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Analysis and understanding of the national innovation system can help policy-

makers to identify strategies for improving innovative performance and overall 

competitiveness of the national economy. Nowadays we know too little about how to 

identify and measure specific problems in the system (if at all possible), despite 

several attempts to define them. Until now, little analysis on the Latvian 

innovation system was made. The paper aims to analyse the Latvian national 

innovation system and to provide a factors of well-functioning Latvian national 

innovation system. This research gives a possibility to researchers and policy-makers 

to investigate the mismatch between policies and problems and identify policy gaps. 
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Introduction 
Since its original formulation over a decade ago, the concept of 
national systems of innovations have attracted the attention of many 
researchers working in institutional economics and innovation, as well 
as policy makers of both developed and developing countries (Saviotti, 
1996). The concepts like national innovation system and national 
innovative capacity as the ability of a country to produce and 
commercialize a flow of innovative technology over the long term 
(Furman et al., 2002) receive significant attention. 
Mainly research of national innovation systems focuses on the ability 
of the innovation system in any particular country to deal with 
production diffusion and use of knowledge in the innovation process 
(Edquist, 1997). Less attention has been given to the response from 
consumers to new or developed products or services, so called the 
demand side. Several researchers have highlighted that education and 
training, improving competencies, individual learning and creation of 
human capital, as significant determinants of innovation, are usually 
listed under functions and activities of national innovation systems 
(Liu & White, 2001). 
The broad aim of the national innovation system approach is to help 
explain a process of innovation by taking into account all significant 
factors that create and influence innovations (Suriyani et al., 2012). 
When national innovation systems are organized appropriately and 
functioning well, they can be a powerful engine of economic and 
scientific development progress (Nelson, 1994). 
 
The theoretical concept of national innovation system 
The profit motive stimulates a continual search by producers for 
newer, better or cheaper products and services. For the private 
enterprises, the ability to innovate – to design, produce and market 
newer and more exciting products – is vital. Firms who fail in this 
process risk their own survival. 
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The several attempts were made to define the concept of national 
innovation system. The definition of national innovation systems has 
changed during time. Freeman (Freeman, 1987) defined national 
innovation system as ‘... the network of institutions in the public- and 
private-sectors whose activities and interactions initiate, import, 
modify and diffuse new technologies’. In 2003 Hall (Hall et al., 2003) 
proposed a broader definition ‘at its simplest as innovation system is 
the groups of organisations and individuals involved in the generation, 
diffusion and adaptation, and use of knowledge of socio-economic 
significance, and the institutional context that governs the way these 
interactions and processes take place.’ 
Within one country – Latvia – several definitions of national 
innovation system exists. Enterprise Europe Network Latvia provides 
the following definition: ‘National Innovation System is defined as 
structure of national economy and environment necessary for 
productive innovation. Innovation system has four basic components: 
1) research (science and education); 2) entrepreneurship; 3) investment 
(financial system); 4) legislation’ (Enterprise Europe Network Latvia). 
In author’s opinion this definition is uncertain as it does not explain 
how to ensure appropriate structure and environment of national 
economy for successful innovation activities and does not give any 
further explanation on the criteria to evaluate the compliance of 
structure and environment of national economy. 
Latvian Program for Promotion of Business Competitiveness and 
Innovation 2007 – 2013 defines national innovation system as 
‘aggregate of governmental, public and private sector institutions and 
events implemented by them, which promotes creation, storage, 
exchange and practical application of new knowledge. It includes 
research (education, science, and creation), business, financial system, 
legislation.’ (Program for Promotion of Business Competitiveness and 
Innovation 2007 - 2013). This definition does not take into account 
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that a system is not just a set of the government, the public and private 
sector institutions, but rather some kind of their interaction. 
The national innovation system in Creating a 21st Century National 
Innovation System for a 21st Century Latvian Economy is defined as 
‘way of interaction between the private sector, higher education 
institutions, research institutes and government policy to create 
inventions and innovations, the results of which can be converted into 
new products and production processes, which contribute to a 
competitive advantage of public enterprises’ (Watkins & Agapitova, 
2002). This definition mentions only the necessity to achieve a 
competitive advantage of public enterprises; nothing is said about the 
consumer needs. 
The authors propose the following definition: the national innovation 
system is the system of close co-operation between private and public 
enterprises, universities, private and public research institutions, 
government bodies aiming at developing innovation in accordance 
with consumers’ needs for new or developed products or services. The 
dictionary defines the term ‘co-operation’ as ‘an act or instance of 
working or acting together for a common purpose or benefit; joint 
action’, in turn ‘interaction’ is defined as ‘a reciprocal action, effect, or 
influence’. Why co-operation not interaction? The authors believe that 
the functioning of national innovation system should be based on co-
operation rather than on interaction as for successful and productive 
innovation results, the financial, legal etc. decisions in any level of the 
system of innovations should be made in accordance with needs, 
strengths and weaknesses of all actors of the system. Only under these 
circumstances, all the actors will work as a team, as a single innovation 
system. One more significant issue that should be taken into 
consideration is that the production of novelty would be of little value 
to enterprises if there were no market for the consumption of novelty 
in households. That is why recognising the existence, and 
understanding the nature, of this demand is essential. 



The Romanian Economic Journal 

 

Year XVI  no. 47                                                                                        March   2013 

 

 

115 

The Latvian national innovation system  
Latvia has performed badly in terms of R&D and innovation. 
According to the last innovation and R&D survey results, between the 
EU27 Member States Latvia is one of the countries with the lowest 
proportion of innovative enterprises.  
According to the EU rating of innovativeness in 2008-2010, Latvia 
was the third worst performer after Bulgaria and Poland. Survey data 
(see Figure 1) show that, during the time period from 2008 till 2010, in 
Latvia 29.9% of enterprises introduced innovations. The most popular 
way to innovate in 2008-2010 was through introducing new processes. 
The percentage of innovators who introduced process innovation is 
19.2 %. Product innovations are less widespread. Only about 15.2% of 
innovators offered new products. The majority of innovations were 
developed in large enterprises (62.2%). About 31.7% of innovation-
active enterprises during 2008-2010 were active in Industry and only 
28.3% - in Services spheres. 
 

Figure 1 
Innovation-active enterprises as per cent of total enterprise 

number in 2008-2010 

 
Source: Research and Development and Innovation Statistics, Statistical Data Collection, 2012, 
p.13. 
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According to Innovation Union Scoreboard 2011 results Latvia is one 
of the modest innovators with a below average performance. Relative 
strengths are in Human resources, Firm investments, Intellectual 
assets and Economic effects. Relative weaknesses are in Open, 
excellent and attractive research systems, Finance and support, 
Linkages & entrepreneurship and Innovators (Innovation Union 
Scoreboard 2011). 
Although some scientists have made a contribution to developing the 
Latvian national innovation system concept (e.g. Watkins & 
Agapitova, 2002), study on national innovation system concept in 
Latvia as a whole is still at the early stage because of lack of legislation, 
officially adopted and approved definition and concept of national 
innovation system. 
Why do we need to study the Latvian national innovation system, to 
analyse its strengths and weaknesses and as a result develop its 
structure? The innovative performance depends on the preconditions 
for innovative output given by the institutional and socio-economic 
structures of the national innovation system as a whole. Each country 
should develop its own national innovation system as each country has 
its own institutional profile depending on the governance regime for 
enterprises, the organisation of the university sector, the level and 
orientation of government-funded research, priority sectors etc. With 
a richer understanding of national innovation system concept, it may 
then be possible for policy-makers to develop policy 
recommendations that help to produce more systemic and effective 
NIS in Latvia. 
In Latvia the most important state authorities that ensure the 
development and implementation of the science, technology and 
innovation development policy, that are mentioned in the Law on 
Scientific Activity are the Cabinet of Ministers, the Ministry of 
Education and Science, The Ministry of Economics, Latvian Council 
of Science, Latvian Academy of Sciences. According to the Law on 
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Scientific Activity, one of the functions of the Cabinet of Ministers is 
to ‘determine the State policy for the development of science and 
technology, as well as innovation’, the Ministry of Education and 
Science shall ‘develop the State policy for the development of science 
and technology’ (Law on Scientific Activity). 
The Ministry of Economics of the Republic of Latvia is the lead 
government body in the field of economic policy, and is responsible 
for the development and implementation of innovation and industrial 
policy in Latvia. According to the Law on Scientific Activity, the 
Ministry of Economics shall ‘develop innovation policy; and may enter 
into delegation and participation agreements regarding the 
introduction and implementation of international technology transfer 
projects and programmes’ (Law on Scientific Activity). 
The Latvian Academy of Sciences facilitates the development of 
sciences, carries out scientific research; it may associate with scientific 
research institutions, societies, foundations, scientific technical 
organisations, universities, and higher educational institutions (Law on 
Scientific Activity). 
In accordance with the Law on Scientific Activity, the Latvian 
Councils of Science tasks include advancement, evaluation, financing 
and coordination of scientific research in Latvia. The Latvian Council 
of Science distributes funding earmarked for projects among the 
branch commissions of different fields of science (Law on Scientific 
Activity). 
Investment and Development Agency of Latvia (LIAA) provides 
support to innovation by administering a range of programs nationally, 
which assist scientists and companies to share ideas and develop 
partnerships, as well as helping entrepreneurs get their start. For 
example, LIAA manages 13 incubators located in cities around the 
country, providing new businesses with infrastructure and services to 
grow into self-sustaining enterprises. The agency also administers 
activities that stimulate innovation and entrepreneurialship, including 
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training and information sessions, consultations for new entrepreneurs 
and an annual competition of business plans (LIAA). 
In Latvia, the opportunities of demand-side innovation policy seem 
not to be specifically studied, by 2008; the main objective of 
innovation policy was to implement the majority of supply-side 
measures (for instance, clusters, competence centres, start-ups etc.) 
that had already been introduced in the majority of European 
countries. Global financial crisis at the end of 2008 hit Latvia 
particularly hard and the existing economic circumstances were and 
still are the key barrier towards introducing demand-side innovation 
policy in Latvia. 
Factors for well-functioning Latvian NIS 
Technology and R&D nowadays are examined in the innovation 
system context, which usually means the existence of several related 
institutions and the development and utilization of technology 
improvements take place through the complex processes. Moreover, 
the utilization of the research results needs some additional 
institutions, like technology transfer centre, a bank, a consulting 
company, an enterprise etc. 
Nowadays, innovation as a result of R&D activities has started to 
receive more interest than just science and technology. This tendency 
also assumes that something more (like marketing, commercializing, 
financing) is needed to transform good science and technology into 
real innovation in the world. 
In the NIS the main elements of interaction are Knowledge, Finance, 
and People. The main activities are creation, transfer and utilization of 
knowledge in the market. For this purpose, all of the innovation actors 
interact with each other and exchange knowledge, financial and human 
resources. 
As authors see, the core factors necessary for well-functioning Latvian 
national innovation system are the following: capabilities and co-
operation of Latvian NIS institutions, organization of financial system, 
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informational support, development of human capital, cultural and 
historical facts (see Figure 2).  
Capabilities and co-operation between NIS institutions is a broad 
concept, here we can mention quality of relationship between 
customers and suppliers, degree of competitive or co-operative 
behaviour among institutions, enterprises' willingness to co-operate 
with research institutions and universities, closeness of relationship 
between enterprises and technology policy. Enterprises play a crucial 
role in the development of innovations, but the process of 
development and dissemination of technological improvements 
includes a complex interaction among enterprises, universities, 
research centres, government bodies and other organizations. In 
Latvia in 2008-2010 co-operation between government or public 
research institutes and enterprises is very low (13.0%), co-operation 
between universities or other higher education institutions and 
enterprises (19.1%), the highest co-operation – 45.8% - is with other 
enterprises within the same enterprise group (Research and 
Development and Innovation Statistics, p.24-25). 
An organization of financial system includes the following brightest 
problems in Latvia: the low level of public and private sector 
investment, all support programs are financed by the EU Structural 
funds rather than the public funds. Latvia is aware that an effort in 
R&D is necessary to ensure a sustainable development of the country, 
which has badly suffered from the financial crisis. Latvia increased its 
R&D intensity during the 2000-2008 period by an average annual 
growth rate of 4.1 %, passing from 0.44 % in the year 2000 to 0.61 % 
in 2008. This increase has been thanks to an increase in public R&D 
investment, which rose at an average annual growth rate of 7.1 %. On 
the other hand, private R&D fell from 0.18 % to 0.15 %. However, 
the public and private sector investment in R&D decreased in 2009 
(0.46 %) and again in 2010 (European Parliament). Latvian R&D 
intensity is one of the lowest in EU (see Figure 3). 



The Romanian Economic Journal 

 

Year XVI  no. 47                                                                                        March   2013 

 

 

120 

Figure 2 
Factors for well-functioning Latvian NIS 

 
Source: Authors’ construction 
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Figure 3 

Situation of countries with regard to its R&D intensity target 

 
Source: Europe 2020 targets: research and development, Eurostat 
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at east economic stability by reducing manufacturing, continuing to 
import consumption goods from abroad and expanding financial 
sector to pay for it. The larger proportion of funding should be 
directed development of science and research to facilitate knowledge-
based national economy. 

0

1

2

3

4

5

6

2011 Target 2020

Estonia

Latvia

Lithuania

EU

South Korea

Japan

United States

China



The Romanian Economic Journal 

 

Year XVI  no. 47                                                                                        March   2013 

 

 

122 

Figure 4  
Division of the EU funding by operational 

programmes from total EU funding (EUR 4,53 bill.) 

 
Source: Programming Period 2007-2013, EU Funds 
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administration body subordinated to the Ministry of Economics and 
acting as the main performer and coordinator of the official statistical 
work in the country. That is why authors decided to include in the 
Latvian national innovation system the CSB. 
Under the development of human capital we would mention not only 
development of technical human capital base initially, but also the 
actions to attract foreign human resources, that would make a decisive 
contribution to the transfer of technical knowledge and know-how to 
Latvia, and this would facilitate early acquirement of developed 
technology. Innovation economics continuously demands new skills 
and competences, creates the need to repeatedly and regularly improve 
one’s knowledge and skills, to return to school in order to adapt to the 
changing needs of the labour market. However, educational system of 
Latvia is not sufficiently flexible in responding to the needs of adult 
further education. 
By cultural and historical factors we mean national values and attitudes 
towards risk aversion, innovative spirit, mutual trust, time preference, 
attitude towards technological progress, historical development of the 
educational, science and financial system. 
 
Conclusions  
The authors propose the following definition: the national innovation 
system is the system of close co-operation between private and public 
enterprises, universities, private and public research institutions, 
government bodies aiming at developing innovation in accordance 
with consumers’ needs for new or developed products or services.  
The authors believe that the functioning of national innovation system 
should be based on co-operation rather than on interaction as for 
successful and productive innovation results, the financial, legal etc. 
decisions in any level of the system of innovations should be made in 
accordance with needs, strengths and weaknesses of all actors of the 
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system. Only in these circumstances, all the actors will work as a team, 
as a single innovation system.  
The production of novelty would be of little value to enterprises if 
there were no market for the consumption of novelty in households. 
That is why recognising the existence, and understanding the nature of 
the demand is essential. 
As authors see, the core factors necessary for well-functioning Latvian 
national innovation system are the following: capabilities and co-
operation of Latvian NIS institutions, organization of financial system, 
informational support, development of human capital, cultural and 
historical facts. 
An organization of financial system includes the following brightest 
problems in Latvia: the low level of public and private sector 
investment, all support programs are financed by the EU Structural 
funds rather than the public funds. 
The allocation of financial resources in Latvia is more ‘service-based’. 
It is impossible to achieve sustainable development or at east 
economic stability by reducing manufacturing, continuing to import 
consumption goods from abroad and expanding financial sector to 
pay for it. The larger proportion of funding should be directed 
development of science and research to facilitate knowledge-based 
national economy. 
One more important factor for well-functioning of Latvian NIS is 
informational support, including statistical data. That is why authors 
decided to include in the Latvian national innovation system the CSB. 
As a result, reshaping and improving the organisations of the Latvian 
national innovation system is needed. 
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