 2004.

According to the economic development level, disparities among the planning regions have

increased in all indicators in the period of 1999 0 4 . The most out st an
PlanningRe gi o n. l'ts development is mainly promo
RQgas city also | eads i n economic develop

determined by the high concentration of population in the capital: 31.7% of the population of
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Latvia lived in

RQoga at
beginning of
2004. Due to the
concentration of
economic y
activities in (W
RQoga a N ueka e
vicinity, the @i
development of e

'Y i
Sktundo.. Soldus | e

a monocentric

settlement . Capital city
structure is . Repubican cities
faCilitated . 0 Centres of district

® Towns
Amalgamated local municipalities

Cities and amalgamated local municipalties
Beginning of 2007

Figure 3: Cities and Amalgamated Municigities of Latvia
Source: Data of MRDLG at the beginning of 2007

108. Balanced and sustainable development of the State and its specific territories can be reached
by facilitating polycentric development. Polycentric development is based on the exploitation
of the economic and social potential of development centres, as well as its increase with the
aim of establishing a network of development driving forces in the region. A development
centre is a populated area, where resources (including human resouakgrgbeconomic
activities, and services are concentrated facilitating the development of the surrounding
territory. A network of development centres is established by differentiation of the above
centres according to their significance in the regioasibnal population system and
specialising in particular economic activities, as well as the activation of mutual cooperation
and amalgamation of the surrounding rural territories around §tSeking into consideration
the above, the capital of Latvia R Q g a&an be assessed as a development centre of
international significance, whose development is important in strengthening the
competitiveness of Latvia on an internatior
at the level of development mtees of national and regional significance. Towns,
amalgamated municipalities, rural municipalities and villages, in turn, are at the level of
development centres of amalgamated municipality and local significance.

109. When analysing of the development pot&nof planning regions, it was concluded that the
Kurzeme Planning Region is crossed by major transport corfidoistorways and railways,
as well as main natural gas and oil pipelines. There are vigorous and evenly distribute towns
in the region that arlinked by a territorially developed motorway network. However, due to
the relatively long distances between the development centres, the quality of road
infrastructure connecting them must be si gl
regardech s t he most significant devel opment cen
Saldus could become significant development centres in the future. As Kurzeme is a coastal
region, its small and large ports are to become complex development centres of
ertrepreneurship. The development potential of the region is facilitated by the infrastructure
of large and small ports, fishing, fish farming and fish processing, as well as the
manufacturing industry, information technologies, tourism, limestone and efmsitis that
ensure favourable preconditions for the production of construction materials.

® Latvian National Development Plan20@013
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In the Latgale Planning Region good transportation routes have developed with large centres
in the neighbouring countries. As Latgale is crossed by such majordraspridors as the

main national highways and railways, main natural gas and oil pipelines, good linkage and
transport opportunities in the directions WeésEast and Nortli South are ensured. The
economic activity of t haeandeDgugavpils. Tosvnscsoch ase nt
KrUsl ava, Balvi, Ludza, PreiNi and LovUni
the region. The development potential of the region is the traditions of industrial production
and crafts, low production cost andeperved machine building industry. The climatic
conditions of the Latgale Planning Region create preconditions for the development of
specialised agriculture. The ecologically clean environment, in turn, and varied natural
resources, facilitate the devplaent of tourism, including ecclesiastical tourism.

The advantage of the RQ@ga Planning Region
comparison with other planning regions and
transport hub at a national and international level facilitating the dawelot of logistics

centres. The systems of l i nks and communi c
requi rement s, and information technologi es
stands out among other regions with the concentration of popuylaservices and
manufacturing, ensured by the influence of
to ensure balanced development of the region, it is essential to strengthen the social and
economic activity of the following development centrésu k u ms Li mbagi, Oc

Olaine and Sigulda. The region is characterised by high potential of science and technology:
such highly qualified specialists as scientists, engineers, technicians, workers and managers
are concentrated in the region andrk in particular knowledge intensive and high
technology sectorg software engineering, machine building, pharmacology, biotechnology.
The ROoga Region attracts qualified workfor
future, t he Rigngveill h&ve a rieading gole Rhetlge orientation of the
development of the national economy towards a knowledged production (information

and communication technologies, biotechnologies, pharmacology, ecologically clean food and
deep wood processing) drservices with high added value (transit, tourism, financial
services, business management , di stributio
Planning Region will have a major role in the promotion of international competitiveness of
Latvia.

The Vidzeme Planning Region is crossed by major national motorways and railways, as well
as the main natural gas pipeline. The territory is crossed by highways of international
significance linking the region with the Republic of Estonia and the RussianakiedeThus,
support to the transit infrastructure could promote entrepreneurial activity. There are several
economically active towns in the region: ‘
Smiltene, that all together form a basis for a balancetjcguatric settlement structure.
Valmiera is presently developing rapidly and could strengthen to become a powerful centre of
economic development in the future. The potential of the region is facilitated by agricultural
traditions, welldeveloped procesgnof agricultural products and food processing, as well as
tourism infrastructure and tourism objettan almost unchanged natural environment and the
Gauja National Park.

The Zemgale Planning Region is crossed by major transport corridors that proativay

from t he We sitMoscow) dhd feoin noftiRtQ gpath (VIA Baltica). At the same

time, one must note the poor condition of the road and bridge infrastructure, hampering the
devel opment of transport and s pan peurbgarted s ar ¢
economic and social development centres of the region. Bauska, Aizkraukle and Dobele also
have significant development potential that ensures the preconditions for polycentric
development based on the existing district towns and savatis. The scientific and research
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potenti al of the Agricul tural University of
land in Latvia and high industrial production form the development potential of the region.

In the network of developmegentres, it is important to develop cities that at both the level

of the European Union and nationally (Member States) are acknowledged to be significant
driving forces ensuring balanced teritorial development (Cohesion Policy), as well as largely
contributing to achievement of growth and employment objectives (Lisbon Strategy). At the

same time it is important to ensure the development of rural territories in the network of
development centres because these territories concentrate resources (humaesyesourc
production resources, natural resources, etc.) that facilitate the growth of cities.

Latvia is characterised by a high level of urbanisation, i.e. the population is concentrated in
cities (in January the rural P 48pouof thet totad N 1 n
population of the region, in the Vidzeme RegioA2.1%, in the Kurzeme Regidn62.1, in

the Latgale Region 57.6%, whilst in the Zemgale Re@id7.8%). However, in some cities

and planning regions of Latvia, negative social and ecana®velopment trends can be
observed hampering polycentric development opportunities. One of the major indicators of
economic activities characterising the disparities between cities/towns is the budget income of
urban Local Governments. For example: @02, the budget income of 7 urban Local
Governments (ROga, Daugavpil s, Li epUj a, Je
for 54% of the total Local Government budget incbrhen 200 4, 7 towns ( R¢
LiepUja, Jel gavall rRibazleak)n et, o gveet nht &sopthel GaPoofi nt e d
Latvia.

Disparity in the unemployment rates in cities with the highest and the lowest rate during a five
year period has been considerable, with the trend to increase; at the beginning 002000
times but at the beginning of 200412.6 times. The biggest differences and changes during
five years according to the proportion of personal income tax, can be observed in the group of
small and average towns according to the number of inhabitants. Inalgemeorrelation
between the number of inhabitants and the value of the developmernit ¢adexe observed.

The average development index with the highest negative value is found in groups of towns
with the lowest number of inhabitants.

Rural territory acounts for 89% of the total territory of the country, however, only 32% of
the total population lives in rural areas. Structural changes in rural economy, especially in
agriculture, can be observed in rural areas. The proportion of agriculture in thesGaWw i

(4% in 2004). In rural areas, as in the country in total, the level of entrepreneurial activity is
low. Entrepreneurship is developed is such sectors as trade, transport serviessnacgp
processing, wocgrocessing and crafts, as well as racairism. Nontraditional agricultural

and noragricultural entrepreneurial activities are undeveloped. Food and wood processing
companies, being the most significant and economically strongest companies in rural areas,
are the major investors and creatoirsew jobs.

At the beginning of 2004, the unemployment rate in the rural municipalities of Latvia
accounted for 8.0% in average, which was by 0.9 percent lower than at the beginning of 2000
(8.9%), and 0.6 percent higher than at the beginning of 2008%)7.The average
unemployment rate in the rural municipalities of Latvia in the period -2003 was by 1.5

1.8 percent higher than the unemployment rate in towns.

"Programme for Latvian Cities. Strategies for the Ec
Go v er n me mhe Wordd BBank, Regional Studies Centre Ltd, 2004.
! Latviads Regions in Figures. CSB . Roga, 2004.

° The population in 12 Latvian towns is below 2 thousand, in 19 towns-# ih@usand, in 15 towris4-8
thousand, in 18 towris8-16 thousand, in 6 tovai 16-32 thousand, in 3 cities326 4 t housand and i
700 thousand.
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The low level of income, as well as lack of financial capital and economic experience, have
influenced migration of economically most active inhabitants from rural to urban areas and
abroad. The above facilitates the development of spapgbylated territories affecting the

total development of rural territori€’s The migration of inhabitantsdm rural to urban areas
creates the need for access to additional services in cities/towns (job, place of residence,
transport, etc.), as well as for support for renovation and development of wornout
infrastructure.

The aim of a polycentric country is tensure the economic and social activity of its
population, as well as the availability of services in all regions of Latvia at a distance
acceptable to each inhabitant, implementing the scenario of balanced development providing
for balanced development the different areas of the country, accounting for their specifics
and opportunities, and preserving their characteristic features. In order to implement the
balanced development scenario in Latvia, it is necessary for the overall national policy to aim
towards an increase of economic and social potential of the development centres. This can be
accomplished by the implementation of measures aimed at the preservation of human
resources, promotion of economic activity and the provision of availability erebksibility

of varied services that, in turn, would provide for the attractiveness of the populated area and
its standard of living.

Availability of services is determined by several factors:

sufficient capacity of human resources;

infrastructure necessafor the organisation of provision of services,

distance to service centres requiring optimum and arranged networks of roads
and developed public transport,

access to services without leaving the place of residerserye&Ees);

cost of receiving service

> > >

> >

Additional factors facilitating the attractiveness of a residential area and the standard of living
are the following:

A favourable preconditions for entrepreneurship;

A entertainment and recreation opportunities;

A well-organised system of housing;

A well-organised culture infrastructure, availability and good quality of culture
services;

A education opportunities, including preschool education establishments.

In order to ensure support opportunities for the growth of all areas of the country, facilitating
attradiveness of residential areas and an increase in the standard of living, it is necessary to
provide for a mutually complementing set of support instruments that would ensure mutual
coordination of regional and sectoral policies. The instruments providedldsibe
differentiated by territories and prioritised by themes.

The analysis of the statistical data according to the levels of development centres shows that
development centres of national and regional significance are characterised by a high
concentrdon of inhabitants (62% of all inhabitants), a concentration of higher education
establishments (100%) and a lower demographic load (~545). For comparison: in
development centres of amalgamated municipality significance, the demographic load
accounts for~655. Only in the development centres of national significance does the
proportion of economically active enterprises account for ~65%. Also the number of

%1n the period of 200@004, the changes in the proportion of urban and rural population differed by region. In

the RQga region, the pr opor byi0.8%, inthé LatgdieaegidnbypOal¥ bup o pul a
in the Vidzeme region its urban population increased by 0.6%, in the Zemgaleirdgidn5% and in the

Kurzeme regioii by 0.2%..
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employees having principal work is high in these centres (67% of all persons employed in
principal wak). Based on the data analysis, it can be concluded that in the development
centres of national and regional significance, the emphasis should be put on support activities
aimed at increasing the economic competitiveness nationally (for example: prorabtion
science development, knowledgased economy, intellectualisation of economy,
technological excellence, development of road infrastructure linking development centres,
increase in qualification of the employed, etc.).

Taking into consideration the fad¢hat the concentration of inhabitants, entrepreneurial
activity and availability of public services in the development centres of amalgamated
municipality and local significance is lower in comparison with the development centres of
national and regionalignificance and migration indicators are higher, it is essential to put the
emphasis on support activities aimed at the creation of an attractive living environment and
preconditions for economic development in development centres of amalgamated
municipalty and local significance (for example: facilitating favourable preconditions for
entrepreneurial development, ensuring availability of different services, including social care
and rehabilitation, ensuring entertainment and recreation opportunitiesingnavailability

of quality housing, promoting activities that would decrease unemployment, etc.).

Main problems to be solved:

A increasing soci@ c o n o mi ¢ di sparities bet ween
remaining territory of Latvia,

A negative socieconomic development trends in cities hampering polycentric
development opportunities;

A monocentric development of the country;

A insufficient development of the structure of development centres, where

development centres of national significance and development centres of

regional, amalgamated municipality and local significance are equally

important, thus facilitating the polycentric developrhef the country;

inability of development centres to ensure adequate level of services to

entrepreneurs and inhabitants, as well as their insufficient attractiveness to

investors;

lack of human resources and its low capacity;

low entrepreneurial actiyit in regions and underdeveloped infrastructure,

information and communications technologies including;

weak coordination of activities of state and municipal institutions;

weak cooperation of state and municipal institutions, entrepreneurs and

educationakstablishments.

> > >

> >

1.4.International Competitiveness ofR ¢ g a

At present RQga is already the centre of pc
as the central metropolis of the Baltic States region, but its role in the context of wider
regions, for example: the Baltic Sea Countries or the Europkeéon, is significantly less.

Al t hough Rogga has sever al key preconditio
geographical context, for example: advantageous geographical location between the East and
the West and the most important centre of trarispommunications, economic activities and
culture in the Baltic States, there is a need for purposeful investment that would strengthen
RO ga a secomomi& and cubtural centre, thus developing it as the metropolis of business
transactions, science@n cul t ur al excellence in the broa
the driving force of the Latvian economy, thus strengthening its international competitiveness
will make a significant contribution to the so@ceonomic development of Latvia as a whol
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in the future, facilitating creation of a larger tax basis to be used for decreasing socio
economic disparities in regions.

The National Development Plan 20870 1 3 set s forth that promot
business transactions, science anducal excellence in Europe and the Baltic Sea region is
essenti al for t he strengthening of Latvi a
excell ence, potenti al and resources <creat e
precondition for balancedevelopment and improved standard of living.

Strengthening of the international compet it
directions of development:

AThe devel opment of ROga as a metropol
AThe devel gpavene oftherhostiRaverful capitals of the EU.

Currently the position of Roga i n compari s
Stockholm and Copenhagen, is characterised by the following indicators

The geographi c advasStdckhagneandGopeRhaggrais theg loocaton dn
the Baltic Sea. Although Copenhagen is closer to the political and geographical centre, and to

the | argest metropolis of Europe, the advar
EastWest and SouthNorth transit corridors. But due to development of transport

technol ogies, ROga may |l ose its geographic
At the beginning of 2005, t he nunvbz thatis f i n

31.7% of the total population of Latvia. @laverage number of inhabitants in other capitals

and large cities of the EU is much higher, but among metropolis and regional centres there are
such capitals of the Baltic Sea Countries, such as Copenhagen with 500 000 inhabitants and
Stockholm with 750 00 inhabitants. However, such a high concentration of population in one
city is not characteristic to other large cities of the European Union.

The totalareaodR9gga accounts for 307 km2, which 1is
Stockholm (216 km2).

The population density in RQ@gga is one of t|
region (in 2004 the popul ati okm2, thé&tockholimy i n
4048, but in Copenhagén5 8 7 1) . But i n the -Bfageaterriforytand t he

natural surface water systems account for 16 652 ha or 54.2%, which creates an ecologically
clean environment and advantages for inhabitants.

In2004, the unempl oyment rate in RQga accour
it was 7.1% in Copenhagen and 4% in Stockholm.

The majority of employed, work in the trade sector (in 2004 18.8% of the total number of the
employed), the second ggst number of inhabitants is employed in industry (in 2004 18.3%
of the total number of the employed). In Stockholm and Copenhagen, respectively, the
majority of employed (almost 50%) work in sectors such as financial transactions and real
estate (20 24%), trade, transport and communications-23096).

The number of companies per 1000 inhabitantRimhga i s al most 40, wh
average number in the EU, including among the states of the Baltic Sea region. Besides, 56%
(data of 2003) of all companies registered

highest rate among the statdghe Baltic Sea region.

The port of RQga is the fourth | argest port
cargo turnover. Cargo turnover has the trend to increase reaching aln@@€ @60 tons in
2004. However, t h ee ofptle rlotvestandicaterg gneongdghle oities of the
Baltic Sea region concerning passenger traffic.
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Roga Airport i's the | argest airport among
passenger s served. The number rmafionalplarmd e ng e
accounted for 1 878 000 in 2005, but for 17 000 000 at the Arlanda Airport in Stockholm in
2004 and for 20 000 000 in the Kastrup Airport in Copenhagen.

The majority of foreign investment made i

begi nning of 2005, investments in the share
almost 1 billion lats and the above investments were made by more than 12 thousand

investors from various countries.

R@ga i1 s the most ofyefmoweisgn etdopd iagtes.i nl inai
50% of all visitors. In 2004 in comparison
i ncreased by 32%. I n 2004 RQQga was Vvisited
visited by 15 million ourists in 2004, but Stockholm by approximately 17 million. Besides,
the number of business tourists visiting R
350 000 business tourists in 2004. Copenhagen and Stockholm as business tourism
destinationdiave been more attractive and the number of business tourists is even eight times
higher.

R@ga is the | argest centre of science and |
scientific and research centres are concentrated there, and the mifirshatents in higher
education establishments of RQ@ga is 80% of

of the Baltic Sea region, the concentration of state scientific, research and education potential
i n RQga is much higher.

ROoga i s cultirad cemra ¢f batvia due to the fact that major national cultural centres
are located there and more often not only national, but also regional international cultural,
sports and business events are organised there.

In comparison with Stockholm an@openhagen, the wurban envir
presently not as attractive as in Copenhagen or Stockholm. The above is due to many aspects,
for example: environment pollution, security, quality of public services infrastructure, as well

as other aspects

Taking into consideration the above, it can be concluded that the strong points and growth

possibilities of R0ga as an international
economy and tourism, science and research potential, vacant ared, asthveldevelopment

of ROga as an international transport junct
Maj or factors hampering the international

infrastructure, high inflation and low GDP in comparison with other metropolis of the Baltic
Searegion.

According to the assessment of experts, the
be evaluated as good in 35% of cases, in 51% of cases as satisfactory, but in 14% of cases as
poor . As the traffic i nmeemghar than the average in¢he t s

country, the lifetime of road surfacing built according to single standards and using the same
technologies and materials is shorter than for motorways. There are 100 bridgesyersss
and pedestr i a3boftthem areih goodicanditiBn) 46 an,poor condition but 17
objects are in an unsatisfactory condition.

When planning the devel opment of the ROga
significance, it shoul d centee mamaineglthetlitk ddgtwedR 0 g a
the Eastern market and the market of the EU and vice versa,; thus, during the development,

11 Data of the Ministry of Transport and Communications
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significant attention should be paid to the development of the transport and communications
infrastructure, thereby increasingthd gni f i cance o f-cityRo) theaEasdtesn t h e
part of Europe. Taking the above into consideration, it is important to modernise the transport
infrastructure that would facilitate development of the city as a logistics and trade centre. At
the sane time it is important to be aware of the fact that the sphere of functional activities and
the influence of Roga stretches beyond its
Roga is to be analysed i n t helomnenaton,axwellasf t F
the development of Latvia and the Baltic Sea Region.

In 2004 the inflation rate was the highest during the last six years reaching 7.3%. Prices for
goods increased by 7.8%, while the prices for seniickg 6.1%. The comparativelyigh

inflation rate has an adverse impact on the entrepreneurial environment due to the fact that
both entrepreneurial planning and the credit liabilities are burdened.

The GDP per capita in R@gga is 1.4 times hi
time it is up to seven times less than in other cities of the Baltic Sea region. Although the
GDP growth in the RQ@ga City st atviain totgl, tfer o m
GDP rate still lags behind the average GDP in capitals of the European Union. Low GDP
rates prevent production of sufficient financial resources for the necessary investment.

The main factors facilitating the international competit'ens o f Roga are i
geographical location with access to the sea, its location at the junction of thé&/ésist
transit corridor, its multicultural society

The RQ@ga PassengeenenPshipment hub both fov gaffiy tonardsntie
Scandinavia and Western Europe. During the last eight years the cargo volume dispatched and
received has almost tripled.

The population in ROgga is multinat iootyoh| . R
inhabitants have a good command of three languages (Latvian, Russian and English).

The ROgarbmnbgevel opment Strategy to 2025 ha
Development Plan 2008018, consisting of the Development Programme (fgedrs) and

the Spatial Pl an (for 12 years). The ROQga
tasks to be reached in the leteym.

I n order to strengthen the competitiveness
usingthe strengttend opportunities of RQogQga:

A adjustment of the existing transport infrastructure, as well as creation of new
transport systems;

A development of the economy based on the-Bsesit linkage;

A transfer of the city administrative centre beyond its historic eearid making
the Old Town more attractive to tourists;

A development of public and private partnership;

A promotion of development of small and medium sized enterprises;

A improvement of cooperation of other metropolis of the Baltic Sea region with
Roga;

A developne n t of Roga as one of the admin
Union;

A development of business tourism;

A development of science, technologies and innovations.

APromotion of the RQoga City image and
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3. STRATEGY OF THE OPE RATIONAL PROGRAMME A TREPRENEURSHIP AND | NNOVATIONS O

3.1SWOT ANALYSIS OF THE OPERATIONAL PROGRAMME

156. The SWOT analysis (strengths, weaknesses, opportunities and threats) is a widely applied method that enables a capcenthfedlings and

conclusionseached .

157. The following SWOT analysis is organised in accordance with the framework of fund assistance covering the areas ofdstippdroraontal

priorities, and it revises the principal issues, a part of which are specified-teesuds under thebove areas and priorities.

Areas

Strengths

Weaknesses

Opportunities

Threats

Innovations and
entrepreneurship

- entrepreneurship and
access to finance

Location in an economically an A

politically active
providing the

region
necessa

preconditions to attract new

cooperation partners

Integration of Latvia in the
common market of the Europegd
Union, free movement of good

services, capital and the labo| A

force

The regulatory framework o
entrepreneurship complies wi
the European Union requiremer

The corporate income tax (ar
other costs) are the lowest in t
EU

Stable development of th
traditional and new service arn

manufacturing sectors with hig A

export potential, e.g., ICT, woo

Low business activity

Low initiative and lacking basi
skills to start a business

A large proportion of enterprise
in sectors of low value addeshd

high consumption of naturg

resources

A large share of enterprise
mainly produce for the interng
(Latvian) market

Investments are accumulated
the traditional sectors (with loy
value added and high labo
intensity and consumption ¢
natural resowes)

Inflexible financial instruments
for promoting entrepreneurship

Location on the periphery of th
EU

A Promotion of applied research

encourage the development
sectors of national importance

Highly  developed
instruments to start up an
dewelop businesses

Optimisation of technologicg A

processes and work organisati
in enterprises

financia A

Increase in competition in th
traditionally leading sectors ¢
Latvia

Private investment outflow t
potentially more resilient an
active markets

Shortage of worforce
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Areas Strengths Weaknesses Opportunities Threats
processing, mechanic
engineering industry, electron
industry, food processing
pharmaceutical industry,
biomedicine and biotechnologie
financial services and logistics
- innovations " o . " . oL . . .

A Specific sectors feature highly A A small share of innovativi A Strengthening and promoting| A The exodus of educate
qualified human resources al enterprises transboundary and internation professionals and scientists
scientific potential A Weak cooperation of the priva cooperation in the field o abroad

; e innovations
sector with research institute|
scientists and universities Development of a nationg
. . . innovations systems encouragi
A ﬁv;(ljvv(: d proiﬁortlc:gsec;:‘rcehntltleasr,] cooperation between scientig
develooment activities and entrepreneurs, facilitatin
P technology  transfer, R&[O
A Weak transfer of technology activities in the private stor
A L ivat . ¢ ¢ thus both increasing the amouy
ow %nva ed énvesl, men N I of available R&D funding ang
research and - development, diversifying its structure
well as innovations
A Poorly developed specialisg
infrastructure to promot
innovative activities
- science . - R o . TP . . .

A Traditions of scientific activity | A Obsolete scientific infrastructure The development of culture ¢ A The emigration of educate

P . . P i . science management professionals and scientists

A Successful operation of scienf A Insufficient cooperation amon abroad
institutions in the EU P and private sector, scienc Scientific infrastructure meets th
other international cooperatig institutions and universities R&D needs of the private secto Decreasing number of highe
rogramm < . ion n

) programmes A Small number of patents an Increasing number of doctg education students

A Internationally acknowledge internatonally acknowledged degree awarded
inventions and patents in medig publications (SCI) . .
chemistry, genetic engineering | - !nvestment n scienc

) ' A Insufficient number of employee infrastructure

A UoL ISSP awarded the E in science and research, contrg .

: ; Increasing state buds
Excellence centre status age structure and disproportior . . :
investment in science arn
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Areas Strengths Weaknesses Opportunities Threats
A Successfully initiateg division of higher education an research
cooperation between scieng research sector Science institution status enlar
research anentrepreneurs in th Insufficient number of practica its capacit
sector of woodworking an research and weak trangmition pasty
timber industry, pharmacy, I technologies Further participation in
and material sciences 9 Framework and othe
Limited possibilities international cooperation projec
Development of science ar
industry cooperation branch
clusters in the fields o
woodworkng, chemistry,
pharmacy, IT, material sciences
Sustainable developmer A High-quality,  environmentally Weak integration of the Prospecting new oil and gd A Lack of a strategy an
clean, sparselpopulated environmental policy in sectorg deposits assessment of technogenic risk
) environment policies A Transboundary pollution
A Suficient forest, land and wate A considerable proportion (@
resources environmental infrastructure i
. - . incompliant  with the EU
A Preserved biodiversity requirements
Macroeconomic stability A High GDP growth Rapidly increasing inflation A favourable environment fol A Risks of overheating th
P . investment and rapidly economy
A Low budget deficit acceleratig private investment
A Low public debt
Balanced territorial | 4 Even distribution of Significant Roga i the | A Continued decreas|
development . . ; . ) . . . L .
urban areas disparities in  socioeconomi metropolis of the Baltic Se in population in particular areg
A Even distribution of development trende obeerv& region of the country
. comparing the capital city 9 . ] : . i
transport infrastructure . Z ] Cooperation betwee| A Increasing/ nosreducing social
Riga and the rest of Latvia, 4 Euroregions transbounda economic development 5
A The favourable well as among planning regions gions, . P 9
cographical location of th o cooperation between.ngaAl and the rest
ga ital city of Riga The migration of Strengthening of urban network Latviaos terri
P y 9 human resource 9 9 High competition
A Republican cities ar¢ from rural areas tg Integrated territoria withg ca italp cit
located close to primary transpq cites ,  other P y
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Areas Strengths Weaknesses Opportunities Threats
corridors countries. development Riga
Insufficient  opportunities  fo
inner mobility of work- force
Outdated ang
insufficient transport
infrastructure
A Weak regional
development of centre
Equal opportunities A A high female employment raf A Comparatively low publig A Professionals of variou| A Insufficient awareness of poliey
compared to the EU average awareness of the role of vario backgrounds educated on gen makers of the need to apply
A Improved legislation to ense gﬁfr;drgrnt ;r(i:g“ty aspects equality issues and their role met(ralgrea;t(;dualﬁproach towardg
equal rights and opportunities | Preconditions  set for thl 9 q y
A A Environment that is not adapte implementation of an integratg A A growing share of the
to the needs and requirements approach towards gender equal population at risk of socig
persons with functiona (a mechanism created) exclusion
disabilities (including educin . "
Active nongovernmental A Employers are not encouraged
and employment) L ; : ) !
) organisatios addressing issug recruit disabled people, e
A related to disabled people al convicts and individuals of othg
groups of population at risk ¢ groups at risk of social exclusiol
social exclusion A
A coordinated, concerted ar
strategic approach to encoura
social inclusion
Information society | s A siaple grovth rate in the ITI A Unevenly  developed IC1A The availability and qudy of | A The monopolisation of th
sector infrastructure, limited availability ICT services are expected electronic communications sect
" . of Internetaccess, especially f{ improve as a result of increasin . .
A ﬁ\S:rlgh growth rate of Interne broadband networks competition A Widening of th
] . | A The limited range of -
o e Soverment services s
ys! disincentive for the promotion ¢
registers has been completed : . .
the information society
A Active development of -
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Areas Strengths Weaknesses Opportunities Threats
commerce A Shortage of ICT skills of those
become part of the informatio
society processes
International . . ; s . _ " . .
competitive A Together with |t's satellites, R'lg A Low GDPper capita Rog a as the celA Thedevelopmept of |nternat|0nc
is the largest city by populatio A Hiah inflation the Baltic states transport corridors  bypassin
in the BalticScandinavian regior| 9 Roga as a-maintained Riga
A ROoga i s an i m A Unattractive infrastructure and organised urban environmg A Emigration of the skilled labou
point of transportation routes a A Absence of local energy source and public infrastructure force
) communications channels Roga as a uandl A The decreasing role d
A Growing economy and toustin tourism centre geographic advantages to due
A Alow unemployment rate The development of services aj technological developments
A Spatial developmen production areas focussed on § A Overheating economy
opportunities international market A Deteriorating conditions in th
A A large share of foreigl Commercialisation of result field of foreign wlicy
. : produced by applied sciencg
givzstments is concentrated innovations and the transfer
9 technology
A icéiﬂtgl%t?aqg dr?nsa?r(;h potent A centre attractive to foreig
9 investment
A Roga is a port
A Multicultural environment
A Recreation potential
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3.2 Strategy Overview

The task of the OP strategy is to define the absorption objectives and priorities of the
ERDF funded programmes for the programming period of ZWIAB. The strategy is based
on the main principles and guidelines of the ComnyuSirategic Guidelines for Cohesion
(CSG), National Development Plan 202013 (NDP), Lisbon National Reform Programme
of Latvia (LNRPL), and the Single Strategy for the National Economy (SSNE).

The OP strategy covers only those priorities that willnbglemented through attracting
the ERDF cefinance. However, the implementation of the strategy must not be viewed
separately from the overall national development policy and measures identified for
implementation under the remaining two Operational Prograsncefinanced by Structural
Funds and the Cohesion Fund, and measures completed independently from assistance
derived from the EU funds, e.g., measures to be financed from national, municipal and other
sources of funding, or measures not directly relatefinancial investments, but rather to
modifications and changes in sectoral policies, legislation, or administration. The above
measures are detailed in the NDP, LNRPL, SSNE and other policy planning documents.

The analysis of strength and weaknessesyeall as opportunities and threats identifies a
number of chall enges and devel opment prob
integration into Europe has been a strong impetus for the national economy through access to
new markets and the alignment bfisinesgelated legislation. However, the level of
economic activity is still low and the competitiveness of enterprises is limited. The economy
is currently based on the traditional industries characterised by the high intensity of labour
and natural remurces consumed and low value added. Though several Latvian industries
possess a potential for sciene@d researcintensive, as well as innovatioand knowledge
based production, their share in the Latvian economy is too small. In Latvia the tratasition
the Anew economyo is impeded by the i nsuff]
quantity of innovations. Therefore, special attention should be paid to those preconditions of
development that would encourage economic activity and enhangeetibveness, promote
restructuring of the economy and progress towards a knowlesiggel economy.

The Main Principles of the Strategy

Continuity i by commencing the implementation of the Structural Funds in 2004,
Latvia has set achievable mediierm andlongterm objectives, as well as a range of
priorities that are detailed in the Single Programming Document (SPD) for the financing
period of 2004i 2006. The SF interventions have to continue the commenced investment
effort in areas where the set restirmg goals have not been accomplished yet. The SF
assistance for the period of 2002013 must function as logical continuation of investments
already made or being made during the OP drafting phase, furthermore, the assistance has to
be based on expence and results of the 2002006 period.

Strategic approach and mukannual planningi the funding absorption strategy must
be based on a sewgear policy planning cycle and derived from the analysis of current
situation, identified problem areas, the basis of which a development investment strategy is
elaborated, as well as measurable objectives and results to be achieved are identified.

A strategic approach to the absorption of the EU funds may be ensured only on the
condition that therinciple of concentrationis observed. Although the financial assistance of
the EU made available to Latvia is substantial, it is still aimed at providifgaace to
national financial contributions committed to address development issues of concern.
Consequetty, to ensure maximum efficiency and increased impact of theupported
investments on the economic and social growth of the country, Latvia must ensure targeted
and focussed application of funding made available by prioritising the supported areas and
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concentrating the EU fund assistance in the areas of highest necessity and, at the same time,
most considerable return. It must be acknowledged that both financial resources and
administrative capacity, and time resources for the period of P@DA3 areimited, hence

the inevitable requirement to select a specific number of key measures for assistance where
the potential of achieving the set development goals is the highest.

Additionality i the SF investments for national development may not substatitnal
investment efforts financed from the state budget up to the current period. The SF assistance
must act as additional support in areas, where the state is currently making investments, or in
areas, where the state has defined a clear reform anidpieemt strategy aimed at economic
and social growth, the implementation of which can be leveraged by the SF resources.

Public-private partnershipsi the limited national and municipal finance for the
implementation of public investment projects translai® insufficient maintenance and
development of infrastructure that may cause negative economic consequences, thus reducing
the public sector efficiency, value of national assets and their economic returns. By seeking
potential resources for further despiment of infrastructure and services, a new public and
private cooperation model has evolviegublic-private partnerships (PPP) that are based on
the capacity of the model to combine the strengths of both sectors through harnessing the
innovative potentl of a private entrepreneur in providing services and rationally using the
budgetary finance. Furthermore, due to scarcity of public funding it is of critical importance
to promote efficient management and application of the above financial resources by
exercising the advantages of the private sector. Consequently, the application of the PPP
model must be promoted in the SF and CF absorption process.

Single Strategy for the Absorption of the EU Funds

A single Strategy for the Absorption of the EU funddry&ural Funds and the
Cohesion Fund) is defined in the National Strategic Reference Framework (NSRF). The task
of the EU funds assistance in the period of 20@D13 is to facilitate faster economic growth
of the country, approaching the average levalelfare in the EU member states. This aim
shall be measured as the desire to reach the average per capita level of gross domestic product
(GDP) of the EU member statds.order to achieve the set target, Latvia for the period 2007
I 2013 sets the folloing attainable indicators for the EU funds intervention:

A retain an annual GDP growth rate 68 (baseline of 2006 11.9%);

A increase the employment rate to 70%, inter alia the employment rate for women to
66% and for older people to 55% (baseline of@0®6.3%, the employment rate
for womeni 62.3%, the employment rate for older pedpk&3.3%);

A decrease the unemployment rate under 6% (baseline ofi 20666);

A reach at least 53% of EU average productiviety indicator (GDP by PPS per
employee) (baselinef 20051 47.9%).

Beside this Latvia sets the impact indicators for the evaluation of the EU funds
intervention:

A decrease the loagrm unemployment rate to 2.0% as of the number of
economically active inhabitants (baseline of 20@65%);

A reach an expdliture level of 1.5% from GDP to the research and development
(baseline of 2005 0.57%);

A have the economically active entrepreneurs for 1000 inhabite82s(baseline of
200471 22);
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A established wor ki ng pl aces i n framew
Inno v a t i ®080veomeri 2500, meri 2500).

For Latvia to attain the development level of the rest of the EU through the fund
assistance, it will implement the National Development Strategy defined by the Government
in the National Development Plan (heraiteri the NDP). The Development Strategy of the
NDP emphasises an educated, creative and ambitious individual, and sets the development of
an economy based on education, science and competitive businesses as the main goal.
Therefore, EU funds aid in 2007 2013 will primarily be focussed on education,
technological excellence and the flexibility of companies, as well as the development of
science and research, thus facilitating the development of a knowdaedgd economy in the
country. In addition totlte above strategic goal it is essential to strengthen other preconditions
for sustainable economic growth and life of individuals in general.

In order to achieve the aforementioned overall goal, the investments of EU funds have
been planned according tar¢ée thematic axes:

A development and efficient use of human resources,
A strengthening competitiveness and progress towards a knowedgd economy,

A improvements in public services and infrastructure as a precondition for balanced
territorial (regional) andhational development.

Along with these three thematic axes, horizontal priorities are also important in the
absorption of SF and the GFoalanced territoriatlevelopment, international competitiveness
of Roga, f a c i tecohoaic i stahility, cefual wEpartundies, sustainable
development, as well as the development of an information society.

Basically, i nvest ments fr omattihoen s@P off E ntthr
should be Iinked with the second thematic
towards a knowledgb a s e d e dHoweeemwtdhe same time it is also important to
ensure additionality with the first and third thematic afcgsvhich funding will be provided
from the ESF, as well as from the OPs funded by the ERDF and CF

The Strategic Objectives of the OP

One of the main economic policy objectives of Latvia is the establishment of an
efficient and competitive structure oécors that operate on the basis of locally available
resources. For the period 20R@13, it is essential to secure that total GDP includes an
increased proportion of knowledgpased products with high value added. To achieve the set
objective it is necesry to increase productivity, high valaddedproduction, export
capacity among the existing manufacturers and service providers, as well as encourage the
formation of new knowledgbased and technologgtensive enterprises.

The conducted analysis swaggs that the national innovations system is underdeveloped
and strengthening the system is one of the most important strategic goals. In this context the
NDP sets a priority to promote technological excellence and flexibility in enterprises and
proposestte following measures to implement the above priority:

A commercialisation of applied science, transfer of innovations and technology,
formation of new and competitive enterprises,

application of knowledge to increase the competitiveness of enterprises,
devdopment of creative industries,

D> > D>

sustainable and efficient useradtural and energy resources.
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The NDP as priority sets to develop science and research, proposing the following
measures thereunder:

A excellence of academic science;

A reestablishement of fundamtal and applied science potential,
A updating scientific infrastructure in institutes and higher educational
establishments.

Attainment of these objectives can be ensured through the attraction of resources from
the SF for the development of the sciencd eesearch potential, transfer of knowledge and
enhancement of the innovation level, as well as by purposeful support to businesses in
improving their competitiveness. Support from the SF is particularly important for Latvian
industries in which a certaigrowth potential is developed and which are able to market
i nternationally competitive products and se
Latvia are medical chemistry, gene engineering and MHD metallurgy. In the business area,
several promigsg industries with active cooperation or clusters can be singled watod
processing, chemical industry (pharmaceutics), metal processing, transport and logistics,
communications (information and communication services). Other promising Latvian
industries are industries characterised by low intensity of natural resources consumed and are
based on intellectual property (including creative industries).

For efficient application and future development of the scientific and research (R&D)
potential of Latva, it is crucial to make use of the SF funding to revive and extend human
capital of R&D and to create preconditions for scientific research in prospective sectors. A
precondition of high importance requiring the SF funding is the development of relevant
scientific infrastructure, as well as a research support system. For the SF funding to achieve
the set objective and ensure earlier return on investments, it is crucial to focus allocations to
research centres and sectors clearly demonstrating, intantiaational potential, as well as
prospects of development. At the same time, support must be provided for the
commercialisation of applied science and transfer of technologies, as well as for the attraction
of private capital to conduct applied researchcience.

In order to achieve higher indicators of productivity and high vallged production in
the existing enterprises, as well as a general increase of knovilagge economic activity, it
is essential to increase not only the public sector Aighdio R&D but also create
preconditions for more extensive R&D activities in businesses by increasing the private sector
funding to R&D, absorption of modern technologies and introduction of-stdtes-art
technologies and products in manufacturing.

In order to enhance economic competitiveness, it is necessary to provide not only
horizontal aid instruments, but also a more rapid development of the industries possessing the
highest potential. It is important to strengthen competitiveness of clusters trathtional
and new manufacturing and services industries with an export potential by ensuring such
industries as ICT, wood processing, mechanical engineering, electronics, food industry,
creative industries, pharmaceutics, biomedicine and biotechns|dgeance, transport and
|l ogi stics, medi cal and tourism services o0p|
development strategies and in performing joint projects.

The improvement of economic activity indicators by promoting new enteripirites,
selfemployment, strengthening competitiveness and fostering the development of existing
companies, is a priority of equal importance, especially applicable to remote geographical
areas outside the capital c iit ts pssential toRdstgrahe T o
reorganisation of enterprises to focus on high technology products or products of high added
value. The objective of the EU funds in this area is to provide solutions to issues such as the
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improvement of business infrastrusty availability of financial resources, access to
information and advisory services, strengthening export capacity. Strengthening
competitiveness and promoting the development of a knowdedged economy is closely
interrelated with measures aimed atdeselopment of human resources and infrastructure.

181. At the same time it is essential to increase the availability of financial resources (seed
capital, guarantees, higisk credits, venture capital), to ensure comprehensive development
of the system ofihancial instruments in accordance with various business needs. The
strategic objective of the Operational Programme is to optimally replace funding through
grants by instruments aimed at increasing availability of finances. Thus, the State Aid
measures,nicluding the activities finances by Structural Funds, decrease the possibility of
competition distortions.

182. In the framework of the "Regions for Economic Change" initiative the Managing
Authority in cooperation with MRDLG@ommits itself to:

A Make the necessa arrangements to welcofdfeinto the mainstream
programming process innovative operations related to the results of the
networks in which the region is involved,;

A Allow in the Monitoring Committee (or programming committee) the presence
of a representativéas an observer) of the network(s) where the Régjisn
involved, to report on the progress of the network's activities;

A Foresee a point in the agenda of the Monitoring Committee (or programming
committee) at least once a year to take note of the nesnackvities and to
discuss relevant suggestions for the mainstream programme concerned;

A Inform in the Annual Report on the implementation of the regional actions
included in the "Regions for Economic Change" initiative.

Interrelation of the OP Strategy ard the Priorities

183. In order to achieve the aboweentioned strategic objectives and to ensure efficient
management of the ERDF, the Operational Programme covers the following priorities:

A Research and Innovation$his priority is aimed at strengtheningthe s nt r y 6 s
scientific and research potential, enhancing international competitiveness, as well
as promoting the transfer of knowledge and its commercialisation. These
objectives should be attained by investing in equipment of scientific and research
centrespromoting research and by developing a knowledge transfer infrastructure
and aid mechanisms, as well as by offering a number of activities aimed at
providing the necessary knowledge and technologies for the development of the
enterprises.

A Access to Finares. This priority is aimed at promoting access to finances
necessary for the business development. This objective should be attained by
facilitating forming of thorough system of financial instruments, which include
guarantee, credit, venture capital, arider financial instruments.

A Promotion of Entrepreneurshiglhis priority is aimed at promoting economic
activity and the enhancement of competitiveness by forming new enterprises and
strengthening existing enterprises. These objectives will be atthynptbmoting
development of new enterprises, as well as by facilitating national and
international competitiveness of the enterprises.

'2 Create the channel appropriate priority for financing.
13 A Region can be a Region (NUTS 2) or a Member State (e.g. when no Regional level foreseen in the OP).
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A Technical AssistanceThis priority is aimed at providing support to efficient
management of the programme.

Link between the OP and Horizontal Priorities of the NSRF

Balanced territorial development to ensure balanced territorial and sustainable
development of the nation, it is of critical importance to reduce unfavourable disparities
between the levels of developmentviarious areas of the country, particularly disparities
between the capital city region and other areas, by implementing a polycentric development
model.The task of the ERDF OP is to foster a balanced territorial development by promoting
formation of new eterprises at the regional level, as well as by paying attention to the
development of new companies in the territories with a low level of economic activity.

I nternational comm@metsittriovnegn eg e s iotfi oRQ goaf F
excellence in bsiness, research and culture in the Baltic Sea region is a critical factor for a
rapid growth of the whole countrgtrengthening the economic potential and international
competitiveness of the capital cCi awthtothes we
rest part of the country are also the tasks of investments from the EU Wittis the
framework of the ERDF OP, by developing science and technology park in Riga special
attention wil|l be paid to strengthemdavaig RQ
centre of excellence of research and technologies.

Macroeconomic tability T the macroeconomic stability of the country is dependent on
economic capacity to maintain the growth rate and ensure the sustainability of such growth.
Consequently, investments of the EU funds should primarily be focused on the productive
industies capable of contributing to the overall growth of the economy in a medimmand
long-term perspectiveThe investments under the ERDF OP must be aimed at promoting
restructuring of the economy in order to considerably increase the share of knehdsdde
and high value added production in the gross domestic product, thus, ensuring the
preconditions for sustainable growth of the economy.

Equal opportunities eradication of any kind of gender, race, ethnic, religious, belief
based, disability, sexyar age discrimination and ensuring equal opportunities for all groups
is a horizontal principle to be respected in all areas of intervention of the EU Tumdsgh
specifically targeted project selection criteria the ERDF OP should ensure that aigtesea
have a positive or neutral i mpact on the at

Sustainable developmerit rational use of natural resources and protection of
environment for the next generations is a -@vadition for national development.
Consequenyl, the implementation of programmes financed from the EU funds must be in line
with the necessity to reconcile the economic growth and use of natural resources, to avoid
economic and social progress being made at the expense of overexploiting naturaésesou
and degrading environmental quality.

Information society the development of an information society is closely related to the
progress towards a knowledgased economy and knowledgased society, as it determines
access to knowledge as the masorace for national developmeiitie task of the ERDF OP
is to promote use of ICT in enterprises and application of ICT advantages in order to increase
competitiveness of enterprises

Within the framework of every priority of the OP, measures and aesvivill be
supported in compliance with the support areas permitted in the regulations and the strategy
outlined herein. In implementing each of the priorities, achievement of the horizontal
priorities must be ensured. Compliance to and implementatidmedidrizontal priorities are
achieved by foreseeing special activities focussed on a particular horizontal priority in each
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measure, developing specific project selection criteria, as well as ensuring monitoring of
result indicators of the achievement ofizontal objectives.
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4. DESCRIPTION OF PRIORITIES AND MEASURES

190! The priority division into activities, including their description (the name of activity, the

191.

192.

objective of activity, the target group of activity and fibanheficiaries)is indicative. L&via
has a right to update the content of activities, adjusting it in the national level planning
documents.

(According to amendments made in 16.07.2009. by order of CM Nr.475)

Priority 2.1 AScience and |

The priority is aimed at strengthening h e countryos scientific
enhancing international competitiveness, as well as promoting the transfer of knowledge and
its commercialisation. These objectives should be attained by investing in equipment of
scientific and research dees, promoting research and by developing a knowledge transfer
infrastructure and aid mechanisms.

Justification of the Priority

The analysis of the current situation indicates strengths and weaknesses, as well as threats and
opportunities that provide justification of investments in this priority.

Table3: SWOT analysis of Priority 2.1 ASci

Strengths Weaknesses

- 2 internationally recognised resear( - Obsolete scientific infrastructure
institutes with highly productive

- Insufficient number of employees
research performance

engaged in science, research and

- Internationally recognised inventior development, unsatisfactory age
and patents in medical chemistry al structure of employees and
genetic engineering disproportion bateen the higher

- Successful activities of research education and private sectors

institutes within the EU FP and oth¢ - Low quantity of transnationally

international cooperation acknowledged publications (SCI) a
programmes patents

- ISSP UL was granted the status of| - Low proportion of innovative
EU Centre of Excellence enterprises

- Traditions of research activities - Insufficient cooperation of the

private sector with research
institutes, scientists and highe
educational establishments

- Successful cooperation of sciests,
researchers and businesses in the
wood processing and wood industry
sector, pharmaceutics, information| - Insufficient number of practical
technologies and material sciences| researches and weakly developed

- Science branches which researche transfer of technologies

are able to compete in the wofld - Limited possibilities and skills of
information technologies, knowledge commercialisation
magnetohydrodymaics, modern

. . . - Low amount of private sector
materials, biomedicine, pharmaceu

investments in R&D and innovation
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194.

195.

chemistry, timber chemistry

Insufficiently developed innovatien
oriented infrastructure

Opportunities

Threats

Increasing proportion of doctorates
previous years

Investments in science infrastructut
Increasing state budged investmen

Decrease ofiumber ofstudents in
the higher education

Flow of educated specialists and
researchers to foreign countries

Lack of awareness of the role of
innovation in the national economy

science and research -

- New inventions with a
commecialisation potential in the | -
promising fAinven
medical chemistry, genetic
engineering, MHD metallurgy

As a result of increasing ternational
competitiveness in the area of
science and R&D, Latvia might los¢
its advantages

- Further development of branches o
science and industries with
developed cooperatidnclusters in
the industries with the highest
potental i wood processing,
chemical industry, information
technologies, material sciences

- Development of croskorder and
international cooperation in the are;
of science and innovations

- Latvian enterprises use knowledge
originating in foreign countries

- Develgoment of a research
management culture

In the environment of globalisation, competitive advantages do not ensure sustainable growth
of the economy changing market conditions require further develeptrand the search for

new driving forces of growthi innovations. Therefore, it is essential to invest in
strengthening the scientific and research potential and promoting transfer of knowledge and
its dissemination among producers and service providers.

Objective of the Priority

The objective of the priority is to promote the development of internationally competitive
research sustaining the capacity of science and research potential as well as giving support in
the modernisation of science infrastruetupromote transfer of knowledge to the national
economy and the strengthening of knowletdgsed entrepreneurship.

Description of Measures

lt is planned to undertake two measures ul
Resear ch and sfistance Wilbbp previdetd @or, the @evelopment of scientific and
research potential in leading scientific and research institutes by supporting applied research,
improving research infrastructure and equipment, promoting creation of new jobs in the
AEntrepreneur sh46p and
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197.

198.

researh area, enhancing the capacity for popularisation of research and innovations, as well
as by supporting the development of local and international contacts and the improvement of
cooperation. The measur e Al nnovatioofad wi
knowledgebased economy by promoting transfer of technologies to the national economy,
creation of Riga Science and Technology Park and the manufacturing of new products.

Synergy

The priority is directly related to the ERDF support in promoting préresurship, in
particul ar concerning availability of fund
impose on the development of higher education and sciences supported by ESF Operational
programme fAHuman Resour cekBki ghdeurckEanmplomy naenndt OR
providing the effect of synergy. By sustain of science and research infrastructure
improvements in higher educational establishments and science institutions, there will be
given a positive impose on the development of human res®uncscience and research,
promoted new scientistsd involvement 1in sci
research operations.

Indicators*

Outputs:
A Number of research projects supporite2DO0 (target in 2009 80);
A Number of cooperatidn prgects enterprises research institutions 50 (target
in 2009- 10).
Results®:

A Increased number of internationally acknowledged publications (including SCI)
per yeai 800 (base value in 200850, target in 2009 450);

A Growth of patent registration ajqations per yeai 43 (base value in 2004
11, target in 2009 15);

A Research jobs creatéd0 (base value in 20040, target in 2009 10).

“The main target for all indicators is provided for the year 2015
!> Cooperation as research ordering
16 Result indcators will be achieved with support of the assistance provided within this OP
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Measure 2.1.1 AScience, Resear
Introduction

The Lisbon Strategy sets the development free and research as a key factor fostering the
countryos economic development and its c¢comg
its residents. Outputs of scientific research provide significant discoveries and inventions, and
new technologiesurthering the development of the economy and society. Applied research
on modern technologies promotes a country?od
The competitiveness of companies is directly dependent on their ability to offer new products
andservices that can be secured through applied research. Appropriate technical equipment is
a prerequisite for any productive research activity to reach its potential of science and
research, in particular in the area of the natural and engineering sci€imoas 2004 when

Latvia gained access to the EU funding, the situation in modernising the scientific equipment
has improved, though the situation in this field is still insufficient in Latvia.

Objective of the Measure

The objective of the measure is toesigthen the capacity of scientific and research potential
by promoting the implementation of practical research projects according to the priorities, by
modernising scientific institutions, improving public awareness and interest in research and
innovatians.

Justification and Description of the Measure

The current situation shows that Latvia considerably underperforms the EU countries in such
research and development (R&D) criteria as the amount of State investment in R&D in
relation to the gross domestproduct (GDP), private capital investment, the number of
scientists, the number of scientific publications, the quantity of patented inventions, etc. One
of the reasons for this is the inability of research to attract funding which has been
significantly reduced since late 1980s. This has resulted in the reduced capacity of Latvian
research potential: the scientific infrastructure was not renewed, the number of people
employed in research decreased several times, the number of contracts with local gnd forei
companies is small and, consequently, the number of inventions is low. A criterion
characterising the R&D area is the proportion of State and public capital invested in funding
R&D. In 2004, funding of R&D in Latvia amounted at only 0.42% of the GDROD4, State
funding of research amounted at 0.18% of the GDP but the amount of private sector
investments in this area was 0.20% of GDP (data of the MoOES).

Table4: R&D funding in 2004 by sector (% of GDP)

Total funding State budgt funding Business sector funding
EU 25 1.90* 0.67*** 1.27%*
E15 1.95* 0.69*** 1.30%**
Latvia 0.42** 0.18** 0.20**
*-Eurostg

** _ gstatisticaldate of the Ministry of Education and Science
*** - European innovation scoreboard 2004.

The county has several potentially strong branches of science withdeg#loped scientific
schools that are able to compete on the global market; however, use of this competitive
scientific potential is impeded by the current research bases (scientific irdrastrthuman
resources) that do not meet the modern requirements. The Latvian research infrastructure was
established 2@0 years ago and has not been properly modernised since the early 1990s. As a
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result of insufficient investment in some branches cfrsm, depreciation of its infrastructure
is as much as 95% of the initial value.

203. Al t hough the i mplementation of t he Nati one
Scientific I nfrastructure in State Researc
funds, only a part of the most urgent modernisation measures, most of which are on a large
scal e, have been taken. I n this measureos
for the renovation of research institutions and the modernisatioesefirch equipment, as
well as to the enhancement of availability and modernisation of ICT that will also promote
increased human resources for the research area.

204. Latvian scientists and institutions take active part in the EU Framework Programmes (FP).
Active work commenced in 1999 with the 5th EU FP when 667 project applications were
submitted and 178 projects were accepted and awarded the-fitaroing. As a result of
successful participation of Latvian applicants, the total amount of project fundicgtali by
the EU exceeds double the membership dues paid by Latvia into the budget of the 5th FP.

Indicative Target Groups of the Measure

205. The indicative target groups of the measure are research institutions (research institutes,
higher educational estathments and other institutions which are engaged in research
activities according to their Statutes) that are listed in the register of research institutions,
governmental authorities participating in the tenders of the EU research and technology
developnent programmes, research and development personnel.

(According to amendments made in 16.07.2009. by order of CM Nr.475)

Framework of Planning Documents

206. The development of the scientific and research potential is stipulated in several policy
documents offte EU and Latvia. The National Strategic Reference Framework (NSRF) for
20072013 indicates that for the productive use of the Latvian R&D potential and its further
development, acquisition of SF funds is of critical importance in order to support thechese
centres and branches of sciences demonstrating their research potential on an international
scale, as well as their development perspectives.

207. The Decision of the European Parliament and the Council concerning the 7th Framework
Programme of the Europe@ommunity for research and technological development (2007
2013) and concerning the EURATOM 7th Framework Programme for research and
demonstration activitie$2007%-2013) that stipulate the structure and principles of the 7th
Framework Programme.

208. TheLawon Research Activities which is aimed a
science as an essential factor for national development and which assigns to increase the
amount of public sector investment up to 1% of GDP, as well as to promote imieahati
research cooperation.

209. The Lisbon National Reform Programme of Latvia (LNRPL) for 20088 stresses the
significant role of R&D and the formation of enterprises in the development of the national
economy, and states that the innovation system is welgkieloped and does not ensure the
countrybds competitiveness.

Previous Assistance

210. Since 1993 the Ministry of Education and Sciences has implemented the -dlaeketd
Research Programme aimed at promoting the integration of research and productise, the u
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212.

213.

214,

215.

216.

217.

of research results, development of the knowldugged industries, formation of
technologicallyoriented small and mediunrsized enterprises, enhancement of the quality
assurance system and the creation of new jobs for qualified workforce.

In 1999, ative work within the EU Framework Programmes (FP) commeincEmB projects
were supported under the 5th FP of the EU. In 2002, the 6th FP of the EU was launched in
which the level of success has decreased.

Since 2004 the resources of the EU Structuratl$uio the amount of 2800000 EUR have

been available for the development of science by implementing projects in the period-of 2004
2006 . On 17 June 2004 the National Progr ar
Infrastructure in State Research instut i ons o0 was e n dd00BeEIR unde
would be invested in the development of research in Latvia. The remaining funding,
9200000 EUR, will be used in the period of 20R608 in supporting applied research
projects accepted through an operd@rprocedure which ended in 2005.

Synergy

The measures aimed at developing the potential of science and research will contribute to the
attainment of the objectives under the sec
and progress towards a knedbeb ased economyo of t he NSRF.
interrel ated wi t h t he measur e Al nnovati ol
Il nnovationso. Support to applied research
science and research, as vadlthe promotion of the development of scientific infrastructure

will foster the creation of innovations and their practical use in entrepreneurship, as well as
promote sustainable economic development.

The direct objective of the measure aimed at dewadpfhe capacity of the scientific and
research potential and infrastructufe modernisation of the scientific and research
infrastructure and development of the potential of science (second thematid axilh)
contribute to the measures financed frone tBuropean Social Fund in relation to the
improvement of the employment level, and human resources development (the first thematic
axis), thus, achieving the synergy effect. Support to the improvement of the scientific and
research infrastructure of unie#ies and research institutes will contribute to the human
resources development by achieving the synergy effect with the activities under the measure
AfDevel opment of the Science and Research |
Hi gher Edtbat iO®Pnd Hufman Resources and Empl o
Doctorate study programmes and support to-pasttorate research.

In order to increase the possibility of mutual additionality, this measure is coordinated with
the activities envisaged unde t he measure fAHi gher Educati ol
axi s) of the OP fAlnfrastructure and Servi
educational establishments, thus improving the coherence between higher education and
research strenigening the capacity of higher educational establishments and research.

In projects there will be appraised the overlay preclusion of activities and measures in other
operational programmes: AEnNntrepreneur ship
Employmeet 0 and Al nfrastructure and Serviceso,

Compliance with the Horizontal Priorities
Balanced territorial development
Assistance is mainly focused on science institutions capable of competing in the international

academic environment as a guarantee for the development of Latvia, that is, on the
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development centres of national significance. In order to provide the development of science
in the regional area and promote the capacity of regional higher educationasiastaits

and the implementation of polycentric development model, there is planned the assistance
also of the development centres of regional significance, offering project selection criteria in
the frames of activities which will give privilege for sapeninstitutions in the regions of
Latvia as well as Riga. Though, it is foreseen that notwithstanding the EU fund investments
and territorial distribution, the main focus of the science potential will remain in Riga.

Macroeconomic stability

218. The measure isimed at developing a knowledgased economy which will increase the
number of innovative companies and this, in turn, will promote increasing export volumes and
the improvement of the external balance.

Sustainable development

219. The investment measures Wihcrease the capacity of human resources and promote the
development of the national economy by implementing practical research projects and
ensuring sustainable development.

Equal opportunities

220. In general, the measure will not result in a direct impacdthe attainment of the objectives of
the equal opportunitiesd priority. Wi thin t
for accessing research centres, thus, ensuring access opportunities for the physically disabled.

Information society

221. The ICT will be used actively in science, research and innovations, promoting the
cooperation, integration and transnational competitiveness of science institutions. There will
be promoted the output of innovative approach for IT use and development ly gipport
to the practical research in IT sphere. In the terms of third activity there is provided the
improvement of information system in the science institutions and higher educational
establishments and formation of the next generation data transmisstwork for the
provision of science operation (academic network of Latvia), thus promoting the involvement
of science institutions and higher educational institutions in the unitary European academic
network.

I nternational competitiveness 0f

222. In tems of this measure the assistance is mainly concentrated on the competitiveness of
science institutions in the international academic environment. Sir6@%0of world class
scientific potential of Latvia is focused in Riga (partially in its area), thalidoe promoted
Rogads position as t he education and res.
international competitiveness.

Indicative Activities

223. IndicativeActivity 2.1.1.1. Support to science and research.
(According to amendments made in 16.002 by order of CM Nr.475)

224. The indicative objective of activity: To support practical research projects promoting the
integration of research and production and the use of research results according to the
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226.

227.

228.

229.

230.

231.

232.

233.

research priorities nominated by the governmentclf as agrobiotechnology, informatics,
biomedicine and pharmaceutics, energy sector, material science, forest ,soneab@l
scienceand environmental science), ensuring public access to the research results.

(According to amendments made in 16.07.209%rder of CM Nr.475)

The indicative target group of activity: Research institutions (research institutes, higher
educational establishments), research and development personnel.

(According to amendments madeli®01.200. by order of CM Ni.1)

Indicative final beneficiaries: Research institutions (research institutes, higher educational
establishments, research institutions of higher educational establishments) listed in the register
of research institutions.

(According to amendments madeli®01.200®. by order of CM Nrl1)

Indicative Activity 2.1.1.2. Support to international cooperation projects in research and
technologies (EUREKA, 7th FP, etc.).

(According to amendments made in 16.07.2009. by order of CM Nr.475)

Theindicativeobjective of the actity: To ensure the development of the capacity of research
institutions, development of new cooperation projects and participation in technological
platforms. Ensure the participation of state science institutions in international exhibitions,
fairs, sci@ce congresses, thus promoting the recognition of Latvia science in the EU and the
world.

(According to amendments made in 16.07.2009. by order of CM Nr.475)

The indicative target group of the activity: Research institutions (research institutes, higher
educational establishments and other institutions which are engaged in research activities
according to their Statutes) which are listed in the register of research institutions,
governmental authorities participating in the tenders of the EU research cmmblogy
development programmes, research and development personnel.

(According to amendments madel®01.20®. by order of CM N@1)

Indicative fnal beneficiaries: Research institutions (research institutes, higher educational
establishments, researitstitutions of higher educational establishments) listed in the register
of research institutions and the governmental authorities participating in the tenders of the EU
research and technology development programmes.

(According to amendments madel®01.20®. by order of CM N@1)

IndicativeActivity 2.1.1.3. Development of the scientific and research infrastructure.
(According to amendments made in 16.07.2009. by order of CM Nr.475)

Theindicative objective of the activity: To improve scientific anesearch equipment and to
provide the relevant infrastructure in order to ensure a modern material and technical base for
research activities at the leading national and regional research centres, develop information
system, data basis and academic datastnission network of Latvia, provide science and
research resources and their accessibility, thus, promoting the development of the intellectual
potential of research and involvement of Latvia science in the unitary European science.

(According to amendnmés made in 16.07.2009. by order of CM Nr.475)

The indicative target group of the activity: Research institutions (research institutes, higher
educational establishments and other institutions which are engaged in research activities
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according to their States) which are listed in the register of research institutions, research
and development personnel.

(According to amendments made in 13.01.2009. by order of CM Nr.11)

234. Indicative inal beneficiaries: Research institutions (research institutes, higheatietat
establishments, research institutes of higher educational establishments) and other higher
educational establishments.

(According to amendments madeli®01.200. by order of CM Ni.1)
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235. Currently, the Latian economy is dominated by industry with low value added, i.e.,
industries based on processing natural resources, and the advantagescaost|tabour.

236.

237.

238.

239.

240.

Measur e 2.

Introduction

1.

2

~

Al

nNnovat

on

Sustainable economic development requires increasing value added and productivity of work
through vamus innovation processes. These processes involve not only the development of
technologies and products or R&D, but also the practical use of innovations. The Community

Strategic Guidelines stipulate that one of the three cohesion policy priorities @stiment
areas is the promotion of investment and growth of a knowibdged economy by
increasing the R&D capacity. The National Programme of Latvia for -2008 sets the

promotion of

nvest ment as

Objective of the Measure

a key

priority i

The objective of the measure is to promote entrepreneurship with higher value added by
providing aid in developing and producing new products and technologies, ensuring highly

qualified human resources in enterprises, as well asecatipn of the research and business

sectors.

Justification and Description of the Measure

The current data show that the national innovation system in Latvia is considerably

underperforming not only in relation to the B3 but also ELLO i the new EU Merher

States. According to the European Innovation Scoreboard 2004, Latvia has the third worst
indicator among the EU Member States. On average, only 18.6% of all Latvian enterprises are

innovative while the EU average is 45%. Moreover, the statisticalstiata that the private

sector funds only about 1/5 of the R&D activities while on average in the EU business
investment in research accounts for more than a half of all Government expenditure on this

area. In 2004, the total amount of funding of researchdmvelopment was only 0.42% of

GDP (the EU25 averagé 1.93% and the EX15 averagé 1.99%).
Table5: R&D funding by sector, % of the total R&D funding (Eurostat, CSB)

Latvia EU-25
Higher
Higher education| State Business educdion State Business
2003 20.4 46.4 33.2 8.5 34.9 54.3

On average, in recent years the private sector investments amounted at only 33% of the total
R&D investments (the EA25 averagé 54%).

Analysis of human resources in the R&D area shows that in Latvig 0.8% of the

employees are engaged in R&D, about 60% of them work in the higher education sector and
only about 14%- in the private sector. In the EU more than 1.4% of all employees are
engaged in research and about a half of thenb5829) work in tke private sector.

In order to ensure sustainable competitiveness of the country, it is necessary to promote the

use of knowledge and technolemyensive investment in the economy. Currently, a very
small proportion of enterprises correspond to the defmiof high and mediurtechnology

companies according to the OECD. Therefore, purposeful state aid is needed for

strengthening the national innovation system and progressing towards a kneldsdde
economy. At the same time it is necessary to incre&de fanding and to restructure it by

promoting greater involvement of the private sector, cooperation among education, research
and industrial sectors and companies, as well as by improving access to the international
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243.

244,

245.

246.

technology market and ensuring thatraager proportion of R&D activities are performed at

private companies.

Indicative Target Groups of the Measure

The indicativetarget groups of the measure are institutions, bodies, societies, entrepreneurs,
business companies, universities and reseastiutes.

(According to amendments made in 16.07.2009. by order of CM Nr.475)

Framework of Planning Documents

The priority will promote attainment of the objectives under the second thematic axis

AStrengthening

competitivengebasahdepoomngmegd

NSRF 1 development of the scientific and research potential, transfer of knowledge and
enhancement of the innovation level, as well as the purposeful improvement of business

competitiveness.

In the spring of 2005, the Heads of tBE countries met at the European Council and agreed
on the measures required for more efficient implementation of the Lisbon Strategy and stated
that the main objectives of the Strategy would be the promotion of growth and employment in
Europe. The Euroma Council approved the Integrated Guidelines for Growth and
Employment urging the Member States to pay special attention to the promotion of all types
of innovation, strengthening competitive advantages of the industrial base, strengthening
synergy of indistry and environmental protection, promotion of business culture and the
formation of an environment friendly to SMEs.

In 2003, the Cabinet of Ministers approved the Latvian National Investment Programme in

order to ensure an innovatidmendly environmat in Latvia and promote the formation of a

knowledgebased economy. The Programme sets forth the objectives, tasks and main
measures of innovation policies aimed at increasing the national innovation capacity.

The Lisbon National Reform Programme of \iatfor 20052008 set innovations as a key

priority [

n

fostering

enhancing the national innovation capacity:

Latviads competiti v

A To form an innovatiofiriendly institutional environment;

A To encourage cooperati of the research, public and private sectors;

A To support transfer of knowledge and technologies;

A To promote development of new products and technologies, including
enhancement of business knowledge concerning intellectual property and its

protection.

Previous Assistance

In the programming period of 202006, the amount of SF aid granted to enterprises for the
development and transfer of new products and technologies, was 5.66 million EUR. Within

this activity 45 projects were supported. According to etyrcontracts, private sector

investments in R&D for these projects is 8.1 million EUR. In order to ensure more successful
use of new products and technologies in manufacturing products with a higher value added, it

is necessary to further support entegsisn developing and transferring new products and

technologies by elaborating the grant scheme for the planning period 62Q064€f the SF
while also providing support at the early development stages and assisting in adapting the
production processesa lines for manufacturing the respective new product.

Operational

Progr amme

AEntrepreneur s h55p

and



247.

248.

249.

250.

251.

A similar activity to the planned activity
was performed in the programming period of 2@006 of the SF when the formation of
contact spots for theansfer of technologies at universities and state research institutes was
financed using state budget funds. The total programme funding for this activity amounted at
767 thousand EUR, and within the activity it is planned to prepare 95 commercialisation
proposals, initiate at least 70 cooperation agreements with businesses and prepare 15 patent
registration applications. The implementation of the programme should be continued in view
of the fact that due to the limited funding of the current programmelhatate research
institutions and universities are covered. It is necessary to improve and diversify the services
provided by the existingME contact spots, as well as to ensure a maximum amount of
private sector funding to applied research and theldpment of new products.

Synergy

The measures aimed at promoting the transfer of knowledge and technologies will contribute
to attaining the objectives under the secor

progress towards a knowledgesed e onomy 0 o f t he NSRF. The m
interrelated wi t h t he measur e AScience, I
AEntrepreneurship and |l nnovationso. Il ncr ea

business will foster practical applicationof the resources invested in the research
infrastructure and the demand for research results, as well as promote awareness of the role of
research in ensuring sustainable economic development.

Support to competence centres ensures additionality to thevaictt y fA Devel op me
scientific and research infrastructureo \
Devel opmento as it wildl promote the wuse of
creating the innovations needed for business development.

According to their objectivethe grants teenterprisedor development and transfer of new
products and technologies, grants for introduction of the products and technologies in
production and support to entrepreneurship with a high value added arelatéerwith the
measuregModernisation ofAgricultural Holding® , Adding Value to Agricultural produabs

a n dSupport for creation and developmenit micro-enterpriseqincluding diversification
into nonagricultual activitie owithin the European Aggcultural Fund for Rural
Developmentand activities fiProductive mvestments in aquacultdre Prodessing and
marketingof fishery and aquaculture produtts af@allective operation actioosvithin the
European Fisheries Fun#lowever there isa strict denmarcation line between the ERDF
EuropearAgricultural Fund for Rural Developmeahd European Fisheries Fucafinanced
measures andctivities preventingpossibledoublefunding. The European Agricultural Fund
for Rural Developmentill co-financenon agricultural business projecis rural territory
only for small (nicro)-sized enterpriseas well as processing and further manufacture of
producs mentioned in Annex 1 to the Treaty establishing thefeanCommunity (with
exception of fisheries prodts). European Fisheries Fundll co-finance activitiegelated to
processing ofisheties producs only. Convergly, the ERDF will support the development
and introductionof new products, processes and technologies ianovations (including
productsmentioned in Annex 1 of the Treaty establishing theofean Community

(According to amendments made in 25.08.2008. by order of CM Nr.500)
Compliance with the Horizontal Priorities

The measure Al nnovationso wil/l gelopneet arldy c o
progress towards a knowledgased economy, thus, promoting attainment of the horizontal
priorities set forth in the NSRF.
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