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Abstract: The research is drawn on the main hypothesis tlatid does not use its
advantageous location effectively supported byptevious research results published this
year in the book “Climate change and adaptation: toatvia” where the authors found the
modern industrial real property market stock waudd need any further growth and pointed
on the local industrial real estate market misbhadarmhe research subject is the leading
industrial multinational enterprises with from tBaltic Sea Region working in Latvia. The
survey is planned to be conducted in Latvia. A foofithe research is on finding out the
key principles in those companies’ choice on themappropriate territory to the industrial
objects and industrial location specifics. The Papentains the questionnaire with the
projected results, the analysis of other scientistek results on the industrial location
research and the model previously introduced. Taked out model is devoted to forecast
stock of the modern industrial premises in Eurapéhe territory of the Republic of Latvia
by the original approach of including the Europemate change issue as a basis to assign
the sustainable supply of the industrial premisgglying complex of the methods like
logical approach and comparison, the system andrdimrow's analyses. The Paper is a
message to professional critical view and assedsometine model and the questionnaire.

Keywords: business in the Baltic Sea Region; economicallyaathgeous location;
industry location; locational strategy; marketattiveness assessment.



1. Introduction

There are a number of reasons for the companiassess the local market attractiveness to allocate
the business.

The researchers stand at several problems of anglynd assessing the consequences of the
headquarters’ decisions to enter the foreign markBte leading theory on multinational enterprises
location strategies explains the OLI (ownershipat®mn and internationalization) triad advantages.

According to the previous research session resiudtsauthors concluded that Latvia may process
the manufacturing industry development following tGzech or Swedisscenarioswhich mean the
considerablencrease othe manufacturing branchfficiency approximately 3 to 6 times in Latvia, the
authors allow that the modern industrial real progpmarketdoesnot need any further growth under the
choserscenarios.

Sweden invested into the developing Baltic (Latyiaithuanian and Estonian) economies most
actively in the second and third year of the tammintries’ GDP growth. The financial crisis course
the prompt capital outflow of the investigated Sisacassets and its reallocation. It has incredsed t
assets the stable economies countries. The Lithnatientists facilitate forecasts of possibledseof
fixed investment and corresponding economic grq@th

As one of the examples, the Latvian periodical BeBizness recently published news on Volvo
decision to close the buses’ manufacture in Sweatah fully bring it to the Polish manufacture
subsidiary Volvo Buses. This strategy is based han downturn on the sales and demand, so the
company believes to cut the costs, but the movermsitestimated at 15 million US dolld2s].

The following hypothesis and questions to discussiere erected to the analysis: Latvia does not
use its advantageous location effectively.

The further substantial chapters of the Paper &ee Methods - a section explaining the
methodology applied and scientific investigatiortlué industry location research based on the sarvey
and qualitative analysis listed in the scientifierature, the Results and discussion panel, which
contains a list of the questions and problems martsebuild a basis for the survey and the model
introduced, and Conclusions.

2. Methods

The main focus of the current research is on theeoship — Baltic Sea Region (further in text —
BSR) multinational enterprises and location spesifiThe authors targeted to work out the
guestionnaire to conduct the online survey in lafar the leading industrial business companies of
the large and middle scale of C, D, E (NACE catmg)rworking in the territory of Latvia with the
capital shares from the Baltic Sea Regi@rrequest on the qualitative and quantitative deda made
to the Lursoft Company —the local data bases daérprises. Total number of matches is $22]. A
research object is an industrial real estate ptppearket in Latvia and the targeted companiedfare
subject of the research. The idea to get to knogv kKly principle in their choice of the most
appropriate territory to the industrial objectssigoported by the question list given in Table 2e Th
main methods of the research used are the quaditdtita analysis to obtain a list of the required
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companies according to the criteria number worket and a literature observation which has
indicated a theoretical background of the stasstiod the issues of the market attractivenessegita
analysis and business scope in the Baltic Sea Regio

In the book “Climate change and adaptation to mtvia” the authorgroposedthe original
approach of including the European climate chasged as a basis to assign the sustainable supply of
the industrialpremisesapplying complex of the methodike logical approach and comparison, the
system and dynamic row’s analy§2g].

The authors have studied several scientific workshe case of making survey and analyzing its
results. In all cases studies dataset counted4dfcompanies analyzed and rather high response rat
— over 50 per cents, in some cases (personal ietesy even over 90 per cenf§he current
pessimistic expectation to the online survey mighsult from 20 to 50 per cent response rate due
to limitations in direct contact information, fast changing market causing the bankruptcy of the
current businesses in the short time period and pagle low business interest to the survey or
low degree of belief to the results data.

A standard theory of the professor John H. Duninghe multinational enterprises knowledge says
that success of the foreign direct investment acadren ownership, location and internationalization
(OLlI triad) advantages exceed the costs of estabfisand running foreign subsidiarigg, [4]. In this
perspective the authors followed the above-menticeréeria for the qualitative data set as well as
working out the questionnaire.

Kronborg and Thomsen studying Denmark industry miafkom 1895 — 2005 used a matched
sample methodology. The objective is to approxinaatentrolled experiment by matching a treatment
group (foreign-owned companies) to a control grthagi is as similar as possible to the study group i
relevant dimension$2], [7], [11].The sampling design is as follows: the foreigmbsidiaries of
manufacturing companies registered in certain yasne sampled with a follow-up in the research
year (2005). The data collection was made as béesds possible by 1) identifying all foreign-owned
companies in the company register, 2) choosingpasr@ the company in the same industry category
that same closest to the foreign company by agpeitwmary criteria) and share capital (secondary
criteria). Therefore the database consisted offs2& of companies.

We agree to Kronborg and Thomsen which cited atksgarchers on the idea that at the firm level
the relative survival of foreign subsidiaries iely to increase over time (with firm age) becatise
initial liability of foreignness is gradually ovesme as a foreign subsidiary learns more about ¢isé h
country environment and develops better connectiontocal business networKg]. Within the
market attractiveness criteria of the current redegquestionnaire list local collaboration oppoitigs
(local authorities, scientists and business coniga®), local tax policy and the advantages of toall
natural resources’ use are named between the e@sedetermined the choice of location and also
future development plans of the companies.

The theoretical side, the Heckscher-Ohlin modelssts that the spatial distribution of economic
activity is determined by comparative advantage wuéactor endowments. In turn, New Economic
Geography models show the existence of a bell-shaglationship between the process of market
integration and the degree of concentration of stidal activity in the territory. The analysis dfet
results shows that both comparative advantage &t@-type mechanisms were determinant drivers of
industrial location in Spain, although their relatstrength changed over tirf&3,[10].
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Mueller and Morgan in their research on the logatiecision of the manufacturers in Michigan
based a study on personal interviews with top etkezsidistinguish between three kinds of location

decisions (see Fig.1 and Fig.2): 1) the locationed firms, 2) the decision of existing firms taystat
their present location or, alternatively, to reli@cand 3) location decisions which occur in cotioec
with expansion of facilitiefl1][12].

Another research made in early 1960-ies by Greeahdt Jackson in Florida, USA, The most
important single factor which, supposedly, influeddhe firm to settle in Florida was the existeate
a market for its product there and the prospectib$tantial growth of that market. The second majo
factor in leading the firm to a location in Florilad been analyzed to do with costs. The community
factor includes such advantages as proximity tomeaterials, an extensive local market area, superio
community services and facilities as well as thistexce of sufficient space for expansion, nearoéss
plant location to workers' homes, and similar iteindeed, for a theory of location designed to akpl
why firms have located in a certain community cdithese elements are suggested to be rel¢ghant

Figure 1. The reasons for the first location decision — lmrabf new firm analyzed by Mueller and
Morgan in 1962, USA12]
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Figure 2. The reasons for second location decisions — stagdime or relocate analyzed by Mueller
and Morgan in 1962, USH 2]

ReASONs GIVEN BY MICHIGAN MANUPACTURERS FOR POSSIBLE RELOCATION
OR EXPANSION AT NEW LOCATIONS

(Percenuge of Employment Represented)
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* Less than ¥ per ceat.

1 Total differs from 100 per cent because some respondents mentioned several advantages,
while others (having no specific location in mind as yet) did not mention any.

t'.!‘hueqmummuhdofﬂ cmtomehlfmm urers who said that they
definitely, probably, or possibly might relocate and of 29 per cent who said they would or
might expand in other areas,

Resmini estimates different identification withihet neoclassical trade models. The industry
location depends on the specialization of the tteral unit considered in line with comparative
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advantages of location’s geography, factor endovisnand technology14],[15]. The researcher
posed the large regions and more generally regisits good market access would become
particularly attractive production locations angbert bases.

Cantwell et al. argues that the main drivers fistitutional entrepreneurship are now found in the
increasing autonomy of multinational enterpriselsssiiaries. Thus multinational enterprises agency
derives from more decentralized forms of experiragon in international corporate networks, which
competence-creating nodes of new initiatives caawadve with local institution§3].

The results of the survey carried in Polish indaktarket by Wolf Nikolaus pointed to a role for
both, comparative advantage and access to masteigjing that both statistically and economically
the most important factors were the endowment sktted labor and inter-industry-linkag23].

The personal interviews are the qualitative infdiora search method. Michael E.Mullis in his
study conducted a survey by phone and mail. Thepeomset gained from Fortune 500 companies list
[13]. The countries particularities are considdmgdhe enterprises but one of the key issues tyfoca
every location is a need for confidentiality in tb@laboration to the community during a realizatio
of the industrial prospedtl3]. The Mullis study’s results illustrated theptgal issues or “real life
scenarios” expressed by the industry leaders higatrtanagement solves at the every-day basis while
negotiating and suffering from the rivalry in thearket. Among those reasons the loss of competitive
advantage of a strategic new location, impact ahestate costs and alternatives and communityls an
the politicians’ interest are named. The impactreal estate costs and alternatives might tightly be
dependant on the country’s regulations system’sldgment level and the ambitions of a landlord.

Le Bas and Sierra study is based upon a databateedfuropean patenting activity of the largest
multinational firms in Francfl],[9].

For the current research planned survey, the autimarrk that according to Le Bas and Sierra
study’s results of, the companies from Denmark,n@gry, Norway, Sweden and USA where R&D
activities are aimed at monitoring or acquiring @atitive advantages which are complementary to
those already possessed by the firm (strategy NB]3]9]. Finnish companies in research of 2002
rather follow the strategy characterized by Kuemeners “home-base-exploiting FDI” in R&D
(strategy No0.2)8]. In terms of policy implications it could noted thahat happens in the home
country stays very important. The advantages bhuiftome are at the core of strategies No. 2 and.No.
This clearly shows the national system of innovatjim particular the system of academic research)
should strengthen the technological advantagesoad! Ifirms and enables them to succeed their
location abroad. Thisjow the companies follow the marked strategies byationality the authors
could partly check within the questionnaire planned

3. Results and Discussion (M_Headingl)

Before the authors introduce the main results efrésearch, they point at tdescussion: what is
the suggested approach to raise the response ratetioe chosen survey method (online survey)?

3.1. This Is Hypothesis: Latvia does not usedigatageous location effectively

Latvia has economically advantageous geographical locditikimg large and powerful countries
investors likeRussiaand Scandinavian states blodlatvia could cumulate all its force on servicing
these big neighbors, but it does not. For this psepit must have strong professional specialists and
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well developed infrastructure. There is an evidargbalance in the Latvian real estate market and
inland industry locations’ characteristics often wot require the long-term plans of the operating
companie$16].

According to the previous research session reswitBin the recent years, the rates of the Latvian
gross domestic product (GDP) and the Latvian retaiiover concentrated in Riga keep at the same
level — 55% and 60% correspondingly. Compared earéist of the Latvian territory, the retail turnove
per one resident of the capital was more than 8dilmigher. Capital city’s retail property saturatio
would overlap the 900 sg.m level per 1,000 inhaitétan 201517], [18][19]. Two years ago the
Latvian modern industrial real property stock acted 0,45 million square meters (24 times less than
in Sweden and 8 times less than in Czech), tha®@® euro of the industrial capacities per 1 sgim o
the modern industrial premises (that is 3 time$idighan in Sweden and 7 times less than in Czech),
so the authors concluded, that that Latvia may gs®che manufacturing industry development
following the Czech or Swedisddtenariosywhich mean theonsiderablencrease othe manufacturing
branchefficiency approximately 3 to 6 times in Latvia, the authdtsva that the modern industrial real
property marketloesnot need any further growth under tbigosenscenarios. Knowing the modern
industrial real estate property stock of the corapker countries (in the experimental investigation —
Czech Republic and Sweden), three scenarios ofota¢ market stock potential (in the research —
Latvian modern industrial real estate property rmaarlsegment potential) and presumptive
manufacturing capacity are worked out (referring able 1)[22].

Table 1. Collation of the 2035 forecast and 2009 statisfi¢® Latvian case results to tinf@g].

Ratio\ Country scenario 1 2 3

Agriculture, gross value added 0.43| 0.78 | 0.60
Manufacturing, gross value added 2.36| 1.00 | 1.67
Manufacturing percent from GDP in 2020 0/5@.38 | 0.46
Modern industrial real estate property stock 0.4171 | 0.55
Manufacturing gross value added per 1 sq.m of monhelustrial property | 5.750.32 | 3.04

Low market capacities, limitations of the locationghysical and strategic development
characteristics, protective tax policy and recerdirb exodus create threats for attracting foreign
businesses. Companies rather use lower cost demefdpcountries and the location in the Latvia’'s
neighboring countries.

The authors considered ,competition effect”, ,localarket particularities” and ,investment
environment”, ,locational strategy” and ,multinatial cooperation]9], [21], [24].

The authors connect two general blocks: regionahemic planning within a certain region and
real estate business as a support function to indusarket development.

Regional economic planning (see the VASAB modelngpia in Fig.3) is often directed towards
stimulating commercial and industrial environmehagegion. Assessing the regional spatial strectur
and planning, the main goal of it is to coordinated ensure with the guidelines in land use,
infrastructure development, transport, services aodnomy development and other sectors’ and
interests’ maintenandé].
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When looking at the business allocating and locatket development plans issue the authors
categorize it in three types of collaboration: @dlustry and agriculture; 2) trade and services; 3)
construction as a support and interaction branch.

The strategic decisions on the territory developnmeeeting the commercial needs what to build
and for what purposes or following rather agricidticapacities searching on where exactly and what
cropper to grow effect the real estate market esipanopportunities in the aspect of location
availability and location investment attractiveness

The Baltic Sea Region namely includes the followangas: EU member states Denmark, Estonia,
Finland, Latvia, Lithuania, Poland, Sweden andhen parts of Germany, as well as the neighboring
countries of Norway, north-west regions of Russid Belarus.

Figure 3. The BSR cooperation scheme until 2(038],[29].
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2.2. Industry location assessment criteria

It is considered to outline four tasks of the syrve) to determine the influence of a level and
conditions of the market development; 2) to dethmeats in a territory acquisition; 3) to analykzéhe
current locations match the strategic plans ofktiterprise; 4) give a resume on the R&D stratege ty
when working in Latvia.

Formulating the right location criteria might bdlirnced by a choice of headquarter, collaboration
perspectives with the local authorities, the dgwalent plans of the administrative territory or loca
correspondence to the manufacture’s requiremehesatlithors examine this part of a research by a set
of criteria given in Table 2.

Table 2. The planned survey question list (authors results)



Grade | Type/ Question C Low level of rivalry
A Statistics Low price level of the staple in
1 Answer date d Latvia
2 Company Name Close collaboration with local
3 The Contact person data: scientists in the company's R&P
a Name, Surname e activities
b Occupation Beneficial credit terms  and
Phone number (GSM number |in |f conditions for the industrial business
c priority) The advance to use the local natural
d e-mail g resources for the manufacture
B Specialty questions Latvia has appropriate ecologigal
When did the company enter thel h conditions
4 market? [ Availability of labor (skills, supply)
Is the administration office placed | Low labor costs
in the same territory with Well-developed transpoft
5 industrial premises in Latvia? K infrastructure
How many industry locations does The company has full manufacturing
6 the company have in Latvia? process organized in  Latvig,
Is current location/ locations the including its realization in local
first from the beginning of market
company' start or the company What factor predetermined the
has already relocated the business genuine decision on a choice of
7 in Latvia? 11 location
Did the company follow the Nothing but the Headquarters’
expansion of the land plot/ any of a decision
8 the land plots? Cooperation capabilities with |a
Please give the characteristics af | b certain community
the occupied industry location/ The strategic development plans
locations (if there are several) ang C the current administrative territory
9 premises in Latvia: The best match and fit to our
total land plot area (including the |d production needs
a area under the buildings), ha Close to the local partners
gross floor area of the occupied Close to the customers supply
premises of industrial premises, |f market
b square meters None of the above-mentioned
gross floor area of the occupied |g criteria
premises of the Company's The Company’s plans for the next
C administration square meters 12 five (5) years in Latvia
The market attractiveness criteria a Expansion of the manufacture
10 when company entered the markef The manufacture’s assets movement
a Advantageous geopolitical location from Latvia
b Attractive tax policy Production cut
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d Cease manufacture in Latvia The current market attractiveness
Another answer 18 criteria
If the previous question results ag a Advantageous geopolitical location
"Cease manufacture in Latvia" b Attractive tax policy
13 please name the reason Low level of rivalry
Does the occupied land plot and Low price level of the staple in
premises acquire the company’s d Latvia
requirements for the nearest five Close collaboration with local
14 (5) years? scientists in the company’'s R&D
The physical characteristics | e activities
a (parameters) of the land plot Beneficial credit terms and
b The conditions of the premises f conditions for the industrial business
The current utility system The advance to use the local natural
Transport infrastructure within 1 km | g resources for the manufacture
d radius Latvia has appropriate ecologigal
What are the planned territory h conditions
and premises changes for the [ Availability of labor (skills, supply)
15 nearest 5 years j Low labor costs
the company plans to move the Well-developed transport
industrial premises to another |k infrastructure
a location in Latvia The company has full manufacturing
the company plans to move the process organized in Latvia,
administration premises to another including its realization in locgl
b location in Latvia | market
Please give the characteristics of | C Corporative identity of the Company
the planned industry location/ 15 The Company's status in Latvia
locations (if there are several) ang a Headquarter
16 premises in the future 5 years b Subsidiary
total land plot area (including the Did the Company survive the
a area under the buildings), ha 16 market and acquisition?
gross floor area of the occupied What is the Company's turnover
premises of industrial premises, | 17 in Latvia in 2011, EURO
b square meters The Company headquarters’
gross floor area of the occupied |18 country location
premises of the Company's | g Belarus
c administration square meters b Denmark
Does the company's management | Estonia
make plan the business activity in d Finland
Latvia for longer period from +5 e Germany
to 10 years (2017-2022)? if the | Latvia
answer is "No", please give the g Lithuania
17 reasons h Norway
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[ Russia f Latvia

j Poland g Lithuania

k Sweden h Norway

I USA [ Russia

m Another answer ] Poland
The city location of the k Sweden

19 Company's headquarter I USA

a Capital city The Latvian subsidiary's business

b outside the city capital 23 activities' markets in 2012
The subsidiary/subsidiaries' a Belarus

20 country location b Denmark

a Belarus c Estonia

b Denmark d Finland

c Estonia e Germany

d Finland f Latvia

e Germany g Lithuania

f Latvia h Norway

g Lithuania [ Russia

h Norway ] Poland

[ Russia k Sweden

j Poland I USA

Kk Sweden D R&D strategy

I USA What is the size of the Corporate

m Another answer investment in Research and
The city location/locations of the 24 Development in 2011, EURO
Company's subsidiary/ a Total investment size, of which

21 subsidiaries b in Baltic Sea Region

a Capital city in Latvia

b outside the city capital What development dynamics for
The Corporation's business the investments in Research and

22 activities' markets in 2012 Development the Corporate plang

a Belarus 25 for the next 5 years, in percents?

b Denmark a Total investment size, of which

C Estonia b in Baltic Sea Region

d Finland in Latvia

e Germany

The authors’ expectations on the answers to thanable questions are the following:

1. Question 4. As the major database set is of th#irigacompanies, the authors expect the major
answers would be within the last one or two decades

2. Question 5. The administration office probably viné located in the same territory with local
industrial premises.
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. Questions 10 and 18. The authors assume that ‘d’atadvantageous geopolitical location”
together with and “proximity to the materials” mighe most highly valued from the rest. The
lowest rates to the question 10 could get the arssWdtractive tax policy” and “The company
has full manufacturing process organized in Latwialuding its realization in local market” to
the question 18. The authors expect the most pesanswer on the companies’ careful and
tight collaboration with the local communities, dod support from the local side and local tax
legislation, poor percentage of the local forces imsthe corporation’s R&D activities, certain
collaboration with local business units with a sgoorientation on the further market outlets
outside Latvia (wood manufacture, food productsdin

. Question 14. The most “No” answers could get theratteristics of the premises due to certain
limitations of being in industrial parks or takitige old factories building, the land plot due to
the land plot physical limitations or connection ttee road and distribution channels, and
transport infrastructure due to still low qualitfytbe roads connections in Latvia and possibly
far proximity to the supply markets or materials.

. Questions 15 and 17. According to the stagnatianarnket the most probably the companies do
not plan any changes for the nearest five yeansctwld possibly expect the development for
the longer time period.

. Question 16. M&A is rather new way of business atvia, but became rather popular in the
last decade due to local companies assets limig@tad often bankruptcy.

. Question 19. If following the Latvian example, t@@mpanies headquarters might mostly be
located in the capital cities.

. Questions 18 and 20. The answers would be closketd-DI share structure chart for Latvia
(see Fig.4).

. Questions 24 and 25. The answer partly is giveheapoint 3 above.

Figure 4. An average annual cumulative FDI structure in laaftom 1992-200921], [26] ,[27]
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2.3. The sustainable development model for the maddustrial real estate property

The authors introduce the sustainable developmeteifor the modern industrial real estate
property on the basis of the climate change amalggtecting the comparable focus countries
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territories for the further industrial property stoassessment by the fact of the local market’s
misbalance assumption (see Fig. 5). Authors relrethe ENSEMBLES project, a scientific prediction
system for climate change as one of the options mitiltidimensional calculations’ results in global
and regional Earth System models, where the basigeaineteorological research data obtained from
the member countries has been adjusted by theedmiethod with high resolutig20],[18].

The main idea and processes of the research peesienfigure 5 with the purpose to further prove
for other countries forecasts and editing and imimig the model by adjusting the other factors and
ratios.

Figure 5. the authors’ proposed sustainable dewsdop model for the modern industrial real estate
property[20]
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13

2) Discussion: comparative prices year 2000 = I0@ authors present the part that the system
and dynamic row's analysis is carried by applyimg tomparison approach method considering the
official statistics available and comparat[2®],[22].

According to the research results already mentioimedhapter Il (A) Latvia may process
the manufacturing industry development following tGzech or Swedistcenarioswhich mean the
considerablancrease othe manufacturing brancéfficiency approximately 3 to 6 times in Latvia, the
authors allow that the modern industrial real propenarketdoesnot need any further growth under
thechoserscenariog22].

3. Conclusions

The Paper is a message to professional criticalv vied assessment on the model and the
guestionnaire.

The author highlights the following issues: theerof the market development stage and conditions;
the main obstacles in the location choosing anitdey’s planning and management, the companies’
strategic plans.

It is considered to outline four tasks of the syrve) to determine the influence of a level and
conditions of the market development; 2) to dethmeats in a territory acquisition; 3) to analykée
current locations match the strategic plans oftiterprise; 4) give a resume on the R&D stratepgg ty
when working in Latvia.

The research has the main hypothesis: Latvia doesise its advantageous location effectively.
This is supported by the previous researches’ tequiesented in the Paper. From the pointed
expectations on the answers the one may resuméhthaypothesis is expected to be one of the major
conclusions from the planned survey that would shioat the location and premises characteristics
could not perfectly fit the requirements of thereat industrial market leaders.

The authors have pessimistic expectation on thporese rate to the online survey due to limitations
in direct contact information, fast changing margatising the bankruptcy of the current businesses i
the short time period and possible low businessrést to the survey or low degree of belief to the
results data as it is typical for the local marké&wwever, the authors think online survey mighthwe
most efficient way of controlling the answers ofaage quantity of the database set in a short time
period. By searching for the direct contacts thtopgrsonal contacts database and adding it useng th
online business networks or database of the magketmpanies, as well as thinking over the planned
results and introducing the main questions at thg sf the interview to get the interest and ntost
have reasons to persuade the managers to answeguéelsdonnaire, the authors believe to rise the
response rate level up to 50 per cent or even more.
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