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1 ABSTRACT

Economic processes underway in the country direotly indirectly affect the welfare of the peoplel d&ime
social environment, starting with job security draling a direct impact on the qualitative and dafag
environment.

Population differences of wealth are defined bywvemnedistribution of resources and economic acésiti
within the countries, which affects also populatiwalfare level in rural areas. There is a higheelef
welfare of the people observed near cities in B&tiates. The relatively small distances to the restrict
labour everyday mobility. Settlement structurehie Baltic States since 1920 have greatly changhihw
clearly outlines the population preferred the dommvironment.

The article describes existing situation and gaealysis of the regional development policy detaation

and implementation in the all three Baltic StatAscording statistical indicators there are diffares
between implementation of the regional developnaetitvities between all Baltic States and in regiohs
inside each country.

The author is analysed more detail differences déetwegions in Latvia, Lithuania and Estonia adogrd
possibility to evaluate success of development ggees in regions of the Baltic States. The desazipt
analyse of documents, statistical indicators abnat level and regional level were used in theaesh.

2 SOCIAL ECONOMIC ENVIRONMANT OF THE BALTIC STATES

Baltic region consists of three small countriestoB®, Latvia and Lithuania, and it look like a maiture
model of the European nations. In large geograpBuzle it is advisable to include these countinés one
group - the Baltic States.

As long as there are differences, there is regiaaltity in the Baltics. Close trade ties among Baltic
cities within Hansa, the union of city-states, flen mentioned. It brought prosperity to the ent&gion in
the Late Middle Ages and left traces still visiblghe capitals of the Baltic States. In the 2@thtary during
the short period of independence between 1918 &4 Dolitical initiatives for the purpose of the
development of regional identity, including fornmatiof the Baltic Union (with Finland and Poland)daam
plan to establish customs union between Estonialatda, emerged in all three countries. During the
Soviet regime similarity of the Baltic States waken into account when planning economy.

Despite the geographical proximity of the threertgas, it is hard to miss the essential historiestnic,
cultural and social differences in the region. Twadally they were formed from smaller settlemetiiat
historically grew to a large trade centres. Statetorial and administrative borders remained amgjed,
according to the current government and its militachievements and needs. There were similar trends
observed in Baltic economies. However, countriglayoare at different growth level of developmentjch
clearly confirmed by macroeconomic indicators.

On the one hand the Baltic States have always dexv@ bridge between the East and the West wheire t
development was facilitated by the great potefbiabrowth due to the respective trade and busitiess

States on the shores of the Baltic Sea can use memyomic cooperation possibilities. In this aspect
geographical position of the Baltic cities is ademeous, and they have received significant foreign
investment with a substantial contribution from ghdioring Nordic countries. These factors stimulate
specialization of the production network and vedtgpecialization that may serve as an importantcgoof
static and dynamic efficiency.

After the restoration of independence all thrediB&8tates adopted similar price liberalizationipptrends.
They chose about the same development scenariomatitbds as transition states in the Central Europe
with greater progress levels.

Although according to international experts quatifythe business environment in Latvia is compaedyi
only slightly behind that of the neighbor countrestonia and Lithuania, it is essential to at leaatntain
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this level under the current conditions of the globconomic crisis. Environment favorable to ecoitom
activity is the key aspect facilitating investméotv to the country, creation of new jobs, and grdemestic
product (GDP) growth. All of these factors areicait for Latvia to get out of the present econohmite.

State can improve its general business environrbgninvesting in infrastructure, education, and othe
resources available to all companies based on eguapetition thus decreasing their operating casts
increasing efficiency of labor.

Despite aspirations for economic integration, ecainolikeness, and perception of national interests,
cooperation of the Baltic States has also causattary effects. Since on a large scale capital labdr
capacities are very similar, they manufacture atnttos same types of products and compete for thee sa
exterior markets; gains from the interior interstatarket in the Baltic States are not great.

Starting with the Treaty of European Union, the aaption about cohesion was further defined and was
understood the decrease of developmental levelseket the different regions, not the general divisio
between the regions.

In general Estonia, Latvia, and Lithuania as mendtates of the EU gain considerable benefits and
advantages thanks to the greater influence of Bbhoon foreign trade policy on international levevas|

as due to increased availability to third countgrkets provided by EU free trade treaties. As altes EU
expansion the largest common market with more #%® million consumers has been created. Thus
Estonian, Latvian, and Lithuanian businessmen nalytleir products in other EU member states and
member states of the European Free Trade Assatifltlorway, Switzerland, Lichtenstein, and Iceland)
making use of the advantages of the free movemegbads, services, labor, and capital. While fae th
Baltic States as EU member states foreign tradensngade with third countries where the major fgnei
trade partners include Russia, USA, Belarus, aadJ#traine etc.

It is equally important for the EU member statesraintain the social welfare, to provide conseorati
actions, health security, and educational systetredse the crime rate, increase the quality efcesr and
provide growth and development for scientific warld development in general.

Although the average level of consumer prices enBhltic States is roughly the same, the way itlhesen
achieved differs across countries - high and loffaiion periods are not equally pronounced and esuas
inflation differ.

Based on the institutional analyses on the Européidon action principle and formation of the reqabn
policy, the author understands that terms for l@sing economical growth are development, comipatit
and employment.

In the last decades not only the country, usingc#etral governing institutions and local authestiis
active in the implementation of the regional polidyut also the European Commission and other
international organisations (Vaidere, 2006).

There can be observed quintessential social ecaabwlifferences between the regions in the EU. Gige
social economical differences slow down the EUeneyal, as a whole, and each region of each state,
the wealthiest slow down in growth. Therefore ofh¢he EU priorities by realizing the solidarity pciple
(European Commission, 2009) is the economical anihkreconciliation (cohesion).

The main investment areas in Baltic States arendiiah intermediation and real estate and rentingthe
newest Eastern Europe Outlook (2009), considehagetonomic situation of the Baltic States, spist&abf
SEB Bank point out that the recession of the glasahomy is over, but the recovery is equivocal thede

are still many risks. The recovery of economicgeesally in Latvia and Lithuania, depends on the
stabilization of state finances. Swift changes hesguced unbalances in economies. Low purchasing
capacity and increasing unemployment will contitm&rce drop in prices.

Governments will be forced to keep implementingrghand unpopular cost optimization measures.
Significant prerequisites for the recovery of tlegion will be the financial stability of those caues and
the recovery rate of external markets.

Economic processes in the country have direct addect impact on the welfare of population and the
social environment, starting from job security, dmalve direct influence on qualitative and safenkyvi
environment.
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Several important priorities are established far ttevelopment of the social field in some policids
European Union — to create conditions for sustaigredvth and employment, where a potential obtained
from one market could be fully used, to developdkrhow” policies stimulating scientific activitiesnd
technical development in the EU countries, incregaseducational level and developing educational
programs; to streamline employment systems; toeas® the quality of life by guaranteeing economical
development in an integrated society by improvingliz health condition, environmental protectiordan
implementing policies for the establishment of ffee, safety and justice regions.

Currently the initiatives to be implemented in fledd of employment, social and health areas aditiaths

to the revised strategy of Lisbon (Treaty of Lish8007) oriented to economic, social and envirortaien
regeneration. The strategy of Lisbon envisages ingakhe EU the most dynamic and competitive
knowledge-based economy in the world capable daswable economic growth with more and better jobs
and greater social cohesion, and respect for thieosment”.

Participants of the economy need time to change ttemsumption habits. Since mid-2003 the rise of
inflation has been stimulated by external and m#kprocesses — the global rise of oil prices tapk
fundamental tax law changes took place in the 8dffiates due to the joining the EU, import prices
increased because of the EUR value increase, #ssyme of the supplying party on the inflation leaet.

In its turn, wider availability of credit opportui@s, income sent home by persons working abroadetisas
EU funding increased the domestic demand simuliasigdaving strong impact on the interaction ofpgup
and demand factors.

The population has been ageing, i.e. the shar&eflg people compared to the total population éased.

In Latvia there are 467 thousands retirement paensoeivers per approximately 1.15 millions of eoygld
population, which means that approximately 2.5 eygd persons have to support one retired person. In
Lithuania 1.5 millions employed persons have topsup596 thousands retirement pension receivershwh
means, that like in Latvia one retired person jgpsuted by 2.5 employed persons there. Only inriEstone
retired person is supported by 3.6 employed persdiss social insurance payment volumes are sinmilar

all three countries, respectively, in Latvia 33.08% paid in total, from which 20% are payments ithe
pension capital, in Estonia the social tax is &8%, from which 13% are allocated to medical insaesand
20% — for provision of pensions, and in Lithuartia tax is 30.7%, from which 23.85% are allocateth&®
social insurance of pensions that is for some peq@eints more.
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Fig. 1: Demographic burden and number of inhabitabbve employment age in Baltic States, % of fmiplilation, 2008
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The allocation of labour forces is strongly subpatéd to the economic activities, respectivelylecaltion
of employment possibilities, consequently the demaplgic burden varies in different territories. et
territories with more jobs and higher remunerapossibilities, especially in cities and their sumdings,
there is a higher concentration of able-bodied fimn, whereas economically not so active rurgioes
are mostly populated by retired persons, not logpkim employment possibilities any more.

Differences in welfare levels of the population aletermined by uneven allocation of resources and
economic activities in the countries causing higtifferent welfare levels of the population in @ifént rural
areas. Higher welfare levels of the populationregar the towns, where relatively small distancthétown
does not limit everyday mobility of labour forces.
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Fig. 2: Urban population, % from total populatiencountry

The structure of the population in the Baltic Statas strongly changed since 1920, which clearipnee
the preferable social environment of the populatiduaring the first independency more than one tbirthe
population lived in towns, in year 2000 almost tthods of the population of the Baltic States hhesen
the city environment as their place of residendeg. (®.
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Among the population of Lithuanian regions thera tendency (more than in other Baltic Stateshtmse
towns as their permanent place of residence (FigAt3the beginning of 2009, 66.9 per cent of Lidhia's
population lived in towns on the major part oftisritory. Over 2000-2008, the share of the urbzohraral
population remained almost unchanged (Statistiearl¥ook of Lithuania, 2009).

In Estonia and Latvia the ratio of the urban pofota(more than 50% of the population living in tosy
makes little bit less than a half of the total itery. In the region of Central Estonia the ratibusban
population makes just 21.4% of the total populat@nthe region, but in region of the Baltic States
(including capitals) the ratio of urban populatien between 78 to 83% of the total population in the
respective region.
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Fig. 4: Urban population and employment indicatorBaltic States during 2000 — 2008

Also the number of the unemployed has been anndeattyeasing. The employment level in the BaltideSta
has increased in the last eight years (Fig. 4). Aigeest number of the unemployed had been recarded
2001, while in 2007 — 4 times less than in 2000n#F2001 to 2007 the unemployment rate in all tidakic
States was decreasing, but from 2008 it has bepartitease and, according to the EUROSTAT dataga b
leap is prognosticated in 2009 — in Latvia up t&019

Due to decreasing employment possibilities the ynteyment increased in 2008 among persons with low
educational level as well as among persons witlh leiducational level. Persons who have only general
education had remarkably more problems with findirjgb (Statistical Yearbook of Estonia, 2009).

Changes and influences on the labour market reihen fields but at different time, this also apglte other
fields which are influencing the labour marketchse of mutual relation it is unclear what field lstronger
influence but in most cases it is easily discovewmauich field is stronger (Statistical YearbookEsdtonia,
2009).

Comparing the volume of natural growth in the 206d 80s of the 20th century with today’s tendeneies
can see sharp differences — in the beginning oRth century the natural growth was positive intta
Baltic States (Fig. 5), but at the beginning of #fest century, comparing indicators of the demadgi@p
situation, we can trace negative tendencies ichia@ges of population numbers.
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Fig. 5: Natural growth in Baltci countries

During the last three years a negative growth tecylean be observed mostly in regions of Latgale an
Utena where the natural growth indicators were eéhd -7.2 per 1000 inhabitants respectively. Thenma
reason of the decrease in population is not ordyntitural decrease, but also international mignatiat can
be observed on all the territory of the Baltic 8satAs from 2006 the situation in all the Baltiat®s has
been improving and we can see the increase in taités.

There is a tendency characteristic of the capdfithe Baltic States to oppress economic potenfiather
areas of the respective state, thus total growtbeiserally accounted for by the state's capitalthéw
reminds that the key prerequisite for common deueknt of the cities is their willingness to becopaet of
the collective network and cooperation among thestmmportant participants in the field of politics,
economics, and administration.
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Fig. 7: Regional GDP per capita n Baltic States

Region of Riga accounts for a substantial sharthefstate economy of Latvia — in 1996 it was 46.5%0,
2006 — 57.3% of Latvia's GDP, the remaining sharadcounted for by the rest of the regions (Fig. 7)
Whereas Northern Estonia accounted for 53% of tdie £conomy in 1996 and 61.1% - in 2006, and regio
of Vilnius accounted for 28.6% of the GDP in 19961 86.9% - in 2006.
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In 2006 GDP per head in Vidzeme was as many aséstsmaller than in the region of Riga, other negjio
showed only slightly higher rates — in Zemgale @sw8 times smaller, in Latgale - 7.5 smaller, ia th
outskirts of Riga and in Kurzeme - 5 times lowartlin the capital.

In Estonia the situation is similar — in Northerst@&hia, where the capital Tallinn is located, thte rwas
even 9.5 times higher than that of Central EstoNiartheastern Estonia showed GDP per head 8 times
smaller than Northern Estonia, in Western Estdanigas 7 times lower, and in Southern Estonia -tigngs
smaller than in Northern Estonia where the cafigdlinn is located.

In Lithuania the difference in respect of GDP peadh among regions is even sharper — region of §aura
showed even 20 times lower share of Lithuanian emgnthan region of Vilnius, Marijampole and Alytus
counties were also behind by more than 10 timesn&and Telsiai counties showed a value 8 timeesma
the rate was 5 times lower in Panevezys Countytidés - in Siauliai County, 3 times - in KlaipeGaunty,
and GDP value was almost 2 times lower in KaunasgGo

Sharp differences in respect of GDP rates acr@s8d#itic regions may most clearly be observed agdim
(Fig. 8) where data of the capital regions diffepasiderably.

During the period (1996 - 2006) discussed in thehstasic growth rate of GDP per head in Riga Regio
(taking 1996 as the base year) was 363%, averagétgrate was 17%. Whereas other regions of Latia
not show such a rapid economic growth, and theageegrowth rate in regions across Latvia range fra

to 15%, 11% in Kurzeme and Latgale, 13% in Zemgedés in Vidzeme, and 15% on the outskirts of Riga.

In Estonia basic growth rate of the Northern Estomas 335%, while the average growth rate was 16%.
other regions it showed the same tendency as ma.aanging from 11 to 13% - 11% in Northeastern
Estonia, 12% in Central and Western Estonia, afd il3Southern Estonia.
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Fig. 8: Annual regional GDP in Baltic States durlt896 — 2006, % of GDP within each country

In Lithuanian the average growth rate was sligbtbwer - 14% in Vilnius Region, 6% in Taurage Cagunt
7% in Panevezys County, 8% in Alytus, Marijampdiauliai, and Utena counties, 10% in Klaipeda un
Telsiai counties, and 11% in Kaunas County.

The life rhythm in modern day Europe is fast. Tove@roblems that affect us not only in Europe, &lsb
outside it, the legislation needs to adjust tofée growing technological development and neefiitiner
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innovations that could protect the wellbeing anclisigy of the inhabitants of Europe. The publicicés and
authorities need to be effective, flexible and deteed. These are the standards that the European
Commission (2009) has set for themselves.

The public authorities adopt legislations for tleisty to reach numerous goals - to provide fadérand
competition, provide health security and secufityther innovations and protection the environmgvihen
developing the policies and legislations the goremnt tries to obtain betterments — make sure heatigjht
instruments are used for the corresponding task,gdins are maximized and the negative influence is
minimized, and they make sure to listen to those a#te directly influenced by these actions. Theesthe
author is convinced that the legislation is a thelt makes policies become reality and realizeséesls of
citizens.

The international dialog and collaboration is extedy important not just because of security of high
consumer rates and social and environmental piotecbut also from the perspective of business
development. Just like the creation of a singleketain the Europe was set by the company needsttady

of the unreasonable differences in norms between nlember states, the international collaboration
motivation is to scale down or liquidate excessorenalities between the business partners.

3 COMPARISON OF THE REGIONS OF BALTIC STATES USING FACTOR AND CLUSTER
ANALYSIS

As in the past, even today we can talk about eacntcy individually as well as of single region.riher
analysis of the regions of the Baltic States isedab NUTS Il level according to Eurostat's defined
statistical regions of Europe.

Each administrative territorial units (parishesyns, districts, counties) and regions can be desdrusing
many different parameters, and each of them cam fiifferent spatial clusters. Particular importarde
these characteristics is among those that may sariredicators, both describing the situation agale and
find a causal relationship, as well as emphasithegongoing processes.

Based on the assumptions that there are compleraations and relations of dependency betweenhlasia
and parameters and thereby the possibilities afatésh the information, it is necessary to apply thethod
of gathering information, which remove the relevarformation from non-significant one and indicates
interrelationships.

Based on a set of indicators that characterizeBtigc country's socio-economic development usicidr
analysis it is useful to form a small number of pbem factors that can not be observed directly &hiath
are not correlative to each other and describeswbrll structure in the initial factor system.

Factor analysis method allows dealing with some@pmation of a very substantial research taskseba
on the wide array of information processing, to eleg the classification scheme with an explanatory
description.

Studying the characteristics of a system with faatwalysis it is possible to reveal the logicalisture of
complex phenomena, to distinguish between indepegnded substitutable indicators, relevant from the
irrelevant, and to justify the choice of indicat@gstem and assess its information load, as wetb dsst
hypotheses on system regularities of the indicdteiedd, 2000; StatSoft, 2003; Patria, 2007).

The choice for usage of factor analysis in work #esessence of the method - identifying the lin&sveen
the initial indicators and get a smaller number fattors, which characterizing the socio-economic
development of the Baltic regions, and describir@rtcompetitiveness.

Initial indicators corresponding characteristicstefritory and living environment has formed 3 cdenp
factors using factor analysis which generally ex@#9.8% of information. The first factor explaid2.2%,
the second - 24.5% and a third - 13.1% of inforomati
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Initial Eigenvalues
5 ,
Factor Total /o of Indicators Component
Variance

Level of demographic burden (2008) -0.840041
Number of dwellings per 1000 inhabitants (

the end of 2007) 86'830591
Housing stock average per inhabitant, m

(2008) 0.732723
Number of beds in hotels and other
Quality of living 4186 322 accommodation establishments per 1000 0.719869

environment inhabitants (at the end of 2007)

Number of visitors in hotels and other
accommodation establishments per 1000 0.829385
inhabitants (at the end of 2007)

Recorded criminal offences per 10000

inhabitants (at the end of 2007) 0.762847
Sown area, thsd ha (at the end of 2007) -0.541485
Population density, population per 1%m )
(2008) 0.653436
Immigration per 1000 inhabitants (at the encb 653294
Attractiveness of of 2007) .
living 3179 245 Efrr;g(r)a;t)lon per 1000 inhabitants (at the end 0.837291

environment - - -
Urban population ratio, % of total population

in region (2008) -0.860151
Forest cover, % of total area (at the end of
2007)

0.639959

Accessibility  of Road traffic accidents per 1000 inhabitants

territory 1.709 131 (at the end of 2007) 0.91566

The result of factor analysis describe the qualftyiving environment — the higher value of thesfifactor
belongs to regions with bigger amount of housingclstand number of dwellings calculated per 1000
inhabitants what is characteristic for urban aildase regions have also more visitors stayed ialfi@nd
other accommodation establishments and number d$ le those establishments calculated per 1000
inhabitants. As negative feature characterizing shene regions should be mentioned higher level of
recorded criminal offences per 10000 inhabitants.

By contrast the characteristics of the demograpbiden and the sown area of agricultural land it gfathe
package that form factor with a negative componghtch means that the region has low dependenay rat
and low agricultural crops.

The higher value of the second factor describitigaetiveness of living environment within the regithe
bigger migration flows of population and more fdaresver in territory. At the same time there is éw
population density and wherewith lower urban popuotaratio characteristic for those regions.

The third factor describes accessibility of temjtand the higher values of this factor characteregions
with more road traffic accidents calculated per@bthabitants.

These complex factors clearly show interactionrbfan and rural areas and characteristic marksayfic
urban and rural environment.

Further study was done using cluster analysis, lwli@ statistical analysis method, and can be tesedt

up essential groups of similar objects. The mairpgse and challenge of this method is to form gsoaip
investigated objects into clusters, based on centapresentative comparison of parameters. However,
different groups of elements should be divergehe &luster analysis was done by SPSS program.

The author chose the optimal regional allocatiof gfoups, which further described in the work.
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Factor / Cluster 1 2 3 4 5 6
Quality of living ; sg389 1.34060 0.58582 0.59162 -1.03904  -0.54831
environment

Attractiveness  of , 1q,ec (90629 1.61198 2272410  -.38052 0.08945
||V|ng environment

Accessibility  of ;15053 016568  1.72472 225487 221580  0.07582

territory

This table shows the values for the final clustentes. The values in the table are the meansdih e
variable within each final cluster. The final cleist centres reflect the attributes of the protagipcase for

each cluster.
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Fig. 9: Clusters of territory and living environmédattors

The author, along the traditional statistical asily analys

ed clusters using cartographic methdtgchw

gives an overview of the diversity of circumstangeshe Baltic region. During cluster analysis f&lected
complex factors it was made 6 groups obtainediofig distribution of Baltic regions (Fig. 9).

4 CONCLUSION

The regional policy often is called the structypalicy beca
policy the regional and state economical and satiattures

use in the result of implementing thgioeal
change.

For the regional development and promotion of cditipe capacity in the Baltic States in 2007-20483k
means of structural funds for different programrmgbusiness activity and research development fivere
promoting the state and individual region competitiess from the European Union are available.

More similarities in management of social and eooicoprocesses have Latvia and Lithuania. Promoting
cross border cooperation between regional and locaicipalities in Latvia and Lithuania it is pdsig to
foster economic growth jointly addressing the aalkuindustrial and social problems.

Rational use of available resources in regionsnisgn&estment in future development, promoting bette
interaction between regional bodies and thus impguvhe living conditions and future economic

development.
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Regional disparities and increasing gap betweeiomegwithin the Baltic States and the Baltic States
themselves justifies the need for implementation lofig-term development policy and spatially
differentiated approach to regional support to ewsolutions to specific problems in the regionstho
using the existing resources and potential.

The author suggests using different instrumentsfmport of regional development at state level landl
(municipality) level to foster the effect of suppactions:

State level: Subsidies, loans, donations; Investsmebifferentiated support for problematic regions;
Rationing of resources consumption.

Municipality level: Finance, credits, warrantierultancy, employment training; Licensing, cectfion,
privatization; Development of organizational stures.
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