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Abstract 

 
Attraction of investments to national economy may create positive environment to overcome challenges of 

the economic crisis, structural changes within the national economy, facilitate regional development and techno-
logical progress, which further serve as grounds to steady economic growth. Investments and their volume, struc-
ture and recurrence entail, to a certain extent, public economic development, increase of employment, increase of 
the taxable revenue basis, infrastructure development and improvement of economic activity, etc. Investments 
play a definite role in national economy and in shaping human culture and values. The socio – economic world 
consist from many different individual units, in which nature of each part depends to some degree on its relation-
ships and its surroundings. The investment processes can be characterized as open, unsteady and nonlinear. The 
synergetic nature of which appears when external parameters reach a critical margin. Therefore it is necessary to 
create the management system of investment process. 
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Introduction: Investment environment in Latvia 
The management system of investment 

process is created, building upon the results of 
analysis of investments in various industries, tak-
ing into account various geographic, demo-
graphic, political, social, economic, etc. factors, 
as well as factors of internal and external envi-
ronment. Information about the impact of various 
factors on the investment process plays a great 
role. The changes made may bring the system to 
a condition where it requires being constantly 
adjusted. That is the reason why investment en-
vironment needs to be identified and evaluated. 
The content of the investment process manage-
ment is determined according to its goals. An 
investment management goal is considered as 
reached when the actual result corresponds with 
the expected.  

Investment inflow plays a significant role in 
national economy, stimulating the national eco-
nomic development. Attracting investments un-
der the global competition is a tough and com-
plex mission, as competition is tight not just 
among businesses and regions, but economies as 
well.  

Accession of Latvia to the European Union 
had become a significant factor for boosting the 
investment flow. The primary drivers to make 
investment volumes bulging were the cheap fi-
nancial resources, nourished by the high tide of 
foreign capital as well as improvement in finan-

cial status of a great number of companies under 
the comparatively low tax burden and due to 
high domestic demand, etc. Within the time-
frame between 2004 and 2007, investment vol-
umes in Latvian national economy swelled al-
most twice. The annual investment growth 
tempo in Latvia within this timeframe exceeded 
the average annual investment growth tempos in 
European Union countries nearly four times. 
Then, in 2008, the investment volumes started 
to shrink.  

Analysis of non-financial investments re-
veals that non-financial investments in the 1st 
quarter of 2008 were LVL 545,9 mln, 2nd quarter 
– LVL 672,7 mln, 3rd quarter – LVL 744,9 mln, 
and LVL 864,6 mln in the 4th quarter. Non-
financial investments in 2009 have shrunk in 
comparison to 2008: by LVL 197,7 mln in the 1st 
quarter, by LVL 247,3 mln in the 2nd quarter, by 
LVL 342,1 mln in the 3rd quarter, and by LVL 
339 mln in the 4th quarter. Considerable further 
reduction of investment volumes was there in 
2010 as well: non-financial investments were 
LVL 171,5 mln in the 1st quarter, which repre-
sents a mere 49% of the non-financial invest-
ment volume in the 1st quarter of 2008, non-
financial investments were LVL 267 mln in the 
2nd quarter, representing 63%, and non-financial 
investments in the 3rd quarter were LVL 384.9 
mln, representing 96% of the respective period. 
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Fig. 1. Non-financial investments in Latvia 

 
1. The main factors affecting volume of the in-
vestments. 

The four major investment volume affecting 
factors are used as the fundament for building 
investment environment in Latvia: expenses for 
replacement of capital funds due to to their 
physical or technological wear and depreciation, 
loan interest rate of borrowed capital, company 
wait time to investment, when appropriate mar-
ket situation is reached, and rise in demand. The 
investment climate in the country is also affected 
by the following factors: the geographic position 
of the country, development of energy and 
transport infrastructure, overall economic situa-
tion, political situation and legislation, demo-
graphic situation, tax policy un monetary policy, 
qualification of labour force, education and its 
price, facilities to introduce new technologies 
and innovations, and other factors.   

An investment-friendly environment profile 
has the geographic position, as well as develop-
ment of energy and transport infrastructure as 
the primary focus of investor attention. Frequent 
and unexpected supply disruptions may break up 
the regular flow of production process, puts 
strain on compliance with contractual deadlines, 
inflates expenditure, reducing the profit respec-
tively. Prices for railway, seaport, water supply, 
public transport services, telecommunication 
safety, workforce and other production factors 
also bear vital importance. 

Investments into capital assets may change 
by gradually replacing older technologies by 
more advanced ones. According to the research 

of J. Schumpeter, this process may be regarded 
as formation of a new cluster of combinations, in 
lieu of the previous cluster of combinations. 

A cluster can be a cooperation model of 
similar or related enterprises that are located 
within a definite geographic territory, sharing a 
common market, technologies or know-how, 
suppliers, employers and supporting organiza-
tions. 

For the new combination to develop, it 
takes to make investments into capital assets, 
which, if obtained, would provide the necessary 
production capacity. It means production capac-
ity to produce goods with climbing demand ex-
pected. In this case, redistribution of investment 
resources is based on relocation of efficiency, 
from the old combination to the new one, as a 
new (improved) product cluster has emerged – 
with an increasing term of expiry and new im-
proved technology. Thus, the profitability of in-
vestments also rises. For instance, relocation of 
resources towards the new combination may be 
observed in the case of replacement of refrigera-
tor trucks to refrigerator trucks of a new con-
struction, with improved air temperature mainte-
nance cycle, to improve the quality of delivery of 
short expiry term products, as well as using new 
trucks of reduced CO2 and CH emission volumes, 
granting them the permission to use roads or 
times previously prohibited, thus reducing time 
and air pollution costs. 

Analysis of auto freight services reveals 
that Latvian transport companies have had a 
time of extensive changes. Within the timeframe 
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of 2006 and 2007, the volume of freights had 
an upward trend. While in the period of time 

from 2008 to 2009, these volumes had consid-
erably decreased. 

 
Table.1.The volumes of auto freight (thousand tons) 

 2006 2007 2008 2009 
Total volume of auto freight 54 187 59 905 54 459 37 820 
domestic freights 47 544 51 533 46 298 31 595 
international freights 6 643 8 372 8 161 6 225 

 
As we can see from the chart, the majority 

of cargo freights are domestic, and international 
freights comprise approximately 15% of the total 
volume. In 2009, freight volumes have had a 
very steep drop, reducing by 30% if compared 
to 2008. Domestic freights have had the most 
dramatic fall, although international freights have 
also had a drop by ~ 25%. 

The assets of the analyzed transportation 
company primarily consist of capital assets (from 
70 to 80%) and approximately (30 to 20%) 
working capital. Trucks wear out fast, therefore 
the company requires recurrent financial capital 
injections. In 2008 and 2009 the demand for 
cargo services also reduced, thus aggravating 
the economic conditions of enterprises in the 
industry yet further. 

According to data of the Road Transport 
Administration of Latvia, there were 3 509 inter-
national road carriers operating in Latvia as of 1 
January 2010. This number has shrunk, if com-
pared to 2009, as there is a large ratio of com-
panies gone bankrupt.  

The analyzed road transportation company 
was searching for effective decisions how to re-
solve the problem and survive under the condi-
tions of economic crisis. The company found a 
way of relocation of investment resources. In 
this particular case, the company channelled its 
capital to start new operating activities, i.e. for 
procurement of a van for carrying lesser loads 
over smaller distances, and, to increase load dis-
patching within Riga City. 

A rather frequent case is that small and 
medium enterprises in Latvia lack investment 
resources for procurement of new capital assets. 
With prices for borrowed capital hovering, small 
and medium enterprises tend to avoid borrowing 
capital. As a result of that, only investment pro-
jects with a high profit margin see implementa-
tion. Another aspect that matters is a company’s 
waiting time to investment, forecasting market 
situation and demand.  

With investment resources scarce, it is of 
the utmost importance to stick to the “major key 

parameter” concept of competitiveness when 
planning and implementing various investment 
policy measures. Placing the correspondence of 
the key (primary) parameter of a particular prod-
uct or type of production to market requirements 
at the top of the decision making criteria list. 
There are times in investment project develop-
ment, when the financial parameters of an in-
vestment project overshadow the significance or 
outstanding qualities of the product, especially 
when being measured against other rival prod-
ucts. 
 
2. The main principles of investment manage-
ment. 

It should be remarked that the traditional 
economic theory is far from being universal. It is 
expanded by the synergetic economics, as it ad-
dresses the aspects that the traditional theory 
overlooks. It attempts at explaining a number of 
other economic phenomena. Although, claiming 
that the synergetic economics solves all eco-
nomic problems would be an overstatement, it 
still allows forecasting and interpreting some dy-
namic economic processes, which may not be 
interpreted by models and methods of the tradi-
tional economics. 

One of the principles of investment man-
agement is to attain steadiness of investment 
management. The problem here is the innate in-
stability of investment processes, as well as their 
qualities of being open and nonlinear, the syner-
getic nature of which appears when external pa-
rameters reach a critical margin. It means that a 
systemic approach needs to be combined with 
the synergetic nonlinear, unstable and spontane-
ous. Therefore, decision making within some in-
dustries affect the decision making in others, and 
inflow of new investments in one industry may 
contribute to the development of related indus-
tries. 

Development in synergy is related to insta-
bility and non-linearity. Therefore these proc-
esses trigger changes, which lead the structure 
to the point of bifurcation. It finds itself in a 
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state of uncertainty, where any stimulus drives it 
along one of many potential routes.  

One of the primary tasks of system man-
agement is to guarantee stability of the system. 
Usually it is the result of focused activities of 
individuals. It is advisable to focus on any poten-
tial changes in the future, closer and further, 
rather than concentrating on errors of the past. 
Rather than developing a mechanism for main-
taining stability of the system, it is more advis-
able to opt for a natural, flexible approach (re-
sponse) to any contingencies that might entail 
problems of various sorts. Solving some prob-
lems seems to spawn new problems, as it some-

times appears, as the old ways and methods 
may not always work for any problem. 

As management of investment process is a 
specific function, it is implemented by means of 
certain systemic elements. The system, in its 
operational process, falls into the managing insti-
tute and the system to be managed. The manag-
ing institute encompasses all those elements, 
which are in charge for producing or creating 
new material (mental) values or new goods (ser-
vices). The managed system, in turn, contains all 
those elements that are in charge for focused 
operation of the process. 
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Fig. 2. The main rules of managing investments 

 
The managing institute, via fiscal and mone-

tary policy, creates conditions affecting the ap-
petite for investing. The overarching mission for 
the managing institute is to identify the major 
goals and milestones for the system managed, 
as well as introduce the adopted decisions and 
measures. A system, which is affected by inter-
nal and external changes, is called the managed 
system (managing object). At times, the manag-
ing institute identifies certain goals, develops 
regulations, laws, fields measures, but the man-
aged system responds to that in a way differing 
from what the managing institute had expected. 

Thus, attainment of the managing institute’s 
goals and the expected results is jeopardized.  

Managing influences and measures of are 
focused towards getting the management sys-
tem functions to facilitate reaching the set goals. 
Influence of the managing institute onto the 
managed object is regarded as a process, which 
may change the amount of influence ut.  

Thus, for instance, the price for renewable 
energy in Latvia (wind, small water-power 
plants, biogas), established by the managing in-
stitute, has not affected the goal established by 
the managing institute. The produced amount of 
electric energy under the tender as established 
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by the Cabinet of Ministers, instead of an inde-
pendent regulator, therefore costs more than the 
respective market price. The price of those busi-
nessmen in Latvia, who had gained the rights to 
sell the renewable energy resources under the 
mandatory procurement plan of electric energy, 
exceeded the average international price of im-
ported kWh by 82%. Thus the renewable energy 
resources cost LVL 37,5 mln more to all the en-
ergy consumers in 2007 than the respective im-
ported electric energy would have. 

As the picture demonstrates, the output po-
sition of the managing institute ut where the 
managing influence within any moment of time t 
depends on input positions affecting it. Man-
agement measures and influences primarily de-
pend on the managing institute goals and quali-
ties and capabilities of the managed system (γ). 
The goal of the managing institute is to develop 
managing influences ut. Managing goals may dif-
fer. It should be taken into account that the 
goals of the managing institute should not con-
tradict the goals of the managed object, although 
each is driven by its own goals (“homo 
economicus” concept). 

Factors of external environment (x) also af-
fect the influence of the managing institute, de-
velopment of measures and implementation. For 
instance, regulation of monopoles, when setting 
the price of natural gas is related to market 
prices of oil and oil products, therefore it may 
not be forecasted to a high level of credibility. 

Foreign investments are likely to flow in a 
country of small market in the case it allows to 
produce cheaper goods with the “major key pa-
rameters” and higher quality. In that case, part 
of the output could be sold to local households, 
and the rest of the produced goods could be sold 
to households abroad. We could say, the effect 
of the external environment may be predictable 
as well as random. 

Rules of managing may be generalized in 
the following equation: 

),,,,( 1 δαβγ−= tt ufu    (1) 

where: 
ut – managing institute output position; 
ut-1 – managed system output position; 
f – function of the particular management 
system; 
γ – parameters of the managing institute; 
β – qualities of internal environment as 
functional dependence on the external en-
vironment; 

x – qualities of external environment; 
δ – random factor [1]. 

 
The management effect is produced by de-

velopment regulations of managing influence, 
taking into account the goals of the managing 
institute, and qualities and opportunities of the 
managed system (γ), degree of internal environ-
ment effect (β) and the random (unpredictable) 
factor (δ), as well as other conditions. 

Investment management goal is reached, 
when the actual result corresponds with the ex-
pected. In order to measure the efficiency of in-
vestment management, two results need to be 
identified – the actual result y and the estimated 
result y’ – as it should be. Each position has a 
number of parameters that allow measuring the 
management system functioning result. In many 
cases, part of the determiners of the result y’ are 
assumed as fixed; then the actual result y will 
depend on some variable indicators µ, i.e. 
y=y(µ). 

We may have an initial impression that hu-
man efforts in stabilization of investment proc-
esses are vain. Instability, inability to forecast, 
large impact of nonlinear structures’ input data 
may cause doubt in the necessity of managing. 
But the research in management and chaos the-
ory decision making have arrived at a conclusion 
that the effect of human influence is not just 
possible, it is essential. The decisive thing is – 
when and how that influence is exerted. 

To identify the internal environment condi-
tion of investments as the managed system, the 
major factors affecting the investment environ-
ment are analysed. 

1) geographic position is one of the crucial 
factors in attracting foreign investments. In con-
sidering an investment project, the potential in-
vestors are looking at the area of the country, 
neighbouring states, transport infrastructure incl. 
access to sea. In some cases, considering in-
vestments into tourism or some specific indus-
try, investors pay large attention to the aspects 
of climatic conditions. A well-developed infra-
structure may increase and speed up investment 
project development and implementation. The 
reason for that is the fact that sustaining produc-
tion with the required resources and distribution 
of the produce requires a well-developed trans-
port infrastructure. If production volumes is not 
the primary focus of the entrepreneur, but build-
ing feeder routes and installing trunk power lines 
and subunits is also placed within its care, it 
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considerably swells the project costs and that 
investment project may turn out to be unprofit-
able. To stimulate the investing appetite, entre-
preneur and the public should be furnished with 
well-developed power supply and transport infra-
structures; 2) resources, their quality, availability 
and prices considerably affect production within 
a country, that includes qualification of work-
force, market needs compliance and price (remu-
neration for work); 3) investors are interested in 
the economic situation within a country, as 
growth in domestic household consumption, 
which entails subsequent growth of demand may 
stimulate increase of the respective supply on 
domestic and foreign companies’ part. Investors 
are primarily interested in such macroeconomic 
indicators as the volume of the current and esti-
mated inflation, as well as exchange rate fluctua-
tions (pegging of LVL to the SDR currency bas-
ket can sometimes reduce the international com-
petitiveness of some products). Investment vol-
umes are also affected by confidence to national 
policy and trust in the better future. Trade policy 
also affects the circulation of export and import 
in the beneficiary country, its costs and level of 
impediment. It is vitally important for transac-
tional corporations, as they use foreign equip-
ment for export to streamline production output 
and distribution on international scale. 4) tax pol-
icy is a powerful economic instrument, by means 
of which the government can influence some 
particular economic processes within the coun-
try, eagerness of entrepreneurs for business, as 
well as influence investing activity. 5) political 
situation and legislative climate within the coun-
try. Usually investors would be looking for more 
stability in a country regarding political and legis-
lative areas. Frequent change in the government 
poses potential investors uncertainty in the fu-
ture. A significant aspect is steadiness of the 
current legislation, particularly the one governing 
the realm of business. A volatile legislation and 
options for different interpretation of laws entails 
uncertainty in the future, which again may im-
pede investment attraction; 6) demographic fac-
tors play a great role on investing decision mak-
ing. Demographic situation affects the volume of 
consumer needs, their structure and market ca-
pacity. As one of the drivers of economy is the 
population number growth, allowing business-

men enlarge their domestic production output 
and services volume; 7) introduction of new 
technologies and innovations materially affects 
the replacement of fixed assets and production 
efficiency. A tough challenge is that business-
men have trouble finding cooperation partners in 
the area of innovation. Latvian research and in-
dustrial companies have failed to form clusters, 
comprising respective competent research insti-
tutions and line companies, operating in the area 
of innovations, and the production of which 
would be innovative. 

 
Conclusions 

The primary factors affecting the invest-
ment environment have considerable impact onto 
investment structure, volume and investing time. 
Investments play a significant role in fostering 
economic growth, as investments are the portion 
of the gross domestic product, which is being 
channelled for investing into both the strategic 
and portfolio capital, seeking to secure the po-
tential capital growth in the future. Therefore, 
the requirements are to continue implementation 
of structural reforms within public administra-
tion, improvement of business and investment 
environment, particularly relieving small and me-
dium enterprises. Some laws on taxes, levies 
would need to be revised, as well as shadow 
economy countered. Attraction of EU structural 
funds, public and private investments, foreign 
investments, could activate some industries of 
national economy, granting households and busi-
nessmen the required belief in long-term devel-
opment prospects of Latvia, forming a sustain-
able domestic market and sustaining the export 
of Latvia. 
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