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ABSTRACT
Rural territory is an important part of the community’s living space, moreover, it is a living space for sustainable and smart development. With the growing public demand for a healthy living environment and
healthy food, the role of rural territory as a living space for community and the necessity to maintain its
sustainable development is increasing. However, the sustainability of rural territories as a living space will
be preserved only when residents are ready for changes and if national institutions and local governments
are promoting trends politically and practically. The aim of the research: to examine economic activity
in the rural areas of Latvia with regard to promoting the sustainable and smart development direction
during 2009–2016 and to assess the results achieved. An analysis of the information on entrepreneurship
expansion used in the research allows making a number of conclusions. Even though Latvia has the lowest
competitiveness rating among Poland, Lithuania, Latvia and Estonia, at the same time, it is characterised
by the highest growth rates and small distances among these countries. The reduction of these differences
was significantly influenced by economic activity expansion, including the knowledge economy segment
in Latvia. The growth of the economy in the rural territories surpasses the growth rates in major cities. The
rural space has confirmed its suitability for the innovative functioning and growth of the economy.
Keywords: rural territories; sustainable development; economic activities
JEL codes: O4, P17

INTRODUCTION
Issues pertaining to rural areas as a space and to sustainable smart development in the rural areas are a set
of challenges to be tackled in the 21st century. Rural
areas as a necessary component of living space for
the population is an increasing focus both in official
documents of various EU institutions and in research
investigations. Both the documents (Council of Europe, 2017; ESPON 2018) and the research papers

1
2

(Jordan ed., 2017; Rönkkö and Aarrevaara, 2017)
stress the necessity to enhance and maintain the viability of rural areas. The status of rural viability shall
also constitute the theoretical background of this research.
In the characteristics of viability, an important position is given to economic activity. The health of the
local economy is regarded as one of the key factors for
maintaining the viability of a community in a populated place (Grigsby, 2001; Scott, 2010). Creative and
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diversified economic activities have to be fostered in
order to ensure employment and therefore retain population in the particular territory. At present, Latvia
lags behind such Baltic Sea eastern coast countries as
Poland, Lithuania and Estonia, even though the countries developed in a similar way during the last century. For this reason, the authors, first of all, focused on
a comparative analysis of the economic competitiveness of the mentioned countries. However, the key
task of the research is to examine economic growth in
the rural areas of Latvia with regard to promoting the
sustainable and smart development direction during
2009–2016 and to assess the results achieved.
The EU has integrated economic sectors and
strong local economies (Rural Coalition, 2010; Naldi
et al., 2015). As regards economic development, the
following priorities have been set: developing an
economy based on knowledge and innovation, promoting a more resource efficient, greener and more
competitive economy and fostering a high-employment economy delivering economic, social and territorial cohesion (European Commission, 2010). As
Latvia joined the European Union in 2004 and integrated into the OECD country group in 2016, the
formation and development of economy has become
a practical task and an object of research according to
economic competitiveness indicators (Global Competitiveness Index).
The Latvian Rural Development Policy for
2014–2020 (Ukrainian Ministry of Agriculture,
2015) has been used as the methodological base of
the research. The data were processed by quantitative and qualitative statistical analysis, as well as
the grouping methods. As information sources for

the analysis was used: the Global Competitiveness
Index (World Economic Forum, 2010, 2016); the
Eurostat classification of industries (NACE Rev. 2,
2008); LURSOFT and CSB data on changes in the
national economy; survey results on the contribution of ‘growth agents’ to the sustainable and smart
development of rural areas.
RESULTS AND DISCUSSION
I Promotion of economic growth in Latvia
as an urgent priority
Since 2004 when Latvia became a member state of
the EU with a very open economy, the competitiveness of the national economy under the free market
economy has become an important indicator showing the progress of the society towards smart growth.
A comparison of the competitiveness index (World
Economic Forum, 2010, 2016) of the four Baltic Sea
eastern coast countries made in the research led to
two considerable findings.
First, Latvia was ranked the lowest and had the
lowest score according to both the report 2010/2011
and the report 2016/2017 – Estonia dominated, while
Poland and Lithuania exchanged their places in the
ranking. Nevertheless, Latvia demonstrated the fastest changes in terms of competitiveness, and a difference between the highest and lowest index values
in the period of analysis decreased. The ranking of
competitiveness of the economies of Estonia and
Poland climbed three places in the index and that of
Lithuania – 12 places, while Latvia improved its performance by 21 places. This, of course, is a positive
result.

Table 1. Changes in the competitiveness performance of the selected countries
Estonia

Lithuania

Latvia

Poland

Item
rank

score

rank

score

rank

score

rank

score

2010/2011

33

4.61

47

4.38

70

4.14

39

4.51

2016/2017

30

4.78

35

4.6

49

4.45

36

4.56

Growth

+3

+ 0.17

+12

+ 0.22

+21

+0.31

+3

+0.05

Source: Global Competitiveness Index 2010/2011; 2016/2017.
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II Economic activity expansion in Latvia in the
period 2009–2016
The increase in competitiveness, according to the calculations, could occur owing to fast entrepreneurship
expansion in the period of analysis. The number of
economically active enterprises almost doubled; their
net turnover rose by half, even though the number of
employees increased by less than 20%.

als, which indicated innovative changes in economic
activity.
III Economic activity rates are higher in rural
areas than in cities of national significance
Since the viability of rural space is an urgent problem
in the entire European Union in order to shape a vital
rural area and to contribute to smart growth there, the

Figure 1. Entrepreneurship expansion in Latvia in the period 2009–2016
Source: LURSOFT data 2009/2016.

The changes could be viewed from two perspectives. On the one hand, the expansion of economic
activity was not so significant to reduce the low competitiveness of the national economy of Latvia among
the selected countries. On the other hand, modernisation indications could be observed in economic
growth processes, as an increase in the net turnover
exceeded that in the number of employed individu-

authors focused on economic growth in the rural space
of Latvia that was comprised of 110 rural municipalities with 49.2% of the total population. A comparison
of growth in economic activity in nine cities of national significance and in the 110 rural municipalities
preformed in the research revealed that the economic
development processes occurred at higher rates in the
rural space than in the major cities.

Figure 2. Entrepreneurial performance in the cities and rural municipalities
Source: LURSOFT data 2009/2016.
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Entrepreneurial performance represents increases
in the number of enterprises, employed individuals
and net turnover. The analysis revealed that the rural
areas as a living environment did not increasingly lag
behind the cities – they gradually reduced the economic gaps with the cities, which gives an opportunity for the rural areas to strengthen their viability.

dominated in economic activity, of course, were located in Pieriga region. This region also had the largest number of moderately performing municipalities.
At the same time, more than half of Pieriga region’s
municipalities performed poorly. The processed data
lead to a conclusion that the proximity of the capital
city affects the processes, yet it is not the only factor affecting entrepreneurship expansion, which is
confirmed by the locations of moderately performing
municipalities in the rural areas of Latvia.
Explicit distinctions among the groups of municipalities could be identified if analysing the groups
by kind of economic activity. High entrepreneurial
performance was specific to the municipalities where
knowledge-based economic activities (HT, MHT
and KIS) dominated, whereas low entrepreneurial
performance was observed in the municipalities in
which agriculture and forestry as well as low technology manufacturing enterprises made up relatively
higher proportions.
The processed data allow convincingly drawing up
at least three conclusions. First, the data confirm the
need for growth in the knowledge-based economy in
order to raise the quality of the national economy and
consequently enhance the competitiveness of it. Second, the data also confirm the need for associating agriculture and forestry with innovative technologies, so
that these kinds of economic activity shift from the primary sector to the secondary sector by using as modern
technologies as possible. This could pave the way for
an increase in the competitiveness of the bioeconomy
in particular in both the EU and the global markets.

IV Deeper insight into the development of the
rural space indicates differentiation
The comparison of growth in economic activity between the rural space and cities of Latvia deals with
only averages. Average indicators, on the one hand,
are informative, while on the other hand, they are
‘misleading’, i.e. too generalised. For this reason, the
authors performed a detailed analysis of economic
activity in the rural municipalities. Three statistical
indicators (number of enterprises, number of employees and total net turnover) employed to analyse
the situation with entrepreneurship allowed grouping
the municipalities. In the result, an analysis of the
data for 2016 identified three groups. The first group
represented municipalities with high entrepreneurial
performance (three municipalities), the second one
(23 municipalities) had moderate entrepreneurial performance, while the third group performed the worst
– it had the smallest number of enterprises, the lowest
employment and the lowest net turnover (84 municipalities).
The second and third group municipalities were
located in all the statistical regions of Latvia. Three
municipalities where knowledge intensive services

Table 2. Geographic locations of the three groups of municipalities
Municipality group performance

Region

Number
of municipalities

low

average

high

Pieriga

28

15 – 53.6

10 – 35.7

3 – 10.7

Vidzeme

25

21 – 84.0

4 – 16.0

0

Zemgale

20

15 – 75.0

5 – 25.0

0

Kurzeme

18

15 – 83.3

3 – 16.7

0

Latgale

19

18 – 94.7

1 – 5.3

0

Rural space

110

84 – 76.4

23 – 20.9

3 – 2.7

Source: authors’ calculations based on LURSOFT data for 2016.
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Table 3. Kinds of economic activity of total broken down by group of municipalities
Municipality group performance
Kind of economic activity

high

moderate

low

%
(F) Construction

9.86

10.4

9.0

(B) Quarrying

0.39

5.77

0.7

(A) Agriculture, forestry, fisheries

2.0

6.98

22.2

(E) Water supply, sewerage, waste management

0.5

0.54

0.51

(D) Electricity, gas supply

0.44

0.73

1.1

(C) High-technology

0.18

0.19

0.1

(C) Medium-high-technology

1.0

0.73

0.8

(C) Medium-low-technology

2.8

2.7

2.3

(C) Low technology

4.5

7.1

8.7

Knowledge-intensive services (KIS)

28.8

20.3

15.4

Less knowledge-intensive services (LKIS)

49.5

44.5

39.2

Total

100

100

100

Agriculture, forestry, fisheries

2.0

6.98

22.2

Manufacturing

8.48

10.72

11.9

HT and MHT group

1.18

0.92

0.9

Knowledge intensive services

28.8

20.3

15.4

Source: authors’ calculations based on LURSOFT data for 2016.

Third, the rural space is a favourable environment for
the expansion of knowledge intensive services, which
is observed even in the group of poorly performing
municipalities, as only e-environment infrastructure
and competent personnel are required for it.
Traditional economic success in the rural space is
associated not only with its proximity to cities but also
a higher population density (number of inhabitants per
1 km2). The calculations performed in the research
call into question the dominance of this factor. If municipalities with similar population densities belong
to both the group of well performing municipalities
(Kekava municipality – 83.4 inhabitants per 1 km2)
and the group of poorly performing municipalities
(Carnikava municipality – 86.1 inhabitants per 1 km2)
and if municipalities with a population density of 11–
12 people per 1 km2 belong to the group of moderately performing municipalities, other factors affecting
smart development have to be sought.
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A survey of experts, which was based on the
same methodology, conducted in Latvia, Lithuania
and Poland in 2016 indicated such factors (Rivza
et al., 2017). As a positive factor, the experts mentioned the skill of national institutions and local
governments to acquire and use European Union
funding. However, the experts referred to the following significant shortcomings in the activities of
performance agents:
− the legal framework and the tax system that regulate entrepreneurship and ensure stability (national institutions);
− insufficient cooperation with local residents and
entrepreneurs (local governments);
− insufficient readiness of residents themselves for
economic collaboration and continuous learning in order to comprehend and follow on-going
changes in economic activity (residents of municipalities).
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It is possible that this particular set of factors
specified by the experts can explain the way how
to achieve an average development level in the municipalities located quite far away from the capital
city and the cities of national significance and in
the areas where the population density is quite low.
Therefore, a focus has to be placed on the factors
promoting growth, the competences of governance
institutions in managing the processes entrusted to
them have to be built up and the knowledge and
skills of rural residents have to be enhanced under
the new economic conditions caused by the beginning of a new economic growth stage. Knowledge
and skills and their territorial transfer are still an urgent problem to be tackled in order to contribute to
the sustainable viability of rural space (Council of
Europe, 2017).
CONCLUSIONS
Economic development occurred in Latvia in the
period of analysis – the number of enterprises and
the number of employed individuals rose and the net
turnover of the enterprises increased as well. These
processes developed faster in the rural space than in
the cities of national significance. This means that
vitality prevailed in the rural space of Latvia, which
ensured this change.
A question remains whether this vitality is sufficient to strengthen the viability of rural space in a
long-term if populations decrease in the rural space
in all the EU Member States, the ageing of the populations is observed and poor living conditions exist
there. According to the survey of experts conducted
by the research, to date all opportunities have not
been used to raise local community capacity in order
that local governments and local residents as well as
the local residents themselves could closely cooperate in order to enhance their living space based on
innovative ideas and modern activities. Vitality in the
rural space is observed in limited areas; therefore,
continuing reducing disparities between the cities and
the rural territories as well as among the rural regions
and the rural municipalities in particular becomes an
urgent priority. Opportunities and the most effective
ways to reduce the disparities, the necessary skills

and knowledge in particular and the ways of learning the knowledge are important priorities of further
research.
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