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Abstract  

One of the main factors in implementing development strategy is to change the economy to an innovative way of development. The main 
role of the state consists of the creation of mechanisms and certain measures to provide formation about the national innovative system 
and development of innovative business. In the course of innovative development, the essential role belongs to small and medium-size 
enterprises. (SME’s) 
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1 Introduction  

The task of increasing innovative activity of small and me-
dium enterprises (SME’s) provides positive impact on 
economic growth. The fact that SME’s have low levels of 
organizational costs for maintainance of business, adminis-
trative efficiency and flexibility, and the ability to react 
quickly to market demand and their readiness to bear 
increased risks makes them effective instruments of deve-
lopment and implementation of progressive change.  

According to Eurostat, innovatively active companies 
are engaged "in release of the new or considerably improved 
product (goods or services), participating in the incomplete 
or abandoned innovation projects, new and advanced orga-
nizational forms, business structures, marketing concepts 
and strategies, as well as it is also  involved in the sphere of 
internal development plans of the company, training of the 
personnel and use of technology and equipment necessary 
for innovative activity" [1]. 

Following the results of the year 2013, the European 
commission pointed out the improvement of the situation of 
innovative activity in the European Union with the simul-
taneous strengthening of the gap between the EU countries 
in this area. Classification of the EU countries on the basis 
of innovative activity remains rather stable.  

So Innovation leaders are countries such as Sweden, 
Germany, Denmark and Finland. In this classification 
Latvia belongs to the Modest innovators group. Poland, 
Romania and Bulgaria are also in the same group. Our most 
close neighbours, Lithuania and Estonia showed better 
results. Thus Estonia was in the Innovation followers group, 
and Lithuania in the Moderate innovators group. [2] 

At the same time Latvia, Lithuania and Estonia show the 
best results in innovation improvement, according to the 
results of 2013. 

The indicator of success of innovative activity, and also 
sufficiency of its financing can be estimated by several 

indicators: 
- Investments in research development ; 
- Openness of branches for investment both internal, and 

external; 
- State encouragement of scientific activity; 
- Share of innovative enterprises (% from the total 

number) and etc. 
In 2014 in Latvia, the share of the innovative enterprises 

was 22%. Unfortunately, our country shows low growth 
rates of this indicator, in six years it increased only by 2% 
(2008 – 20,1%). 

In Latvia in 2013, investment in research and develop-
ment made 0.6% of GDP, in 2014 – it was 0.8%, one of the 
lowest indicators in the EU. In comparison, Estonia in 2013 
had R&D expenditures of 2.4% of GDP. [2] 

In all cases, innovation activity in the EU is connected 
with the role of small and medium-sized enterprises, com-
mercialization of innovation and the development of sys-
tems of scientific research. However, Latvian small and 
medium size enterprises do not have enough strength for 
investment in research and development and therefore the 
high technology sector is poorly developed. 

To increase innovative activity in Latvia it is necessary: 
- To improve and develop infrastructure of innovation 

support. 
- To develop actions directed for stimulation of inno-

vative activity of small and medium size business. 
- To increase efficiency of cooperation between science 

and industry. 
- To increase quality and competitiveness of higher 

education. 

2 Conclusions 

In world development innovation is considered as the main 
factor of preservation of competitiveness in the world mar-
ket. Innovation positively influences the process of creation 
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of workplaces and improves the quality of life. 
For the further growth of Latvia’s economy, it is neces-

sary to concentrate on four key directions, namely: innovation, 

professional skills, the financial sector and infrastructure.  
Having focused on these designated areas, the Latvian 

economy can enter a new round of development.  
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