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This study makes an empirical contribution by exploring factors that contribute to the
competitiveness of Latvian companies. The paper draws on a survey of owner-managers to
determine the availability and use of resources and strategies found to be important drivers
for firms’ competitiveness. Overall, we identify a number of firm-level factors, including
involvement in risk-taking behaviour, more extensive use of networking channels, and
efficient use of various business strategies as potential sources to increase the
competitiveness of Latvian companies. Company owner-managers, however, tend to be
more productive in using available human resources, and are satisfied with the availability
of physical resources in addition to having a strong export orientation. The study also
indicates various shortcomings in the external environment which, as perceived by
respondents, are a burden for competitive entrepreneurship activities in the Latvian market.
In this light, albeit of an exploratory nature, this study can be used as a source for evidence-
based entrepreneurship policies in Latvia and other countries of Central and Eastern Europe.

Keywords: competitiveness; entrepreneurship; Latvia; strategies

1. Introduction

Competitiveness is a topic of major importance not only for public and industrial policy-makers, but
also from the firm’s perspective. In spite of its importance being a multidimensional phenomenon,
competitiveness lacks a unified definition, as macro-, meso-, and microeconomic approaches all
define competitiveness differently (Buzzigoli & Viviani, 2009; Nelson, 1992; Porter & Ketels,
2003). Furthermore, competitiveness as a concept can involve various disciplines — comparative
advantage, a strategy and management perspective, a historical and sociocultural perspective,
amongst others (Waheeduzzaman & Ryans, 1996) and, depending on the approach, can be
treated as both dependent or independent and an intermediary variable. Regardless of the approach
and disciplines covered, however, competitiveness is usually associated with four key character-
istics (Man, Lau, & Chan, 2002): long-term orientation, controllability, relativity, and dynamism.

In this light, much attention in economics literature has so far been paid to assessing competi-
tiveness on the country level, which has involved measuring performance of institutions, per
capita income levels, levels of productivity, and comparative costs amongst others worldwide
(Kitson, Martin, & Tyler, 2004; Porter, 1992), and in the Latvian context (Benkovskis, 2002).
Analysis of competitiveness on the firm level, especially identifying and discussing various
potential drivers of competitiveness of small and medium-sized businesses (SMEs), is,

* Arnis Sauka, Department of Business Management, Stockholm School of Economics in Riga, Riga, Latvia.
Email: arnis.sauka@sseriga.edu

© 2015 The author(s). Published by Routledge.

This is an Open Access article distributed under the terms of the Creative Commons Attribution License (http://creativecommons.org/
licenses/by/4.0/), which permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly
cited.


mailto:arnis.sauka@sseriga.edu
http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/

Baltic Journal of Economics 141

however, a relatively disregarded area (e.g. Man et al., 2002). This is somewhat surprising as
competitive companies, including SMEs, are some of the cornerstones of economic growth for
any country.

According to entrepreneurship theories (e.g. McKelvie & Davidsson, 2009), competitive
companies, amongst other things, should be innovative, oriented towards providing services
and products that have high added value and that are export capable. In addition, competitive
companies are able to adapt to the influence of different environmental and time factors while suc-
cessfully developing their business. However, existing empirical studies do not provide any
specific answer as to why one company is more competitive than the other (e.g. Man et al.,
2002). This, in turn, seems to be quite natural, since the competitiveness of a company is influ-
enced not only by specific factors, but also by combinations of such factors, which are further
dependent on many other factors, for example, external environment, also luck. Similar to
business processes in general, combinations of factors that drive competitiveness are sometimes
not only complicated, but also not always logically explainable. This is the reason why it is dif-
ficult not only to define firm-level competitiveness, but also to measure it, that is, what has
brought success to one company will not necessarily be as useful to other companies precisely
due to various additional determining factors.

Nevertheless, previous entrepreneurship studies (e.g. Buzzigoli & Viviani, 2009; Hoang &
Antoncic, 2003; Malecki & Veldhoen, 1993; Man et al., 2002; McKelvie & Davidsson, 2009;
Roper, 1998) have identified a range of factors that may potentially foster competitive business
when applied separately and/or in different combinations. These factors are summarized in
Figure 1. It should be pointed out, however, that the aim of the figure, similar to the article in
general, is not to analyse extensively how various combinations of these factors contribute to
the competitiveness of the companies, as this would require a qualitative approach, such as

Markets, Competitors and Buslness Strategles i
(Eustm?lers Includes diversification of products and ~ External Environment

o services, uniqueness of the value proposition Quality of the infrastructure necessary for
[r-ulu-dmg market share, export share, of the company and innovations. Also conducting business (i.e. taxes, legislation,
dlsrr'bllt}un af custoniers [ma-ny Sm‘-fl” 9k processes how products are manufactured or shadow ecanomy, etc.), quality of
mostly big). Also th‘;le‘wl of risk takl"ﬁh services are delivered. Tradeoff between price controlling institutions for business.
compayr PHLsUB AnC 4 EErESSIVENESS Wi, and quality, business promotion strategies,
waorking with competitors. quality

Communication Channels
Includes acquiring information and

B P PP PP PP PP PP PP PR
Efficient use of Human and - : resources from suppliers,
Physical Capital - Eustomers, financial institutions,
Includes turnover and efficiency of H : usiness promotion organisations
employees, effective management of : COM PETITIVENESS : and universities.
human resources, climate within the : H
organization. Various indicators £ H
representing efficiency in using physical E E
capital. 5 : Using Financial stability
L Includes access to internal and external
capital, structure of income and expenses.
Proportion of fixed and variable costs;
Availability of Human and Physical quality of cash flow (access to current
Capital assets, etc.).

Includes education and previous business
experience of owner- managers. Access to
employees and quality of available
employees. Access to physical resources
for manufacturing and services. Indicators of Business Operations
Including profits, turnover, growth of
employees as compared to competitors.

Optimistic and Realistic Growth
Plans

Figure 1. Determinants of business competitiveness.
Source: The author, based on a review of entrepreneurship literature.
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case studies, the results of which would be harder to generalize. Instead, the paper aims to provide
an insight into to what extent Latvian entrepreneurs exploit various tools that, according to entre-
preneurship literature, are seen as determinants of competitive business. It has to be added that the
significance of the various factors in Figure 1 might differ also depending on, for example, the
size or the economic sector of the company.

It is, of course, impossible to include an assessment of all the factors mentioned in Figure 1 in
one study. Thus, we have chosen to analyse what, according to entrepreneurship literature (e.g.
Man et al., 2002; McKelvie & Davidsson, 2009), seem to be the most significant factors determin-
ing competitiveness of the companies: access to resources (including human resources, physical,
and financial resources) and efficiency of their use, business strategies, internal and external com-
munication networks, influence of the external environment, as well as indicators of a company’s
financial performance as compared to their competitors.

The next section describes the methodology of the study paying particular attention to the
theoretical considerations at the heart of the questionnaire. The third section proceeds with
presenting an analysis of the main results, but the key conclusions and recommendations are
provided in the final section.

2. Method and theoretical framework

This paper draws on a survey carried out in May and June 2011 involving 410 randomly selected
Latvian company owner-managers. The survey was done via telephone interviews obtaining the
information about companies from the Orbis database maintained by Bureau Van Dijk. In the
study we used a questionnaire form' that consists of six main sections that are further described
in the following sections. Descriptive statistics and correlations amongst key variables are further
provided in Appendix 1.

2.1. Measuring the availability and efficiency of human and physical resources

In the first section, there are several questions that focus on the quality of human resources as well
as how efficient each company is in employing human capital. Quality of human resources and
their efficient use are indeed amongst the key factors that companies should possess to ensure
competitiveness. Namely, several studies (e.g. Man et al., 2002; McKelvie & Davidsson, 2009)
indicate that competitiveness of a company is directly linked to the efficiency, motivation, and
loyalty of their employees. Besides, generation of new ideas, often coming from the employees,
is a factor that increases competitiveness of the company, often through innovations (Subrama-
niam & Youndt, 2005).

Good customer service skills and ability to sell products or services are directly linked to the
financial performance of the company (Hitt, Bierman, Shimizu, & Kochhar, 2001; Rauch, Frese,
& Utsch, 2005). Furthermore, to ensure competitive business especially in firms where it is
necessary to invest considerable time and financial resources in staff training, it is important to
provide for optimum job rotation (McKelvie & Davidsson, 2009). In the questionnaire, we
asked the company owner-managers to evaluate their employees in regards to each of the afore-
mentioned aspects. The answers were measured using a scale from ‘1’ to °7°, where ‘1’ stands for
a very weak situation, but ‘7’ corresponds to a competitive business in human resources accessi-
bility and their efficient use. The first section of the questionnaire also includes a question on staff
training, and we also asked the company owner-managers to evaluate their access to such other
important resources, as, for example, information technologies and any technical equipment
crucial to ensure competitive business.
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To ensure competitive business, the role of people managing a firm, namely, owners and man-
agers, is crucial (e.g. Alvarez & Busenitz, 2001). Thus, in order to better assess competitiveness of
the companies from this human resources aspect, we included a number of questions in the ques-
tionnaire to evaluate the ‘quality’ of the owner-managers, mainly their education level and former
business experience. Previous studies have proved that a higher education level (e.g. Bantel &
Jackson, 1989; Hambrick & Mason, 1984) and greater business experience of the owner-man-
agers (King & Tucci, 2002) have a significant positive influence on the companies’ performance
indicators and their overall competitiveness (e.g. Davidsson, 2006; Gimeno, Folta, Cooper, &
Woo, 1997).

2.2. Measuring the quality of business strategies

The second section of the questionnaire is dedicated to the business strategies. More specifically,
drawing on Porter’s theory of competitive business (1990), we offered the company owner-man-
agers the opportunity to evaluate their company strategies against cost leadership, differentiation
(i.e. offering products or services with high added value), and focussing on specific target
markets. The answers of respondents were measured by an evaluation scale from ‘1’ to “7°,
where, in accordance with business theories, the companies having an evaluation of their
current business strategies closer to ‘7’ should be more competitive as compared to those
whose evaluation is closer to ‘1’ (see e.g. Gilley & Rasheed, 2000; Hamermesh, Marshall, & Pir-
mohamed, 2002; Knight & Cavusgil, 2005; Mudambi & Zahra, 2007).

The following section of the questionnaire continues by analysing company strategies from the
entrepreneurial orientation’s (EO’s) point of view. EO is a widely used research tool in entrepre-
neurship literature, and it is applied to assess three business strategy elements that are significant
for a competitive business: innovation, risk-taking, and proactivity (regarding work with competi-
tors) (Covin & Slevin, 1989; Miller, 1983). Previous studies (Baker & Sinkula, 2009; Hughes &
Morgan 2007; Kreiser, Marino, & Weaver, 2002; Moreno & Casillas, 2008; Rauch, Wiklund,
Lumpkin, & Frese, 2009; Short, Broberg, Cogliser, & Brigham, 2009) have proved that the com-
panies in which the business orientation towards innovation, risk-taking, and proactivity is higher
are better performers and thus more competitive in comparison to companies with lower EO.

When analysing the competitiveness of a company, apart from taking into account the current
achievements, also the ability of the company managers to assess and prevent any potentially
weak sides in the further business operations should be considered (Man et al., 2002). Based
on this, we included a question asking the respondents to evaluate their company priorities in
introducing various processes that, according to the entrepreneurship literature, are important
to ensure competitive business. We also included a question about the size of export analysing
to what extent companies concentrate on local or foreign markets, which is another crucial
aspect of a competitive business (e.g. Ibeh, 2003; Roper, 1998).

2.3. Measuring the communication networking aspect

In order to implement a successful business strategy and, thus, increase competitiveness, it is not
only the resources that are owned by the company are important. It is also the ability of the firm to
attract various external resources. These resources are often available free of charge or for rela-
tively little financial or time investment. To give some examples of resources promoting competi-
tiveness, we can mention information that companies can get from their suppliers, clients, and
also competitors; cooperation with organizations promoting entrepreneurship, for example, to
generate new contacts or markets for one’s products; cooperation with universities and research
institutes to develop new, innovative products and services, etc. (see Greve & Salaff, 2003; Hoang
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& Antoncic, 2003; Robson & Benett, 2000). In order to find out to what extent the Latvian com-
panies benefit from different communication channels that potentially give access to various
resources promoting competitiveness, we included a third section on communication networks
in the questionnaire.

2.4. Measuring access to financial resources

When emphasizing the significance of human and physical resources, we cannot neglect another,
probably one of the most important aspects in ensuring any company’s operation and competitive-
ness, namely, access to financial resources and their efficient use (see, e.g. Becchetti & Trovatto,
2002; Bougheas, 2004; Pissarides, 1999). This aspect of competitiveness is analysed in detail in
the fourth section of the questionnaire.

2.5. Assessing the influence of external environment and comparison with competitors

Further on, in the fifth section, we turn our attention to external environmental factors affecting
business competitiveness, namely, to what extent the company owner-managers think that the
markets they work in are favourable for doing business (see Dess & Beard, 1984; Miller &
Friesen, 1982). In the sixth section, however, the company managers are asked to evaluate
their business growth both from the financial and the social aspects, thus demonstrating to
what extent the specific company has managed to create value with the available resources for
itself and the surrounding environment, as well as how successful it has been in comparison
with its competitors (see, e.g. Sauka, 2008).

The results of the study on competitiveness of the Latvian companies are presented in the next
section. Based on these results, we will look at how competitive the Latvian companies are from
the point of view of specific factors covered by the questionnaire, that is, we will analyse com-
petitiveness of the Latvian companies from the angle of human resources quality, accessibility
of physical and financial resources, and the efficiency of their use, as well as the use of competi-
tive business strategies. We will also consider to what extent companies make use of different
communication networks and how they assess the influence of the external environment. Further-
more, their performance indicators as compared to the main competitors will be addressed.

3. Results
3.1. Human resources and their efficiency

Most of the entrepreneurs, irrespective of company size or the economic sector they represent,
would agree that workforce is at the heart of business success and competitiveness. The study
results let us conclude that in general owner-managers of the Latvian companies are rather satis-
fied with their employees. Important aspects of a competitive business, such as employees’ will-
ingness to work in the company long term, ability to sell products and services, and to service
clients, promotion of new ideas, employees’ efficiency, motivation to work, and loyalty have
been evaluated within 5.5-5.8 in a scale from ‘1’ to ‘7’ (where ‘7° means highly competitive
workforce quality — see Figure 2). Furthermore, one of the most effective ways to improve
and maintain sufficiently high workforce quality is investment in staff training. The results of
the study show that the Latvian companies are quite active in this regard, namely, slightly
more than a half (53%) of the surveyed companies have trained their employees during the last
year with the aim to improve their skills in product manufacturing or service provision.
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1 |
Willingness to work in your firm long-term 5.8
Ability to sell your products / services 5.5
Skills in client servicing 5.4
Promotion of new ideas 5.4
Efficiency 5.5
Motivation 5.5
Loyalty 5.5
1 2 3 4 5 6 7

Figure 2. Efficiency of human resources.

Previous entrepreneurship studies also indicate that in addition to workforce efficiency, the edu-
cation level of the company owner-managers plays a crucial role in ensuring business competitive-
ness (Alvarez & Busenitz, 2001; King & Tucci, 2002). The importance of these two factors stands
out in micro and small enterprises where the company owner-managers are often the only human
resource at the disposal of the company. Although the role of the owner-managers might be different,
the education and skills of the company managers are certainly very important in big corporations as
well. In this light, similar to other studies carried out in Latvia (see Baltrusaityté-Axelson, Sauka, &
Welter, 2008; Sauka, 2008), the results of this study also point towards a high or even very high level
of education among the company managers. Almost 50% of the surveyed company owner-managers
hold a bachelor’s degree, and 22% a Master’s degree. At this point it has to be added, however, that
the quality of the acquired education also should be taken into consideration when interpreting the
earned degrees, which, however, cannot be done precisely enough in this study.

In regards to the experience of the Latvian owner-managers, the study shows that almost 40% of
the surveyed respondents have been involved in entrepreneurship or business management prior to
starting the specific company — see Figure 3. This type of experience — both positive and negative,
especially experience in which the entrepreneurs have studied the market, learnt the ‘rules of the
game’, and maybe even got financial capital and contacts — usually serves as a foundation for a suc-
cessful business in the future. We can conclude that ‘preparedness’ of the Latvian entrepreneurs is at
least sufficient to hope for competitive activity of the current businesses.

3.2. Access to physical resources

In addition to questions about the quality of the available workforce, the Latvian company owner-
managers were asked to what extent they have access to physical resources, for example, infor-
mation technologies and different facilities to manufacture products or provide services. The
results show that, in general, the Latvian entreprencurs see access to physical resources that
are significant to ensure a competitive business, as comparatively good. On a scale from ‘1’ to
‘7, where ‘7° means sufficient access to physical resources, the average evaluation is 5.7.

3.3. Strategies

The basis of a competitive business is not only access to relevant resources, but also the way these
resources are used, that is, business strategies. The main findings with regards to the strategies
exploited by Latvian companies are summarized in Figure 4.
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Figure 3. Previous entrepreneurship experience of owner/managers.

We have a lot of small clients (as opposed to the business —
model of a few big clients responsible for most of the sales 4.3
volume).
Most of the firm's clients are regular clients. _ 56
The firm concentrates on certain segments of the target — 5.2
market (and does not apply the principle of “servicing
everybody”).
The firm uses outsourcing to increase productivity and _ 4.4
reduce costs.
The firm increases the scale of output, manufacturing, sale — 4.6
to reduce costs.
The firm standardizes products with the aim to reduce — a3
costs.
The firm manufactures products / provides services with
high rate of profit, thus, the costs are not of primary 3.6
importance.
The firm has low costs as compared to main competitors. — 38
The firm has a diversified (‘broadened’) range of products to — 4.6
improve competitiveness in the market.
0 1 2 3 4 5 6 7

Figure 4. Strategies.
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3.3.1. Work with customers

A successful business strategy is first of all linked to care for the client who is the main source of
business income. There is a well-grounded opinion that especially for companies without a suffi-
ciently stable resource base and for optimum risk-sharing, it is too risky to concentrate only a few
main clients long term. In these cases the focus on few and big clients most often means sizable
orders. At the same time, especially, small and medium enterprises have to be aware of their huge
dependency on the often specific wishes of these clients, as well as changes of these wishes (e.g.
changing market conditions, results of technology development, etc.), which can rather frequently
end up in bankruptcy.

Although business theories do not provide any specific answer as regards the ‘optimal’
number of clients to be serviced, at the heart of particularly long-term business growth one
would most often find business strategies oriented towards comparatively many, though small,
customers. Experience of numerous firms has confirmed that such a strategy ensures more
stable and predictable income and, in the case of small and medium enterprises in particular, it
can ensure accumulation of a sufficient resource base — so that in the long run they could
afford the risk of servicing big or even very big clients (Sauka, 2013; Simon, 2009; Zahra &
Covin, 1993).

The results of this study, as shown in Figure 4, show that the Latvian entrepreneurs are some-
where in the middle as regards the choice of the concerned strategy element (4.3 out of 7), which
is relatively positive. Another positive aspect, according to the data, is that the Latvian companies
take good care of their existing clients, namely, the questionnaire demonstrated that most of the
clients of the Latvian companies are regular clients (the evaluation is 5.6 out of 7) — a doubtlessly
very important aspect in ensuring competitiveness.

3.3.2. Diversification of products range

Entrepreneurial theories also indicate that one of the elements promoting competitiveness,
especially in the long run, is the ability to diversify the range of the offered products or services
(see Simon, 2009; Wright, Perris, Hiller, & Kroll, 1995). There are several success stories, includ-
ing Latvian companies working in international markets (see Sauka, 2013; Sauka & Welter,
2012), that prove this statement — with the help of a diversified product range companies can
no longer be affected by plummeting sales of a particular product, which is, of course, crucial
to strengthen competitiveness. According to the findings of the current study (Figure 4), in
general, the Latvian companies have a weak tendency to choose a business strategy that is
based on a diversified range of products and services (the evaluation is 4.6 out of 7).

3.3.3.  Exploitation of focus strategies

Various studies indicate that the most successful and fast-growing companies are the ones that
do not ‘strive to service everybody’, but rather focus on and become leaders in comparatively
small market segments or niches (see Sauka, 2013; Sauka & Welter, 2012; Simon, 2009).
Focussing on specific market segments usually ensures better contact with the customers
and, thus, also higher awareness of their wishes and potential to satisfy them, which is defi-
nitely a pre-requisite for a competitive company. Porter (1992) defines this orientation of a
business strategy as a ‘focus strategy’ — this is one of the three possible success strategies to
ensure the competitiveness of a business. The competitiveness study of the Latvian companies
shows (Figure 4) that their strategies are at least slightly based on focussing on specific seg-
ments of the target market.
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3.3.4. Cost leadership versus producing high value added

Next to the ‘focus strategy’ the study also covered two other strategy elements that are important
to business competitiveness: cost optimization and orientation towards product manufacturing or
service provision with high added value. This focus of the business strategy is known as ‘cost
leadership’ and ‘differentiation’ (Porter, 1990): in the first case companies will do their utmost
to reduce product or service costs, thus ensuring competitiveness with the help of lower prices
or higher profits. In the case of ‘differentiation’, a company’s competitiveness is based on pro-
ducts and/or services that are preferably difficult to copy or substitute, with a relatively high
added value, and that the customers are ready to pay a higher price for.

According to the findings presented in the Figure 4, the Latvian entrepreneurs do not have a
particular preference for either ‘cost leadership’ or ‘differentiation’ strategy. The average indicator
of such cost optimization elements as outsourcing, product standardization, or increase of the pro-
duction volume is within 4.3—4.6 out of 7. Besides, companies do not really demonstrate tendencies
to offer products or services with high added value (only 3.6 out of 7). Thus, considering the average
results, we can conclude that in the case of the two strategies, the companies tend to choose ‘some-
thing in between’: they do not focus on either cost leadership or high added value creation.

However, in order to come to these conclusions, we cannot rely on the average index alone. It is
important to understand how the indicator is calculated, which in turn requires a more detailed data
analysis. The data analysis is significant because the average result tells only about business strategies
in general, and not about specific strategies that the surveyed business groups choose to implement to
a greater or lesser extent. In this light, after having analysed separate business groups, the summarized
data show that approximately similar number of the surveyed Latvian companies choose (or are
forced to choose) to combine (a) comparatively high costs with offering low added value products
or services in the market (i.e. both ‘cost leadership’ and ‘high added value’ have been evaluated
within 1-3) or (b) medium costs with medium added value (the evaluation of both strategy aspects
is 4). In neither of the cases, though particularly as regards the companies working with high costs
and offering low added value, can we talk about very competitive operation of the firm.

One-third of the Latvian companies, however, choose to offer comparatively high added value
products with low costs. However, according to Porter (1990), such a choice of strategy, namely, a
combination of ‘differentiation’ and ‘cost leadership’, is not preferable. Furthermore, in the long
term it can lead to reduction in competitiveness; there are quite frequent cases in the market when
companies manage to achieve even very successful results by offering high quality goods for
comparatively low prices (e.g. Sauka, 2013). Nevertheless, as demonstrated by the results of
the study, a minority of the Latvian companies are able to offer high added value and low
costs in comparison with the two business groups mentioned above. All in all, the study
results make us conclude that although the companies are slightly inclined to use the advantages
of ‘focus strategies’, and they assess quality of the available workforce and access to physical
resources rather highly, competitiveness of the Latvian companies cannot be assessed
positively due to the imbalance of costs and added value. The reason for that, most probably,
is not the companies’ ‘free choice’, but rather the use of these strategies ‘by force’. It means
that, irrespective of the product’s added value, grounds for the high end costs could be the
high manufacturing and servicing costs due to, for example, technologies, property etc. purchased
in 2007-2008 when the prices peaked, and not the entrepreneurs’ inefficiency in managing their
businesses.

3.3.5. EO: innovativeness dimension

In addition to the factors affecting competitiveness of the Latvian companies mentioned above,
there was another significant element of competitiveness included in the questionnaire — ‘EO’.
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EO is a tool that combines three strategy dimensions important for any successful business
activity and it allows us to measure to what extent companies focus on innovations, operation,
risk-taking, and proactivity. There is an increasing number of studies around the world proving
that companies that are innovative, likely to accept greater, though well-considered, risks and
proactive in their work with competitors, demonstrate much better performance and are, thus,
more competitive (e.g. Moreno & Casillas, 2008; Rauch et al., 2009; Short et al., 2009).

According to the results of the study on competitiveness of the Latvian companies in a scale
from ‘1’ to °7’, where ‘7” means an innovative firm, the average indicator for innovation in the
Latvian companies fluctuates from 3.4 for the company’s ability to create new, unique manufac-
turing processes and methods, as well as to carry out significant changes in products or services, to
3.9 for introduction of new products or services.

Similar to the ‘cost leadership’ and ‘differentiation’ strategies, it is important to understand
how this average index is calculated. Thus, it is important to know the distribution, that is, if:

the innovation indicator of most of the Latvian companies is really close to 4, or, and this would be a
relatively better news; or if

the average index is formed by a number of the Latvian entrepreneurs evaluating their innovation level
close to 7 and a similar number of them — close to 1.

The study results provide us with at least a partial answer to the question indicating the fol-
lowing tendencies. First of all, concerning the introduction of new products, most of the surveyed
Latvian companies evaluate this aspect either with ‘1’ (very low level of innovation, approxi-
mately 27% respondents), or with ‘5’ or ‘6’ (comparatively high level of innovation, 17% and
23%, respectively). We can conclude that most of the Latvian firms are relatively innovative
when it comes to introduction of new products.

3.3.6. Entrepreneurial orientation: risk taking and proactivity dimensions

According to the study results, similar to the innovation level, the average indices in the readiness
to take risks of business orientation are within 3.5-3.6 in a scale from ‘1’ to ‘7°. The Latvian
company owner-managers demonstrated a slightly better result when it comes to the question
of whether the ‘company strives to surpass others by introducing new ideas and products’) eval-
uating their business strategy in the light of proactivity. The findings show 4.0.

When analysing how the average index is formed, we come to the conclusion that, unlike
innovation, the readiness of the Latvian companies to take risks is not close to either ‘1’ or
“7’. The evaluation is rather closer to ‘4’ with a tendency to lean towards 1-3. A similar con-
clusion about the evaluation results concentrating on ‘4’ can be drawn regarding the proactivity
factor of business orientation — there is only a very weak inclination in the direction of 57 of the
scale. Although this result, of course, is not entirely negative, however, the experience of other
countries has proved (see, e.g. Rauch et al.,, 2009) that the present orientation of strategies
does not indicate a high level of competitiveness (of the Latvian companies, in the present
case). Thus, based on the results of this study, we might suggest that the Latvian companies recon-
sider if they should probably risk slightly more and take a more aggressive position in their work
with competitors in order to improve their own situation in the local and foreign markets.

3.3.7. Key priorities of owner-managers

In addition to the evaluation of the existing strategy we asked the company owner-managers about the
key priorities that they think should be introduced in order to become more competitive in the market.
The findings are summarized in Figure 5. According to the Latvian entrepreneurs, the highest
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“To survive” [ 35
To reduce costs NN 5

To increase profitability in general (profit) A | 53

To enter new foreign markets e — 3.8

To increase the volume of sales in the existing foreign = a3

To increase the volume of sales in the Latvian market 5.2
To introduce new products/ services in the local market  — 4

To improve the quality of supplies from commercial partners | 39

To improve the employees’ professional skills —————————— 4.4

To improve management skills ] 4.2

To improve the product/ service distribution ] 4.2

To increase advertising/ promotional activities _—0 3.4

To reduce other costs (not salary related) | 4.3

To reduce staff costs (salaries) — 33

To introduce changes in technology —— 35

To improve the product/ service quality _ 4.8

1 2 3 4 5 6 7

Figure 5. Key priorities to increase competitiveness.

priorities are to increase profit (5.8 out of 7), to increase the volume of sale in the Latvian market (5.2),
to reduce costs (5.0), to improve the quality of products or services (4.8). Lastly, when
analysing business strategies, we have to, of course, look at the companies’ orientation towards
foreign markets, that is, the size of export. Based on the study, about 12-13% of the surveyed
Latvian companies export 5-25% and a similar share export 26-50% of their total volume of sale.
There are about 6% of companies whose exports reach even 51-75% and 76-95% (6.1% and
6.4%, respectively). We have to admit that this looks like a very good and promising tendency for
business competitiveness.

3.4. Communication networks

It is well known that companies’ own resources, especially, for micro, small and medium enter-
prises, are very limited. Thus, in order to compete more successfully in the market, successful com-
panies attract various resources from outside and they do it with little or no financial investment.
One of the very effective and economical ways to attract external resources necessary to be com-
petitive is successful use of the company contacts or in other words — communication networks.

Communication networks can be used to attract very diverse resources that are significant in
ensuring business competitiveness (see, e.g. Malecki & Veldhoen, 1993; Simon, 2009). For
example, there are many fast-growing firms around the world, including in Latvia, that have
proved that one can get useful and often free-of-charge information from suppliers, clients, and
also competitors about any potential market tendencies — products that sell well or badly in
specific markets, new trends for products, services, etc. (see Sauka, 2013; Sauka & Welter,
2008; Simon, 2009). As reflected by the results of this study, however, the Latvian entrepreneurs
are not particularly active either in the use of this (the average result is 3.9—4.4 out of 7) or any
other communication network.

According to our results (see Figure 6), the Latvian companies are especially inactive in: (a)
cooperation with business laboratories (1.6 out of 7), universities and research institutes (1.4),
which could be a potential resource for introduction of innovative, competitive products or ser-
vices; (b) cooperation with organizations promoting entrepreneurship — both state owned (e.g.
Investment and Development Agency of Latvia) (1.9) and non-governmental ones (e.g.
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Suppliers (of materials, equipment, services) [—— 39

Friends and family

Figure 6. Communication networks.

Latvian Chamber of Commerce and Industry) (1.7) — which can be used not only to influence
national processes in business policy (e.g. business legislation), but also to reach out to foreign
markets. The surveyed Latvian companies have very little cooperation with municipalities
(1.9), banks and other financial institutions (2.5), as well as friends and family (2.5) to attract
free or very cheap resources. Similar to the information about clients, competitors, and suppliers,
in order to gather information that is important for one’s business the Latvian companies more
often use business newspapers (4.2) and the internet (5.4).

3.5. Financial resources

In order to introduce competitive business strategies, it is definitely not enough to use free or com-
paratively cheap communication networks. Companies’ access to financial resources has a crucial
role in ensuring competitive business. According to our results, the Latvian entrepreneurs evalu-
ate their access to financial resources slightly above 4 (4.3 out of 7). However, when analysing
answers broken down into business groups, one can see that a slightly bigger share of the sur-
veyed entrepreneurs are satisfied with the access to financial capital (see Figure 7). The results
show that approximately 50% of the surveyed companies evaluate access to financial capital
somewhere within 5-7 (where ‘7’ means sufficient access to financial resources). Only a little
more than 30% of companies have evaluated this factor within 1-3. Although, in general, this
is not a very good indicator and we cannot refer to the Latvian business environment having a
very good access to financial resources for companies; nevertheless, we have to admit that con-
sidering the overall economic situation in Latvia, this result shall not be interpreted as overly
negative.

We included another question in the competitiveness survey of the Latvian companies with
the aim to find out if they use the available financial capital (as well as human resources, physical
resources, strategies, and others) efficiently in order to gain profit. Besides, we wanted to know
what they do with the gained profit. It has to be said that the study results are pleasing as regards
this specific indicator. Slightly more than 72% of the surveyed entrepreneurs reported that they
made a profit last year. Moreover, approximately 70% of them reinvested the entire profit in
their business, which definitely indicates a sustainable approach towards doing business (see
Figure 8).
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Figure 7. Access to financial resources.
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Figure 8. Amount of reinvestment of profits.

3.6. Influence of external environment

The results (see Figure 9) indicate that in general the surveyed entrepreneurs evaluate the influence
of external environment on business competitiveness (or more precisely — the situation in the main
markets where the company works) neither positively nor negatively. Taking into account the
average index, we might conclude that the Latvian entrepreneurs do not look upon the influence
of external environment as either too burdensome and threatening, or business friendly (the evalu-
ation is 3.6—4.0 out of 7). When analysing the results in more detail, however, we see a slightly
bigger share of the entrepreneurs who look upon the market as risky where every decision
might turn out to be crucial (i.e. about 22% and 36% of the respondents evaluate this aspect
with ratings of ‘2’ and ‘3’, respectively). A similar negative tendency is observed as regards
their assessment of the market dynamics, variability; more entreprencurs are inclined towards
assessment of the market as hostile where it is difficult to survive. According to the study
results, there is marginally more positive tendency in the Latvian entrepreneurs’ evaluation of
the market from the point of view of the growth of demand for the products on offer. In a
similar vein, irrespective of the above mentioned rather negative tendencies, approximately half
of the entrepreneurs think that the market has potential, that is, possibilities for business growth
are on the increase.
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Figure 9. Evaluation of external market.
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Figure 10. Competitiveness assessment of the Latvian entrepreneurs: average indices assessment scale: ‘1’
uncompetitive companies; ‘7’ very competitive; n=410.

3.7. Business activity in comparison to competitors

At the end, we asked the company owner-managers to evaluate their company activity as com-
pared to that of the main competitors in the economic sector. Namely, the entrepreneurs were
asked to compare the three key indicators of business activity: profit, turnover, and the number
of employees, as well as the size of export and investments in the company.
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According to the study results, when comparing their own activity with that of the competi-
tors, the Latvian entrepreneurs rate themselves slightly below four (3.7-3.9, depending on the
activity indicator). Thus, on average the Latvian entrepreneurs perform neither better nor
worse than their competitors. When looking at the results in more detail, we found out that
most of the surveyed entrepreneurs (39—41%, depending on the activity indicator) assessed
their activity with a rating of ‘3’ — thus, they think that their competitors work better. This
detail in the study result surely leads to the question which companies are more competitive in
the eyes of the respondents — are they Latvian or foreign, big or small? Unfortunately, the
present study does not provide us with an answer to the question.

4. Conclusions

Assessment of the competitiveness of the Latvian companies in accordance with the study results
is summarized in Figure 10.% The figure shows the average index of all the determinants of com-
petitiveness included in the study of the Latvian companies. Namely, efficiency of employees has
been calculated taking the simple average from answers to questions in each of the blocks of the
questionnaire form as described in Section 2.

According to the results, the indicator that is, on average, least used by the Latvian entrepre-
neurs to promote competitiveness, is communication networks. In a scale from ‘1’ to “7°, where
‘1’ means low, but ‘7’ is very high as regards use of the concerned element in doing business, com-
munication networks were evaluated at ‘2.9°. This result proves that to strengthen competitiveness
the Latvian companies should pay much more attention to cooperation with universities and other
research institutions, suppliers, and clients, as well as organizations promoting entreprencurship.

Operation evaluation in comparison with competitors alone reflects the level of competitive-
ness of the Latvian companies and it is evaluated slightly above the middle index: 3.8 in a scale
from ‘1’ to *7°. The Latvian entrepreneurs have given a similar evaluation of just above the middle
index (3.9) to the influence of external environment — it describes how favourable or unfavourable
for doing business is the market where the company operates. Competitiveness of the companies
is hugely determined by their ability to plan and implement business strategies. The average
results of the study (4.0) prove that many companies need to reassess their choice of strategies.
In particular, when it comes to both orientation towards ‘cost leadership’ or ‘differentiation’,
and ‘risk-taking” and ‘proactivity’ it would be useful for at least some of the Latvian companies
to reassess their strategies in order to increase their competitiveness in export markets.

The Latvian companies have shown a slightly better result, 4.3 out of 7, in evaluating access to

financial capital, which means that there is a lot to do in the area, especially, on the part ofthe policy-

makers and financial institutions (see Sauka & Welter, 2011). The efficiencies of the Latvian entre-
preneurs in using their employees and access to physical resources as a contribution to the overall
competitiveness have been evaluated relatively higher with ‘5.5 and ‘5.7, respectively.

In general, in accordance with the study results on competitiveness of the Latvian companies,
the Latvian entrepreneurs perceive they have sufficient potential to use various promotional tools
for business more actively, in particular, specific business strategies and communication net-
works.> However, considering the ability to profit of most of the Latvian entrepreneurs, as well
as their orientation towards export markets and use of the physical resources, the study results
give reasonable hope that the Latvian companies will develop in the right direction.

As a result, we hope that the study on competitiveness of the Latvian companies will be a
useful source of information for Latvian entrepreneurs, among other things, in reassessing
business strategies in order to take the right decisions leading to business growth. As for the
policy-makers, the key message in the current study is rather clear: it is important to continue
active work towards improved common business environment — business infrastructure, including
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access to financial capital, and, as proved by other studies, (e.g. Sauka & Putnins, 2011), also
quality and consistency of the tax policy.

The main shortcoming of this study is, arguably, its descriptive nature. Namely, the study only
identifies various factors that potentially can contribute to the competitiveness of the firm but does
not say anything about how various drivers of competitiveness could be combined in order to
increase firm profits. A qualitative approach would be required to determine interactions of these
factors, which is one of the areas for further studies on competitiveness of the firms. Apart from
this, other such studies could also develop more knowledge on which factors are, in general,
more important than others. In the context of this study, such information would be crucial in
order to add weights to various indicators when calculating an average — apart from taking a
simple average. The results might also be context specific and should be interpreted with caution
when applied to countries with more developed market economies, such as those in the ‘old EU’.
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Appendix 1 Descriptive statistics and correlations.

Risk External Profit
Innovation taking Proactiveness Export Finance env. increase  Education Experience Turnover Nationality Industry
MEAN 0.000 0.000 0.000 2.579 4481 4.463 3.125 4.944 1.483 3.295 1.288 3.600
STD 1.000 1.000 1.000 1.998 1.759 1.694 0.943 0.930 2.072 6.341 0.518 1.887
N 394 394 384 373 395 395 391 358 385 270 382 405
Risk Profit
Innovation  taKing  Proactiveness Export Finance Ext, env. increase Education Experience Turnover Nationality Industry
Innovation 1.000 0.570 0.661 -0.013  0.139 0.227 —0.107 0.116 0.022 0.070 0.001 0.034
Risk taking 0.570 1.000 0.553 —0.105 0.068 0.228 —0.194 0.078 0.011 0.097 0.118 0.065
Proactiveness 0.661 0.553 1.000 —0.112  0.155 0.193 —0.125 0.132 0.078 0.172 —0.009 0.045
Export —0.013 —0.105 —0.112 1.000 0.055 —0.113 0.184 —0.009 0.091 0.132 0.143  -0.213
Finance 0.139 0.068 0.155 0.055 1.000 -0.019 —0.008 0.113 -0.102 0.142 —-0.064 -0.024
External environment 0.227 0.228 0.193 —0.113 -0.019 1.000 —0.128 0.098 0.001 0.050 —0.023 0.045
Profit increase —0.107 —0.194 —0.125 0.184 -0.008 —0.128 1.000 0.042 0.226 0.030 —0.135 -0.146
Education 0.116 0.078 0.132 -0.009 0.113 0.098 0.042 1.000 0.067 0.075 0.003 0.070
Experience 0.022 0.011 0.078 0.091 -0.102 0.001 0.226 0.067 1.000 0.079 —-0.034  -0.035
Turnover 0.070 0.097 0.172 0.132  0.142 0.050 0.030 0.075 0.079 1.000 0.105  -0.099
Nationality 0.001 0.118 —0.009 0.143 —-0.064 —0.023 —0.135 0.003 -0.034 0.105 1.000 -0.018

Industry 0.034 0.065 0.045 -0.213 -0.024 0.045 —0.146 0.070 —0.035 —0.099 —0.018 1.000
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