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Abstract: Past events exert significant influence on corporate development and management behav-
ior, thus impacting the financial sustainability of companies. Therefore, the consequences of the 2008
financial crisis and corporate tax reform introduced in Latvia in 2018 are well reflected in the finan-
cial conditions of Latvian enterprises. This study, which was conducted based on financial reporting
data from 2015-2019 and aimed at the assessment of Latvian companies’ ability to survive during
the crisis, revealed a substantial improvement in financial sustainability and in the efficiency of cap-
ital management, particularly visible in 2018-2019. On the other hand, the margins, which are a
proxy of competitive advantage, remained at a low level, and the operating leverage level indicates
the rather high riskiness of Latvian companies, which might be critical in overcoming the crisis trig-
gered by COVID-19. The analysis also revealed that there was a large gap between the best and the
worst companies. A significant discrepancy in the quality of the financial conditions was also found
based on an analysis by region and industry.
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1. Introduction

It is a matter of fact that, during economic downturns, surviving enterprises are the
ones, which tend to be stronger, more innovative, flexible, and productive than their com-
petitors. However, the dramatic economic downturn caused by COVID-19 is very differ-
ent to a classical economic crisis, with economic activity being in decline and affecting all
economic sectors. The implementations of the lockdowns seen across the globe to prevent
virus spread do not affect all economic sectors equally [1,2].

Modern economics, being at the advanced development stage in which so many pro-
cesses and operational activities do not require a human presence, does not navigate
through the crisis in a homogeneous way [3] and the dogma about the survival of the
strongest is no longer true. Weak companies continue to operate in such resilient sectors
as e-commerce or software manufacturing—like, for instance, the indebted losing posi-
tions of IBM —while in sectors where the demand virtually went into a non-existent mode,
even the strongest face major obstacles to maintain their positions during the drawdown
(e.g., the largest energy company ExxonMobile reported operating losses every quarter in
2020 and its total debt increased by 50%). Furthermore, governments significantly distort
crisis outcomes by instituting unseen measures to support businesses and individuals
and, therefore, limit the number of bankruptcies and deepen the asymmetric crisis conse-
quences. For instance, in the first half of 2020, the number of bankruptcies declined as
compared to the previous year in USA, Germany, and France [4]. However, it is clear that
the COVID-19-induced crisis is leading to a significantly elevated insolvency risk, which
is forecasted to increase by 25% in 2021 [5].

In the conditions of the economic recession, the most valuable qualities of corporate
management are the flexibility and the speed of business strategy adaptation [6], which is
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the only sustainable way for companies to continue operations or even thrive and acquire
competitors at lower prices. For an outsider, whether it is a tax authority, an investor, or
a supplier, it is usually hard to judge the quality of corporate management and its ability
to take the company through critical times due to the asymmetric nature of information
[7]. Ready-to-use financial statements can provide more information on the company’s
financial soundness and potential crisis resilience. They help by providing a certain
screenshot of the company’s stance before the crisis hit.

The analysis and assessment of Latvian companies’ financial health and their crisis
resilience abilities are the main goals of the present paper. The background of this research
concerns the need to obtain a broad understanding of the differences in the financial
strength and sustainability of Latvian enterprises based on the industry, their location,
and their size. Additionally, we put the findings into a global perspective by comparing
the average levels of the financial ratios of Latvian and European companies, thus helping
to understand how competitive Latvian businesses are and their riskiness level in the pan-
European arena. The findings of this research aid in the detection of current problems for
Latvian businesses and the recent trends applicable to the financial positions of Latvian
firms, thus informing the formulation of recommendations for state policy to stimulate
enterprise development in Latvia.

We assessed the sustainability of companies and their dynamics over five years
(2015-2019) based on a number of indicators, such as equity ratio, liquidity position, mar-
gins, operating leverage, and others. With regard to financial soundness, high importance
was assigned to liquidity management, debt burden, and fixed and variable cost manage-
ment evaluation through operating leverage, which has been unfairly forgotten in the lit-
erature but which can provide hints about the riskiness of the business model and reveal
exposures to fixed costs. Margins were also included in the evaluation, so the strength of
pricing of Latvian companies was further assessed to better understand their competitive-
ness. The assessment was done at the levels of both industry and company. Additionally,
we considered regional locations to determine whether there were significant differences
between companies located in different regions and whether companies located in Riga
looked more attractive thanks to operating in a more favorable environment.

Additionally, we studied whether Latvian companies had learned the painful lesson
induced by the financial crisis of 2008. The crisis heavily affected the economy, with GDP
declining by 14% in 2009, and caused a wave of corporate bankruptcies, of which the num-
ber in 2009-2010 exceeded the number in 2011-2015 by threefold [8]. We analyzed
whether there was any tendency to decrease leverage ratio to reduce reliance on external
financing.

The present research paper provides an insight into previous studies on firms’ crisis
resilience characteristics and on financial management in crisis conditions, focusing on
financial ratios. Additionally, we reviewed available studies on the estimation of corpo-
rate bankruptcies during the COVID-19 pandemic, as well as studies that have investi-
gated the factors, which are imperative for a company to survive in a critical environment.
The review of previous research is followed by a section on methodology and a discussion
providing an overview of Latvian companies’ resilience and an evaluation of the devel-
opment of financial conditions. The findings of the research are summarized in the con-
clusion, which is followed by recommendations.

2. Enterprise Resilience Concept

The concept of resilience is mainly referred to the organizational ability to create and
preserve competitiveness. This is the main distinctive feature between the long-term
success and survival as contrasted to the failing ones [9,10]. Looking deeper at the ‘com-
petitiveness’ concept, one can turn to its comprehensive explanation, which includes three
dimensions: competitive performance, competitive potential, and firm capabilities rele-
vant to competitiveness [11]. The latter two involve primarily subjective evaluation, but
the performance dimension includes features that allow for the precise measurement:
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market share, export share, profit margin, return on capital, survival, growth, and produc-
tivity. Corporate growth, profit margins, and capital returns are readily available in finan-
cial reporting, which we consider also within the scope of the present research. Particu-
larly, we focus on the pricing power of the enterprise as the main result of the competitive
advantage [12]: in case the provided product or service is having a competitive advantage,
the company is a price-giver, charging premium prices, which translates into the above
average profit margins.

Naturally, the competitive advantage should be constantly defended as the business
niches with high margins soon become very crowded, unless the monopolistic position
cannot be shaken given extremely high entry barriers. Thus, the company’s management
should constantly think of innovations, launching new services or products, to be able to
continue with premium pricing. Alternatively, it can go to process innovation to become
the cost leader, which would again translate into higher margins. It is worth noticing that
the indirect effect of innovation on the firm’s profitability is even higher as compared to
the direct impact [13].

To judge whether the innovations are part of the corporate strategy, it would be nec-
essary to evaluate if the company invests in research and development process (R&D) and
if it carries intangibles assets on its balance sheet [14,15]. For consumer products or ser-
vices company, marketing expenses also play a great role in building a brand and, there-
fore, competitive advantage.

Then, attention should be also given to the company’s liquidity position as well as to
the company’s dependence on external financing, as this would be an indication if the
company has a sufficient ability to finance its innovation and brand building to be able to
operate sustainably. High corporate leverage undermines the corporate financial stability
position, increasing debt servicing and bankruptcy risk. Additionally, companies tend to
finance R&D costs with their internal capital [16], so there should be enough funds en-
sured to leverage on R&D and create competitive products. On the other hand, in case the
company is overcapitalized, then it may restrain its growth pace [17]. Thus, the optimal
capital structure for a particular company in a particular business niche and life cycle
should be determined by the company’s management.

Short-term resilience concept is tightly connected with the firm’s cyclicality, i.e., its
exposure and sensitivity to economic shocks. According to Petersen and Strongin [18],
durable goods industries are three times more cyclical than non-durable goods industries
influenced by labor, hoarding, and market concentration, among other factors.

3. Resilience during Demand Crisis

Above average margins and investments in R&D obviously are the primary indica-
tors to consider when you want to find the most resilient and sustainable companies in
the long-term. However, the competitive advantage comes from the background, when
the demand slides to basically non-existent mode under the pressure of external factors,
which was the case during the lockdowns imposed due to the pandemic spread. In this
case, the front role is given to the share of fixed costs in total costs and the degree of the
company’s operating leverage. Additionally, soft factors, such as speed of business model
adaptation and flexibility of operations, become crucial for the company’s survival even
in the short term [6]. Thus, the imperative role in successfully navigating crises is assigned
to the corporate management. Interestingly enough, according to the findings of Deloitte
research [19], only half of corporate managers consider the necessary preparations for the
crisis, even if they are warned about it in advance. One of the explanations of this phe-
nomenon is management’s biased optimism, when they think that the crisis will not hap-
pen to them, while it happens to their peers, and additionally, there are clear alerts pop-
ping up. Short-termism in corporate management’s thinking is a widespread problem
rooted for a long time, which does not stimulate the management to be prepared for tail
events, which are of low probability but have a massive effect, often being fatal for the
enterprise [20]. Jiittner and Maklan [21] and Ponomarov and Holcomb [22] point out that
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the success of the organization is determined by the readiness and response to crisis
events. The response quality and, therefore, further recovery depends on the company’s
business “health”, which is determined by its operation flexibility, long-term thinking,
and developed growth strategy [23].

Although not much time passed since COVID outbreak, there appeared a number of
studies dedicated to the assessment of the liquidity and solvency of enterprises and par-
ticularly within the SME sector, which is less resilient to external shocks due to lower
liquidity buffers and weaker ability to get financing. It is concluded in studies that it does
not matter how efficient or innovative the company is, if it operates in the most affected
sector, the chance for survival diminishes regardless of how often the management ap-
pears in the media to announce that they will emerge even more competitive after the
crisis [24]. Guerini et al. [25] simulate that the number of insolvencies will increase by 80%
from the usual 1.8 to 3.2%, noting that the most significant problems will be experienced
by hotels and restaurants, household services, and construction services. Wholesale and
retail trade, as well as manufacturing firms, will be also affected, but the scale of problems
will be relatively limited. Bosio et al. [26] made a simulation on 7000 companies in several
countries with regard to their survival time: under the assumption that firms have no in-
coming revenues and cover only fixed costs, the median survival time across industries
ranges within 8 to 19 weeks, while on average, firms have liquidity to survive between 12
and 38 weeks.

The figures look dramatic, but they could increase even higher in case the economic
recovery would be slower than expected. However, McKinsey [27] believes that corporate
focus on certain aspects would help companies to survive during crises and emerge even
stronger. The most crucial is the focus on the employees by launching a high-speed skil-
ling programs with major emphasis on digital, higher cognitive, social and emotional, and
adaptability and resilience. Gulati et al. [28] analyzed the 4700 companies that experienced
three major global recessions, saying that only 9% companies are poised to win. These
were not the ones who have cut costs faster than competitors, or the ones who have in-
vested heavily in gaining market share. However, the ones that successfully combine of-
fensive and defensive moves are those who have reexamined every aspect of their busi-
ness and improved operational efficiency.

4. Research Design
4.1. Data Sample

Based on the data provided by the information service company Firmas.lv, we have
built a database consisting of the data for 27,500 companies with the turnover exceeding
EUR 145,000 to be able to judge on the quality of Latvian enterprises’ financial health on
their competitiveness potential. The selected period included the maximum period avail-
able and spanned over 5 years starting with 2015 until 2019. The analysis has been done
on several dimensions:

(1) Based on industries to detect differences in resilience and in the quality of finan-
cial conditions.

(2) Based on the size of companies, as large companies usually have better access to
resources than the smaller ones and, therefore, tend to be more productive. Size of the
company was determined based on European Commission definition [29], splitting the
companies into size clusters based on the number of employees and on the amount of
revenue.

(3) Based on the region the company operates in, as location of the headquarters also
has its relevance to the operating results, predominantly because of two factors: access to
talent and access to financing. Additionally, location might influence logistics processes,
access to the consumer market, and other important aspects of the firm’s activity.

The turnover threshold of EUR 145,000 was selected to exclude the smaller compa-
nies with low number of employees and low turnover, as they have a negligible influence
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Sufficiency of equity capital =

on the national economy. Thus, the selected companies provide a representation of more
than 94% of the aggregate turnover of companies in Latvia.

To have a longer history of data and to be able to compare the financial stability of
the companies prior to the crisis of 2008/09, we have also used the Amadeus database to
complement our data sample.

4.2. Methodology

We have considered classical ratios used to determine the financial stability of the
enterprise, such as equity ratio, interest coverage, long-term debt, share in total debt, and
liquidity ratios. Additionally, less widespread, but of no lesser importance, three more
ratios have been considered. One of them is the net debt to earnings before interest and
tax (EBIT), which allows us to assess how large a company’s total debt less cash is versus
the operating profit of the company.

Long—term debt+Short—term debt—Cash&Equiv.
Net debt/EBIT = =% a

Earnings before interest and tax 4 (1)

In the context of this ratio analysis, we have also calculated the share of companies
having negative net debt and the share of companies having operating loss, which were
also put in the historical perspective to evaluate the dynamics of these debt burden and
operating failure indicators.

The second ratio taken was equity capital sufficiency, which indicates if the business
entity is financed in a way that ensures its sustainable development. The ratio was devel-
oped taking into account asset financing rules: long-term capital should take responsibil-
ity for less liquid assets [30]. Sufficient equity index for the present research purposes was
calculated according to the following formula

Long—term assets + Inventories - Provisions - Long—term liabilities 9
Shareholdersr equity 4 ( )

The interpretation of the obtained results was done according to the following logics:
if it is significantly above 1, it should be considered that the company has too low debt,
which needs to be increased to raise the shareholder’s value. In case the index tends to be
substantially below 1, then the balance sheet might be considered highly levered, and the
management should think about decreasing its total debt in the capital structure. Within
the present research, the deviation of 0.2 from the value of 1 was an acceptable level to be
considered that the company has sufficient equity financing.

Evaluation of the financial conditions, soundness, its liquidity position, and ability to
cover short-term debt are the key aspects of the company to understand how resilient it
could be during the next economic slowdown. However, a company’s operating leverage
would be even more important to consider. It could provide a hint of how fast the profit-
ability of the company will deteriorate in case of revenue decline, as the main focus of this
ratio is the burden of fixed costs: in case they are responsible for the high share in total
costs, the company may get into trouble when it faces a drop in sales. Operating leverage
should always be in the center of corporate management attention given the fact that high
fixed costs and the inability to cut them down can be critical for business survival during
an economic downturn. Degree of operating leverage is calculated by dividing the oper-
ating earnings growth by sales growth. We have taken a 2-year growth in turnover and in
net profit to smoothen the effect of non-recurring earnings, which might appear on the
company’s profit and loss statement.

2Y operating income growth 3
2Y sales growth ! ®)

Degree of operating leverage =

Degree of operating leverage should be considered in the context of a company’s cy-
clicality, that is, its dependence on the economic cycle; defensive companies, although
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having high operating leverage, will not be significantly affected by the ultimate economic
slowdown.

Competitive advantage of the company is by far the most important indicator if the
company’s sustainability in the long-term. Thus, we have also included gross and operat-
ing margin calculations in the methodology to see how significant the purchasing power
is, which is a proxy of competitive advantage of Latvian companies and how did it change
within the past years. Innovations also contribute to the corporate competitive advantage,
and therefore, we have looked at companies based on this dimension as well to determine
how many companies and within which industries tend to invest in intangible assets.

Certain ratios calculated within the scope of the research have been compared with
the respective ratios of European companies, which are constituents of European stock
index Stoxx 600. For this purposes, the data on Stoxx 600 included companies were ex-
tracted from Bloomberg terminal. It should be noted although that there is a certain limi-
tation with respect to the comparison methodology, and data availability as a broad sam-
ple of Latvian companies was compared to large exchange-traded European companies.
Although this is not a completely objective comparison, it might provide a general under-
standing of the difference in the levels of certain ratios. Median levels of European com-
panies’ ratios are presented in Appendix J.

We have applied benchmarking as one of the methods in the analytical process as
well as quartile analysis, which allows to see the dispersion among the companies.

5. Results and Discussion
5.1. Competitive Advantage and Crisis Resilience
5.1.1. Margins

In general, we see a positive trend with regard to the margin improvement attribut-
able to all levels (Figure 1). Particularly, steep improvement in the profit margin is well
seen in the period of 2018-2019, encouraged by the tax legislation. The diversity in margin
levels among sample companies is significant: most profitable companies have a net profit
margin above 14%, while the median sample level is slightly above 4%. It is worth noticing
that the difference between operating margin and net profit margin levels is negligible for
all quartiles, indicating that the majority of companies have relatively low interest expense
and income tax expenses. The margins of Latvian companies sit on a very low level, being
almost three times lower than the average level of European companies’ margins. To com-
pare, the gross margins of European companies are 43%, while the operating and profit
margins are 13 and 10%, respectively. A two- and even three-fold difference in profitabil-
ity indicates a substantial gap in the competitiveness of the business models.

Median  ====Top 25% - 40.0% == Bottom 25% Median Top 25%
16.0%
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Figure 1. (a) Gross margin quartiles. (b) Operating margin quartiles. (c) Profit margin quartiles.

Highest operating profit margin is observed in three industries: mining/quarrying,
financials, and real estate. They are followed by the agricultural industry, IT, and profes-
sional service providers. The lowest margins are produced by the accommodation and
food service companies, transportation industry, and wholesale and retail industry. It is
very typical, however, for the latter to have low margin business [31]. For instance, in
Europe, the margins in retail are 2-3%. Low margins usually indicate very high competi-
tion in the industry and, therefore, a lack of competitive advantage.

On the regional dimension, we see that the highest margins are generated by the
companies located in Riga, while the lowest ones are earned by the companies located in
Latgale. Micro-companies, according to the obtained research results, have the highest
earnings margins compared to the larger companies (Appendix A).

5.1.2. Intellectual Property and Intangibles

Continuing on the competitiveness potential of the entities, we have examined the
importance of intangibles assets for Latvian companies, which are considered one of the
determinants of enterprise innovativeness potential. The obtained results appear to be
quite pessimistic as since 2015 there has been a declining trend in the number of compa-
nies reporting intangible assets (Figure 2). In 2019, intangibles were reported by 5072 com-
panies, which is 22.7% of the sample. The majority of those, which invest in intangible
assets, have a very minor share of them versus total assets, not exceeding 1%. The highest
intangibles are more likely to be found on the balance sheets of the companies located in
Riga and on the balance sheet of the companies operating in the trade, IT, professional
services, and manufacturing industries.

HinttoTA>5% M Intto TA3—5% MIntto TA1-3% MIntto TA0O—1%
30%

25%
20%
15%
10%

5%

Share of companies having certain %
intangible to total assets

0%
2015 2016 2017 2018 2019
Years

Figure 2. Share of the companies having a certain portion of intangibles to total assets (Int to TA).
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Putting the development of Latvian companies with regard to the intangible assets
in the context of European business landscape, it can be clearly seen that Latvian firms are
just in the beginning of their journey. Stoxx 600 companies in average have 17% of intan-
gibles to total assets, while only a sixth of the sample has intangible assets of less than 1%.

5.1.3. Capital Returns

Throughout the selected research period, a clear upward trend in equity capital re-
turns was seen until 2019 (Figure 3). The data sample companies seemingly increased their
efficiency in terms of business model management, which has been also supported by
external factors, such as fiscal policy and favorable macroeconomic development. Return
on equity (ROE) median level sits on a decent level being close to 25%, which is two times
higher than the average ROE level of European firms.

=== Bottom 25% Median

Top 25%
r 90.0%

r 80.0%
- 70.0%
r 60.0%
r 50.0%
- 40.0%
r 30.0%
- 20.0%
r 10.0%

. 0.0%
2016 2017 2018 2019 L 10.0%

Return on equity

Figure 3. Return on equity quartiles.

Clearly, the highest levels are seen among Riga-based and Riga-district-based com-
panies, while lower levels are observed in Latgale. Evident heterogeneity is observed
among the industries with IT companies having the highest capital returns of over 40%.
The lowest levels are seen in water supply and waste management services, which is par-
tially explained by the significant capital intensity of the business model specifics. The
size of the company has a negative correlation with the levels of ROE: the smaller the
company is, the more efficiently in terms of returns on the capital it is being managed
(Appendix B).

5.1.4. Operating Leverages

The degree of operating leverage is a proxy to the company’s riskiness level in its
good and bad sense: if the sales base is expanding, the company is able to grow its income
at an even higher pace; if revenues are shrinking, the company experiences an even faster
decline of net income (Figure 4). The key purpose of defining a company’s leverage level
is the amount of fixed costs; the higher they are, the higher the operating leverage is. This
is more relevant to the cyclical companies, which experience the steepest declines.
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- 16.0
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Operating leverage
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Figure 4. Degree of operating leverage quartiles.

It can be stated that the overall median level of Latvian companies riskiness is stable
and is on a high level exceeding the neutral level of 1 by almost five times, which surely
is very good in case of favorable economic conditions but becomes critical in case the ag-
gregate demand is under pressure.

The highest level of riskiness on the industry dimension is seen among the utility
companies and accommodation and food service companies. Low operating leverage is a
typical feature within the IT and financial industries. The lowest level of corporate oper-
ating riskiness is seen among Riga-based companies and companies of a large size, which
is partially explained by the concentration of low-risk industries in Riga and within the
large size cluster (Appendix C).

5.2. Strength of the Balance Sheets
5.2.1. Liquidity I—Cash to Assets

First, our intention was to see how cash-rich companies were at the end of 2019 and
how the cash ratio has changed in recent years. The chart below (Figure 5) exhibits a
slightly positive trend of accumulating more cash on the balance sheets and, therefore,
about improving the liquidity position of the firm and providing them with more freedom
of choice to enhance business further. It is also noticeable that there is a significant gap in
cash holdings between very cash-rich companies and the rest of the sample as the level of
cash assets of the companies being classified into the 4th quartile is on a very high level.
European companies have this ratio on a lower level, as on average, cash represents 6.7%
of total assets. The discrepancy in cash levels is particularly well seen on the industry
level: IT companies, hotel and food service companies, health and professional service
companies in average have 20% cash to total assets, while the sample median is 10%.

- 0,
e BOttOM 25% === Median === Top 25% 35.0%

/ - 30.0%

r 25.0%
F 20.0%

r 15.0%

Cash to total assets

- 10.0%

r 5.0%

" T 0.0%
2015 2016 2017 2018 2019

Figure 5. Cash to assets quartiles.
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Regional patterns came as expected: higher cash holdings are associated with the
Riga-located companies, which might be explained by better access to multiple financing
sources. Interestingly enough, more cash in relative terms stays with companies of a
smaller size, while larger entities have fewer cash holdings (Appendix D).

5.2.2. Liquidity II— Absolute Liquidity

Calculating the absolute liquidity ratio, we see that the median liquidity level of Lat-
vian companies is on a pretty low level, and again, the gap between the very cash-rich
companies and the average firm is very wide (Figure 6). The level of cash relative to the
company’s current liabilities remains rather stable throughout the period of 2015-2017
with increases in 2018 and 2019, when also a very steep increase is seen within the top
quartile companies.

It is noteworthy that according to the cash to assets ratio, Latvian companies look
rather good compared to the European companies. Absolute liquidity ratios for Latvian
and European companies sit on the same level of 27-28%. Therefore, it can be concluded
that Latvian companies have significant piles of current liabilities, which to a great extent,
are formed by the payables and not by the debt as judged from the low interest coverage
ratio that is discussed below. To compare, the current liabilities of European companies
make 24% of the total assets, while the same ratio for Latvian companies results into 38%.

Bottom 25% Median Top 25% r 120.0%

- 100.0%
v
2
=
\__/ - 80.0% Z
]
€
- 60.0% O
3
- 40.0% £
<
s
o

- 20.0%

r T 0.0%
2015 2016 2017 2018 2019

Figure 6. Cash to current liability quartiles.

Industries, which can boast of high cash piles, are IT, financials, professional services,
public administration, and human health. The major difficulties in covering short-term
liabilities might be experienced by the manufacturing, transportation, and trading indus-
tries. There is no substantial difference in absolute liquidity ratios according to the region,
but still, the highest cash holdings are ensured by Riga-based companies. Large and mi-
cro-companies have a better ability to cover short-term liabilities compared to companies
of medium and small size (Appendix E).

5.2.3. Interest Coverage

Interest coverage ratio deserves lots of attention now when the interest rates are low
and, therefore, allows for sustaining operations of zombie firms [32]. The research results
show that 7% of the broad sample is classified as zombie companies—ones that cannot
systematically sustain their operations without the injection of borrowed capital. It should
be noted that recently the situation has improved, and 25% of companies with the lowest
interest coverage have had this ratio in the positive zone since 2018 (Figure 7). The gap
between the companies with very high interest coverage and the sample median is large,
resembling similar cases with other ratios.

Median interest coverage of Latvian companies is 10.6, which is very close to the level
of 11.1—the average interest coverage of European companies, indicating that the vast
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majority of the sample companies do not have any difficulties in covering their interest
expenses.

e Bottom 25% Median

Top 25%
r 70.0

T
S
o
o

T
w
o
o
Interest coverage

2015 2016 2017 2018 2019

Figure 7. Interest coverage quartiles.

Highest interest coverage ratios are demonstrated by IT industry representatives as
well as health and professional service companies. It is also seen that the companies with
headquarters in Riga and its suburbs are able to generate the highest operating income
versus their interest expenses. The lowest interest coverage ratio is seen among the small
companies (Appendix F).

5.2.4. Amount of Debt vs. Earnings

To check how significant the corporate debt burden cash is versus their one-year op-
erating earnings, we considered the net debt-to-EBIT ratio, also paying attention to the
amount of companies having operating losses and to the ones, which have negative net
debt. Almost half of the data sample companies have negative net debt, and there has also
been seen a favorable trend when the number of companies having their cash cushion ex-
ceeding the debt amount has expanded: from 33% in 2015 to 46% in 2019 of the total sample
(Figure 8a). This is an indication of companies’ financial condition improvements, which
either have lower debt amounts or more cash on the balance sheet, or both. At the same
time, the share of firms making operating losses declined: from 32% in 2016 to 20% in
2019.

Excluding the companies that neither have operating losses nor negative net debt, we see
that starting with 2016, there is a strong improvement in the net debt to EBIT ratio, indicating
that the balance sheets and earnings ability of companies become stronger (Figure 8b).

Strongest debt-to-earnings ratios are demonstrated by the companies with headquar-
ters in Riga and Riga district. On the industry dimension, the pattern is not homogeneous,
and the calculated ratio greatly varies from industry to industry. The highest ratios un-
surprisingly are found among the real estate and financial companies, while the most at-
tractive levels are demonstrated by IT, construction, and professional services.

Micro-companies on average seem to generate decent earnings levels vs. their debt
amount, therefore leading to the healthiest levels of net debt-to-earnings ratio. They are
followed by companies of small and large size, but mid-sized companies have this ratio
at a substantially higher levels, making them look less sustainable compared to firms of
different sizes (Appendix G).
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Figure 8. (a) Share of companies with negative net debt and share of companies reporting operating loss. (b) Net debt to

EBIT quartiles.

5.2.5. Equity Sufficiency

The median level of equity capital sufficiency remains rather stable with a slight in-
crease seen in the last two years, which allowed the sample companies to reach the opti-
mal level of equity financing. The discrepancy in equity capital sufficiency level is signif-
icant— the bottom 25% of companies can hardly finance their long-term assets with equity
capital, while the top 25% of companies could be considered even overfinanced as equity
sufficiency ratios exceed the neutral level of 1 more than two-fold (Figure 9). The year
2019 was very successful for the firms with weak equity financing, which have demon-
strated a significant jump in equity capital sufficiency ratio, while 2018 brought a signifi-
cant increase in equity capital sufficiency ratio to the companies with already very strong
balance sheets.

e Bottom 25% === Median  ====Top 25% r 2.50
/ r200
Q
c
2
S
- 1.50 E
B
— L 100 §
Z
=
o
t 050 %
0.00

2015 2016 2017 2018 2019
Figure 9. Sufficiency of equity capital quartiles.

Enterprises with the most well-backed equity capital are primarily found in Riga,
while in Vidzeme, equity capital sufficiency is the weakest. Analysis on the industry di-
mension demonstrates that three industries are much better financed in terms of equity
financing compared to their peers: construction, IT, and professional services.

Equity sufficiency remains relatively stable for companies of mid and small sizes but
varies greatly with time for large and micro-companies (Appendix H).

5.2.6. Financial Stability

Clearly, a positive trend in equity ratio is seen starting with 2018, which was most
probably spurred by the tax reform, which imposes 0% income tax rate on the reinvested
earnings, stimulating companies to retain a larger share of earnings to have more stable



Sustainability 2021, 13, 2057

13 of 24

balance sheets and to be able to expand operations further. The median equity ratio level
as of 2019 was 39%, which corresponds to the average level of European companies that
have an equity ratio of 41% (Figure 10). However, it is also interesting that there are quite
a lot of companies having over 60% equity capital on total assets, which might hint about
very conservative enterprise management and lack of intention to risk growing the com-
pany further.
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Figure 10. Equity ratio quartiles.

The differences in equity capital by industry are not very significant with few excep-
tions such as accommodation and food service companies—the balance sheets of which
are poorly financed with equity capital —or health services, which vice versa, are very
well-financed.

Classifying the companies by region, we could not state there is a significance differ-
ence based on headquarters’ location. However, considering the size of the company, it is
seen that large companies have more conservative balance sheets as have a larger share of
equity capital compared to small companies, therefore appearing to be more conservative,
which provides them with better access to capital in terms of the amount and interest rates
(Appendix I).

5.3. Lessons Learned during the Past Crisis?

It was imperative for us to look at the behavior of the companies after the financial
crisis of 2008, whether the lesson on the business sustainability has been learned, and
whether the companies made certain adjustments with regard to their capital structure
management. To do that, we have selected a constant sample of companies with turnover
not less than EUR 150,000, which have been uninterruptedly operating throughout the
period from 2008 to 2019 and which had complete data on equity and total assets, and
analyzed companies’ approach towards capital structure. For this type of data extraction,
Amadeus database was used, as it covers a longer timeline.

The obtained results lead to an obvious conclusion that the management acts more
responsible by having higher exposure to own funds, being less dependent on financing
via borrowing. The companies with negative equity capital reduced almost two times—
from 7.5% of the whole sample to 4%. Sixty percent of the companies in the data sample
experience an increased equity ratio. The median equity ratio grew from 32 to 40%.

When splitting the companies into equity ratio buckets with 10% intervals, we see
that the number of companies significantly decreases in the buckets with very low equity
ratio of less than 20%, while the major addition is seen in the interval of 40-60%, which
might be considered as an optimal company structure, which is an important factor in
reaching a decent crisis-resistance level. Interestingly, the number of firms having a very
high equity ratio of >80% has also increased during the analyzed period (Figure 11).
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Figure 11. Number of companies according to equity ratio deciles in 2008 and in 2019.

The most encouraging fact is that the fastest improvement in terms of reliance on
equity capital is seen among the group with the riskiest balance sheets, i.e., with the lowest
equity ratio (Table 1).

Table 1. Median change in equity ratio for the period of 2008-2019 according to the equity ratio
bucket.

Equity Ratio 2008 Buckets = Median Change in Equity Ratio during the Period of 2008-2019

0-10% 6.04
10-20% 1.54
20-30% 0.45
30-40% 0.23
40-50% -0.08
50-60% -0.24
60-70% -0.26
70-80% -0.45
80-90% -0.47

90-100% -0.46

This effect can be partially attributed to the changed tax legislation, which assumes
0% tax rate in case of retained earnings that allowed the companies to strengthen their
balance sheets, therefore increasing their balance sheet robustness appearing more attrac-
tive for loan issuers.

5.4. Crisis-Resilience Assessment

The overall crisis-resilience of an average Latvian enterprise can be determined at the
moderate level. It is being positively influenced by rather limited dependence on the bor-
rowed capital, low debt servicing expenses relative to the earnings ability, and decent ef-
ficiency of capital management. On the negative side, cash reserves are quite low and can
be easily depleted if the crisis strikes. Additionally, the profit margin, which is an indica-
tion of the enterprises’ competitive advantage and pricing power, is generally on a low
level, therefore making the companies more vulnerable in case of economic downturn.
The risk of failure is significantly reinforced in case of high operating leverage. Operating
leverage, being at a high level, as in the case of Latvian companies, hints about a high
fixed cost amount, which can send the company, affected by economic cycles, in trouble
at worsening economic conditions or by demand absence common during the lockdowns.
On the industry level, we see that the most affected industry is accommodation and food
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service companies, which are not only characterized by the cyclical nature, but also have
poor financial conditions. Most robust companies are the ones operating in the infor-
mation technology industry and the ones providing professional, technical, and scientific
services.

6. Conclusions

The present article provides an insight into the evaluation of Latvian companies’ cri-
sis-resilience and competitiveness based on financial analysis. The obtained findings al-
lowed us to make a conclusion on the corporate financial sustainability, which has signif-
icantly increased during the analyzed period, primarily giving credit to the improved bal-
ance sheet quality.

Considering the financial conditions of Latvian companies at the end of financial year
2019 and the major trends, we can state that there were major improvement trends on all
financial dimensions, which are particularly well seen during the last two years, when the
companies received a tailwind from the fiscal reform regarding the reinvested profit cou-
pled with favorable economic development. However, there is a large gap between the
companies of good and poor quality applied to the majority of analyzed ratios. The dif-
ference in the quality of financial conditions is well seen among the industries: IT medical
and professional services lead the crowd having the highest profitability ratios and the
strongest balance sheets, while the companies operating in trade, in accommodation and
food services, and in transportation industries struggle the most. It is worth noticing that
the agricultural industry, which is well subsidized, does not belong to the critical indus-
tries, rather the opposite: it has earned top positions according to the profitability assess-
ment. Study results on the regional dimension did not come as a surprise: the strongest
companies are located in Riga, where they operate in a well-developed business environ-
ment and have better access to financing and management talents, while the weakest ones
are located in Vidzeme and Latgale. Detected regional difference is less than it was ex-
pected, and it is not significant if applied to all ratios.

We find that Latvian companies’ crisis preparedness sits on a moderate level thanks
to the efficient capital management and relatively modest debt servicing cost, but at the
same time, the companies have relatively low margin levels at high fixed costs.

There are several limitations applied to this research. First, a company’s crisis resili-
ence and competitiveness are assessed only based on the financial ratios, while qualitative
factors are not included in the evaluation. Second, the research scope is limited by the
country and by the period. The latter is limited by the data availability, while the limita-
tion of the former is done intentionally to be able to make a broad assessment within one
country. Third, the study is based on the data, the latest observation point of which is the
financial year 2019, and therefore, the pandemic-caused economic recession and state sup-
port measures are not reflected in the results.

7. Recommendations and Proposals for Further Studies

There are several directions the state policy could be developed to support the building
of the resilience of the national economy on the microeconomic level. Surely, the overall
competitiveness of Latvian enterprises is on a low level, which can be explained by the ina-
bility and/or unwillingness to invest in innovative products, services, and processes as often
R&D investments are associated with great uncertainty. Thus, these types of investment
should be supported by the state institutions, probably backed by the academic sector.

Additionally, we see a significant gap between good and poor companies, so additional
research should be undertaken to understand what drives this inequality —unfair competi-
tion, unequal access to funding and to management talents, or other factors. Based on the
findings, the state policy should be developed or the legislation should be altered.

The average quality of companies depending on the industry they operate in varies
greatly, and some industries look much more beneficial compared to others. The most
critical are obviously accommodation and food services as well as the gas and electricity
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sector. Further research could concentrate on both of these industries to detect the reasons
for them to be so inefficient and weak according to a number of ratios. Then, certain sup-
port measures could be undertaken such as tax rebates or other stimuli.

It seems that the problem with working capital management is not new among Lat-
vian companies [33,34], and it is still present according to the research results. The abso-
lute liquidity ratio is on the suboptimal level, indicating the inability to cover short-term
liabilities, which do not appear to be bank borrowing, but rather payables to the stake-
holders. This finding deserves additional attention to detect the reasons behind these
problems and to determine whether it is the shortage of bank lending or lack of skills in
working capital management or there exists another trigger of this problem.

Further research should be undertaken to put the quality of Latvian firms’ financial
conditions in a detailed context with their European counterparts with particular focus on
neighboring Lithuania and Estonia, which tend to compete with Latvia for talents and
capital on a global arena.
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Appendix A. Profit Margins by Region, Industry, Company Size

Regions 2019 2018 2017 2016 2015
Riga 21.1% 20.5% 18.8% 17.9% 17.0%
Pieriga 18.3% 18.0% 16.0% 15.3% 14.7%
Kurzeme 13.6% 13.7% 12.5% 11.2% 11.6%
Latgale 13.8% 14.7% 12.8% 11.6% 10.2%
Vidzeme 13.9% 15.1% 12.0% 11.6% 11.2%
Zemgale 15.7% 15.6% 13.8% 13.7% 12.9%
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 11.7% 13.0% 9.9% 8.4% 8.7%
MINING AND QUARRYING 22.5% 28.0% 25.7% 20.5% 20.9%
MANUFACTURING 17.9% 17.7% 16.0% 15.7% 14.9%
SUPPLY 11.2% 10.9% 11.2% 11.0% 10.2%
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT
AND REMEDIATION ACTIVITIES 13.0% 10.9% 10.6% 10.0% 9.6%
CONSTRUCTION 18.1% 18.8% 15.0% 14.0% 13.3%
WHOLESALE AND RETAIL TRADE; REPAIR OF
MOTOR VEHICLES AND MOTORCYCLES 16.4% 16.0% 14.7% 14.4% 13.3%
TRANSPORTATION AND STORAGE 12.1% 12.5% 11.6% 11.6% 10.8%
ACCOMMODATION AND FOOD SERVICE ACTIVITIES 19.6% 20.5% 19.2% 19.9% 18.0%
INFORMATION AND COMMUNICATION 26.2% 24.5% 23.6% 22.1% 22.2%
FINANCIAL AND INSURANCE ACTIVITIES 51.8% 45.5% 47.5% 50.2% 48.3%
REAL ESTATE ACTIVITIES 33.5% 33.9% 28.8% 29.3% 27.1%
ACTIVITIES 26.2% 27.3% 23.1% 23.0% 22.8%
ACTIVITIES 21.2% 20.8% 19.0% 17.6% 15.6%
PUBLIC ADMINISTRATION AND DEFENCE;
COMPULSORY SOCIAL SECURITY 26.9% 28.2% 25.3% 24.9% 21.6%
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 22.7% 22.8% 22.3% 22.8% 21.6%
Size by employees 2019 2018 2017 2016 2015
Large 16.7% 16.6% 16.2% 15.5% 11.6%
Medium 15.4% 15.2% 14.8% 14.5% 12.9%
Small 18.1% 18.2% 16.3% 16.0% 14.7%
Micro 19.3% 19.1% 16.8% 16.0% 17.5%
Size by sales 2019 2018 2017 2016 2015
Large 11.8% 12.0% 12.2% 12.5% 11.3%
Medium 11.7% 11.8% 12.2% 12.4% 11.7%
Small 14.9% 15.1% 13.5% 13.0% 12.5%
Micro 19.6% 19.5% 17.4% 16.6% 15.7%
Figure A1l. Gross profit margin.
Regions 2019 2018 2017 2016 2015
Riga 5.1% 4.8% 2.6% 2.3% 2.5%
Pieriga 4.6% 4.4% 2.6% 2.2% 2.1%
Kurzeme 4.0% 4.2% 3.1% 2.6% 2.6%
Latgale 3.7% 4.1% 2.6% 1.8% 1.6%
Vidzeme 4.0% 4.4% 2.8% 2.3% 2.1%
Zemgale 4.2% 4.1% 2.7% 2.0% 2.2%
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 8.4% 10.3% 7.5% 5.7% 6.1%
MINING AND QUARRYING 14.4% 12.9% 9.6% 5.9% 6.2%
MANUFACTURING 4.6% 4.4% 2.9% 2.6% 2.4%
ELECTRICITY, GAS, STEAM AND AIR CONDITIONING
SuPPLY 4.5% 4.2% 4.3% 3.4% 2.4%
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT
AND REMEDIATION ACTIVITIES 3.8% 2.9% 0.9% 1.5% 1.2%
CONSTRUCTION 6.4% 6.9% 3.3% 1.6% 2.6%
WHOLESALE AND RETAIL TRADE; REPAIR OF
MOTOR VEHICLES AND MOTORCYCLES 2.9% 2.5% 1.5% 1.4% 1.4%
TRANSPORTATION AND STORAGE 3.4% 3.6% 2.7% 2.5% 2.3%
ACCOMMODATION AND FOOD SERVICE ACTIVITIES 2.2% 2.1% 0.8% 0.6% 1.3%
INFORMATION AND COMMUNICATION 7.9% 7.3% 4.8% 3.5% 3.9%
FINANCIAL AND INSURANCE ACTIVITIES 16.4% 14.3% 9.2% 8.5% 11.5%
REAL ESTATE ACTIVITIES 16.4% 15.6% 8.8% 7.6% 8.2%
PROFESSIONAL, SCIENTIFIC AND TECHNICAL
ACTIVITIES 7.5% 7.9% 5.2% 4.7% 4.2%
ADMINISTRATIVE AND SUPPORT SERVICE
ACTIVITIES 5.4% 5.4% 2.9% 2.8% 1.9%
PUBLIC ADMINISTRATION AND DEFENCE;
COMPULSORY SOCIAL SECURITY 8.0% 7.7% 4.1% 4.0% 4.3%
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 7.3% 7.7% 6.0% 6.1% 5.8%
Size by employees 2019 2018 2017 2016 2015
Large 3.5% 3.0% 3.1% 2.7% 2.2%
Medium 3.4% 3.4% 2.8% 2.4% 3.0%
Small 3.8% 3.8% 2.6% 2.2% 3.4%
Micro 5.5% 5.3% 2.7% 2.3% 2.7%
Size by sales 2019 2018 2017 2016 2015
Large 2.4% 2.7% 2.8% 2.5% 2.3%
Medium 3.3% 2.9% 2.9% 2.8% 2.5%
Small 4.2% 4.3% 3.0% 2.6% 2.9%
Micro 4.9% 4.8% 2.6% 2.2% 2.2%

Figure A2. Operating profit margin.
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Regions 2019 2018 2017 2016 2015
Riga 4.5% 4.3% 2.0% 1.7% 2.0%
Pieriga 4.2% 4.0% 2.0% 1.6% 1.7%
Kurzeme 3.4% 3.6% 2.4% 2.0% 2.0%
Latgale 3.3% 3.8% 2.1% 1.2% 1.2%
Vidzeme 3.4% 4.1% 2.1% 1.5% 1.4%
Zemgale 3.9% 3.5% 2.1% 1.3% 1.7%
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 7.3% 9.0% 6.1% 4.4% 5.1%
MINING AND QUARRYING 13.3% 13.1% 8.3% 4.0% 4.6%
MANUFACTURING 4.1% 3.8% 2.2% 1.8% 1.8%
ELECTRICITY, GAS, STEAM AND AIR CONDITIONING

SUPPLY 3.3% 3.0% 3.3% 1.8% 1.3%
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT

AND REMEDIATION ACTIVITIES 3.4% 2.1% 0.4% 1.3% 0.5%
CONSTRUCTION 6.0% 6.7% 2.7% 1.2% 2.0%
WHOLESALE AND RETAIL TRADE; REPAIR OF MOTOR

VEHICLES AND MOTORCYCLES 2.6% 2.2% 1.0% 1.0% 1.1%
TRANSPORTATION AND STORAGE 2.9% 3.2% 1.9% 1.8% 1.8%
ACCOMMODATION AND FOOD SERVICE ACTIVITIES 1.8% 1.7% 0.4% 0.3% 0.5%
INFORMATION AND COMMUNICATION 7.2% 7.1% 3.5% 2.6% 3.1%
FINANCIAL AND INSURANCE ACTIVITIES 14.7% 13.9% 8.3% 7.4% 9.7%
REAL ESTATE ACTIVITIES 13.3% 11.7% 5.3% 3.7% 4.6%
PROFESSIONAL, SCIENTIFIC AND TECHNICAL

ACTIVITIES 7.1% 7.3% 4.1% 3.7% 3.5%
ADMINISTRATIVE AND SUPPORT SERVICE ACTIVITIES 4.8% 4.7% 2.1% 1.9% 1.4%
PUBLIC ADMINISTRATION AND DEFENCE;

COMPULSORY SOCIAL SECURITY 7.0% 6.5% 3.0% 3.1% 3.8%
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 7.0% 7.2% 5.1% 5.1% 4.5%
Size by employees 2019 2018 2017 2016 2015
Large 3.2% 2.8% 3.0% 1.9% 1.9%
Medium 3.0% 3.0% 2.3% 1.8% 2.5%
Small 3.3% 3.4% 2.0% 1.6% 2.6%
Micro 5.0% 4.8% 2.0% 1.6% 2.0%
Size by sales 2019 2018 2017 2016 2015
Large 2.4% 2.5% 2.2% 1.9% 2.0%
Medium 3.0% 2.8% 2.5% 2.2% 2.2%
Small 3.8% 3.9% 2.4% 2.0% 2.3%
Micro 4.4% 4.3% 1.9% 1.5% 1.7%

Figure A3. Net profit margin.

Appendix B. Return on Equity by Region, Industry, Company Size

Regions 2019 2018 2017 2016
Riga 29.1% 28.4% 17.6% 14.4%
Pieriga 25.1% 26.2% 14.7% 12.5%
Kurzeme 17.7% 16.8% 13.6% 9.7%
Latgale 16.6% 20.7% 12.4% 8.6%
Vidzeme 17.6% 21.4% 11.9% 9.9%
Zemgale 20.3% 18.6% 14.4% 9.8%
Industries 2019 2018 2017 2016
AGRICULTURE, FORESTRY AND FISHING 14.2% 18.7% 12.8% 9.3%
MINING AND QUARRYING 27.2% 22.5% 15.6% 4.6%
MANUFACTURING 22.9% 23.2% 15.1% 12.0%
ELECTRICITY, GAS, STEAM AND AIR CONDITIONING SUPPLY 9.2% 9.0% 7.7% 6.5%
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT AND

REMEDIATION ACTIVITIES 5.7% 9.3% 1.7% 3.0%
CONSTRUCTION 36.1% 44.0% 21.4% 9.8%
WHOLESALE AND RETAIL TRADE; REPAIR OF MOTOR

VEHICLES AND MOTORCYCLES 24.4% 22.5% 14.1% 12.5%
TRANSPORTATION AND STORAGE 19.1% 20.0% 15.3% 12.4%
AACCOMMODATION AND FOOD SERVICE ACTIVITIES 19.2% 23.2% 15.3% 15.4%
INFORMATION AND COMMUNICATION 42.3% 45.5% 25.9% 20.2%
FINANCIAL AND INSURANCE ACTIVITIES 32.6% 30.7% 18.7% 13.8%
REAL ESTATE ACTIVITIES 14.5% 14.0% 8.7% 8.0%
PROFESSIONAL, SCIENTIFIC AND TECHNICAL ACTIVITIES 40.7% 47.0% 23.1% 22.3%
ADMINISTRATIVE AND SUPPORT SERVICE ACTIVITIES 34.5% 36.9% 23.6% 19.1%
PUBLIC ADMINISTRATION AND DEFENCE; COMPULSORY

SOCIAL SECURITY 40.0% 35.3% 21.2% 15.1%
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 35.6% 31.9% 20.3% 24.3%
Size by employees 2019 2018 2017 2016
Large 11.6% 12.3% 10.4% 9.0%
Medium 17.2% 16.9% 13.2% 10.4%
Small 21.9% 22.6% 15.1% 11.5%
Micro 29.0% 29.7% 16.7% 13.6%
Size by sales 2019 2018 2017 2016
Large 14.3% 17.8% 14.9% 13.7%
Medium 26.2% 22.1% 18.0% 15.9%
Small 25.3% 26.0% 17.5% 13.9%
Micro 24.9% 26.0% 15.9% 13.0%

Figure B1. Return on equity
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Appendix C. Operating Leverage by Region, Industry, Company Size

Regions 2019 2018 2017 2016]
Riga 4.29 4.10 4.12 3.74
Pieriga 4.95 4.66 4.46 4.04
Kurzeme 5.10 4.99 4.68 4.44
Latgale 5.78 4.80 5.37 4.82
Vidzeme 5.75 4.71 5.21 5.11
Zemgale 5.41 5.99 4.91 4.65
Industries 2019 2018 2017 2016
AGRICULTURE, FORESTRY AND FISHING 4.61 4.36 4.52 3.98
MINING AND QUARRYING 3.95 4.05 5.76 2.81
MANUFACTURING 5.54 5.18 5.14 4.61
ELECTRICITY, GAS, STEAM AND AIR CONDITIONING SUPPLY 9.69 3.59 4.89 3.36
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT AND

REMEDIATION ACTIVITIES 5.94 5.62 6.01 7.65
CONSTRUCTION 4.04 4.14 4.05 3.08
WHOLESALE AND RETAIL TRADE; REPAIR OF MOTOR

VEHICLES AND MOTORCYCLES 5.28 4.92 4.66 4.42
TRANSPORTATION AND STORAGE 4.60 4.26 431 3.90
ACCOMMODATION AND FOOD SERVICE ACTIVITIES 6.46 5.07 5.18 6.22
INFORMATION AND COMMUNICATION 3.17 3.48 3.00 2.92
FINANCIAL AND INSURANCE ACTIVITIES 2.04 243 291 4.25
REAL ESTATE ACTIVITIES 4.39 5.32 4.38 3.69
PROFESSIONAL, SCIENTIFIC AND TECHNICAL ACTIVITIES 3.77 3.44 3.16 3.39
ADMINISTRATIVE AND SUPPORT SERVICE ACTIVITIES 3.86 3.69 4.05 3.78
PUBLIC ADMINISTRATION AND DEFENCE; COMPULSORY

SOCIAL SECURITY 4.87 4.74 5.96 5.99
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 4.04 4.06 4.74 5.64
Size by employees 2019 2018 2017 2016\
Large 3.96 4.49 3.85 5.39
Medium 5.20 4.33 4.84 5.10
Small 5.22 5.19 5.52 5.14
Micro 4.32 4.04 3.85 3.43
Size by sales 2019 2018 2017 2016
Large 2.55 3.89 3.02 2.10
Medium 4.02 3.09 291 4.24
Small 3.98 3.92 3.98 4.32
Micro 5.02 4.79 4.63 4.02

Figure C1. Operating leverage

Appendix D. Cash to Assets Ratio by Region, Industry, Company Size

Regions 2019 2018 2017 2016 2015
Riga 12.2% 11.1% 10.0% 9.3% 9.4%
Pieriga 10.4% 9.1% 8.6% 7.8% 7.7%
Kurzeme 8.8% 9.0% 8.2% 6.9% 7.0%
Latgale 8.4% 8.4% 8.4% 6.0% 6.8%
Vidzeme 7.9% 8.4% 7.5% 6.2% 6.8%
Zemgale 9.0% 8.4% 7.6% 6.7% 6.7%
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 5.1% 6.2% 5.1% 4.7% 4.0%
MINING AND QUARRYING 6.7% 7.4% 6.7% 4.4% 4.2%
MANUFACTURING 7.9% 7.0% 6.8% 5.7% 5.6%
ELECTRICITY, GAS, STEAM AND AIR

CONDITIONING SUPPLY 4.9% 4.5% 4.1% 3.5% 3.3%
WATER SUPPLY; SEWERAGE, WASTE

MANAGEMENT AND REMEDIATION ACTIVITIES 4.5% 4.2% 3.2% 2.5% 2.6%
CONSTRUCTION 16.1% 15.7% 13.5% 11.4% 12.9%
WHOLESALE AND RETAIL TRADE; REPAIR OF

MOTOR VEHICLES AND MOTORCYCLES 9.1% 8.5% 7.9% 7.4% 7.4%
TRANSPORTATION AND STORAGE 9.4% 9.2% 8.5% 8.4% 8.7%
ACCOMMODATION AND FOOD SERVICE

ACTIVITIES 21.2% 17.8% 15.3% 12.3% 10.9%
INFORMATION AND COMMUNICATION 26.8% 23.1% 20.6% 19.4% 23.7%
FINANCIAL AND INSURANCE ACTIVITIES 10.5% 8.0% 9.2% 7.3% 10.8%
REAL ESTATE ACTIVITIES 4.1% 3.0% 2.9% 2.3% 2.2%
PROFESSIONAL, SCIENTIFIC AND TECHNICAL

ACTIVITIES 21.5% 20.3% 17.1% 17.2% 17.4%
ADMINISTRATIVE AND SUPPORT SERVICE

ACTIVITIES 14.6% 13.6% 12.0% 11.5% 12.2%
PUBLIC ADMINISTRATION AND DEFENCE;

COMPULSORY SOCIAL SECURITY 24.6% 26.4% 23.0% 21.7% 26.8%
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 29.7% 26.0% 23.6% 23.6% 20.5%
Size by employees 2019 2018 2017 2016 2015
Large 6.5% 6.4% 5.2% 5.7% 3.6%
Medium 7.2% 6.1% 6.0% 5.6% 5.8%
Small 9.5% 9.0% 7.9% 6.8% 7.3%
Micro 11.8% 11.2% 10.3% 9.4% 9.4%
Size by sales 2019 2018 2017 2016 2015
Large 5.6% 5.0% 4.0% 3.0% 3.1%
Medium 5.1% 6.1% 5.0% 4.7% 5.4%
Small 7.3% 6.5% 6.1% 5.9% 5.8%
Micro 11.6% 10.9% 9.8% 8.7% 8.9%

Figure D1. Cash to assets
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Appendix E. Absolute Liquidity Ratio by Region, Industry, Company Size

Regions 2019 2018 2017 2016 2015
Riga 30.0% 26.3% 20.9% 19.2% 20.9%
Pieriga 26.7% 23.2% 18.8% 16.7% 18.1%
Kurzeme 26.4% 25.9% 22.8% 18.8% 18.9%
Latgale 25.1% 25.2% 20.0% 15.6% 17.9%
Vidzeme 23.4% 23.7% 18.7% 17.6% 20.0%
Zemgale 24.5% 21.6% 18.8% 17.7% 18.4%
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 23.9% 28.3% 24.6% 19.0% 17.7%
MINING AND QUARRYING 23.3% 29.8% 27.5% 12.6% 16.5%
MANUFACTURING 19.1% 17.0% 15.1% 13.3% 13.9%
ELECTRICITY, GAS, STEAM AND AIR CONDITIONING

SUPPLY 32.5% 29.3% 26.8% 17.3% 18.5%
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT

AND REMEDIATION ACTIVITIES 29.6% 22.7% 20.4% 17.7% 17.7%
CONSTRUCTION 37.3% 33.9% 23.0% 19.8% 25.0%
WHOLESALE AND RETAIL TRADE; REPAIR OF MOTOR

VEHICLES AND MOTORCYCLES 18.4% 16.0% 13.8% 12.7% 13.5%
TRANSPORTATION AND STORAGE 22.5% 23.0% 20.2% 19.5% 21.7%
ACCOMMODATION AND FOOD SERVICE ACTIVITIES 33.6% 26.9% 20.6% 18.1% 20.7%
INFORMATION AND COMMUNICATION 60.8% 51.6% 43.3% 37.9% 43.9%
FINANCIAL AND INSURANCE ACTIVITIES 51.8% 55.5% 40.7% 49.3% 50.0%
REAL ESTATE ACTIVITIES 30.4% 26.1% 23.0% 18.9% 20.4%
PROFESSIONAL, SCIENTIFIC AND TECHNICAL

ACTIVITIES 50.7% 48.2% 36.9% 35.3% 34.2%
ADMINISTRATIVE AND SUPPORT SERVICE

ACTIVITIES 34.4% 31.8% 24.7% 23.4% 26.8%
PUBLIC ADMINISTRATION AND DEFENCE;

COMPULSORY SOCIAL SECURITY 58.5% 67.0% 42.6% 48.9% 48.9%
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 109.9% 90.1% 90.0% 88.5% 96.1%
Size by employees 2019 2018 2017 2016 2015
Large 29.7% 21.4% 18.5% 18.3% 9.6%
Medium 19.2% 17.5% 16.3% 15.9% 13.9%
Small 23.4% 22.4% 19.3% 17.2% 21.4%
Micro 32.1% 28.0% 21.4% 19.1% 23.0%
Size by sales 2019 2018 2017 2016 2015
Large 15.8% 10.9% 10.0% 8.9% 9.6%
Medium 13.0% 14.4% 11.4% 11.1% 12.9%
Small 19.1% 17.7% 16.1% 15.9% 16.6%
Micro 30.8% 27.6% 21.8% 19.6% 21.1%

Figure E1. Absolute liquidity

Appendix F. Interest Coverage Ratio by Region, Industry, Company Size

Regions 2019 2018 2017 2016 2015
Riga 12.34 12.15 6.43 5.13 5.67
Pieriga 10.69 10.04 6.30 4.96 5.34
Kurzeme 9.04 9.49 6.69 5.26 6.26
Latgale 8.43 11.78 6.92 3.92 2.84
Vidzeme 7.29 10.01 5.94 4.39 3.76
Zemgale 7.14 7.57 5.95 4.10 4.77
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 7.08 8.94 7.50 5.06 5.53
MINING AND QUARRYING 25.98 21.04 13.25 4.32 8.06
MANUFACTURING 11.89 11.30 7.24 5.75 5.48
ELECTRICITY, GAS, STEAM AND AIR CONDITIONING

SUPPLY 3.53 3.00 4.09 1.86 1.66
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT

AND REMEDIATION ACTIVITIES 6.20 5.29 335 2.71 1.24
CONSTRUCTION 22.88 28.05 11.90 5.88 9.45
WHOLESALE AND RETAIL TRADE; REPAIR OF MOTOR

VEHICLES AND MOTORCYCLES 11.70 10.49 6.00 5.27 5.74
TRANSPORTATION AND STORAGE 5.97 6.25 5.17 4.57 4.37
ACCOMMODATION AND FOOD SERVICE ACTIVITIES 4.03 4.16 2.34 1.22 1.88
INFORMATION AND COMMUNICATION 26.03 26.14 10.77 6.89 9.81
FINANCIAL AND INSURANCE ACTIVITIES 6.51 15.78 4.50 3.07 2.50
REAL ESTATE ACTIVITIES 4.41 4.25 2.23 2.08 1.87
PROFESSIONAL, SCIENTIFIC AND TECHNICAL

ACTIVITIES 27.56 28.78 16.71 11.72 12.42
ADMINISTRATIVE AND SUPPORT SERVICE ACTIVITIES 17.64 14.45 7.48 5.18 5.63
PUBLIC ADMINISTRATION AND DEFENCE;

COMPULSORY SOCIAL SECURITY 17.29 17.69 8.83 7.22 10.17
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 32.06 30.49 15.13 14.08 12.97
Size by employees 2019 2018 2017 2016 2015
Large 11.73 9.87 7.90 10.02 8.36
Medium 11.51 9.92 8.07 5.75 11.52
Small 9.51 10.47 6.79 5.16 8.76
Micro 11.50 11.01 5.77 4.32 5.00
Size by sales 2019 2018 2017 2016 2015
Large 12.47 14.21 8.51 6.89 12.68
Medium 16.86 14.54 12.41 10.47 10.14
Small 14.66 14.10 9.21 7.42 8.26
Micro 9.51 9.82 5.78 4.35 4.64

Figure F1. Interest coverage ratio
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Appendix G. Net Debt to EBIT Ratio by Region, Industry, Company Size

Regions 2019 2018 2017 2016 2015
Riga 2.55 2.85 3.72 4.05 3.94
Pieriga 2.48 2.89 3.66 3.97 3.66
Kurzeme 3.14 2.70 3.47 3.57 3.15
Latgale 3.02 2.88 3.89 4.25 4.00
Vidzeme 3.10 297 3.48 4.00 4.06
Zemgale 3.22 3.31 3.66 4.58 3.66
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 3.45 291 3.46 3.89 3.73
MINING AND QUARRYING 1.59 1.91 2.03 2.72 2.58
MANUFACTURING 2.29 2.19 3.15 3.41 3.66
ELECTRICITY, GAS, STEAM AND AIR CONDITIONING

SUPPLY 4.59 6.79 7.47 7.74 7.74
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT

AND REMEDIATION ACTIVITIES 3.24 2.95 4.42 5.60 4.33
CONSTRUCTION 1.20 1.01 1.68 2.10 211
WHOLESALE AND RETAIL TRADE; REPAIR OF

MOTOR VEHICLES AND MOTORCYCLES 2.47 3.06 4.04 4.25 3.79
TRANSPORTATION AND STORAGE 3.45 3.30 3.73 3.75 3.22
ACCOMMODATION AND FOOD SERVICE ACTIVITIES 4.63 3.90 5.14 5.26 4.91
INFORMATION AND COMMUNICATION 1.48 1.86 1.77 2.37 2.04
FINANCIAL AND INSURANCE ACTIVITIES 7.04 9.69 5.21 9.81 9.71
REAL ESTATE ACTIVITIES 6.57 7.45 8.93 9.75 10.13
PROFESSIONAL, SCIENTIFIC AND TECHNICAL

ACTIVITIES 1.28 1.42 1.82 2.18 2.05
ADMINISTRATIVE AND SUPPORT SERVICE

ACTIVITIES 2.03 2.06 2.64 371 4.58
PUBLIC ADMINISTRATION AND DEFENCE;

COMPULSORY SOCIAL SECURITY 2.72 172 3.11 5.13 3.65
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 1.65 1.54 2.16 2.78 2.00
Size by employees 2019 2018 2017 2016 2015
Large 2.78 3.05 4.16 3.95 4.92
Medium 2.90 3.32 3.80 4.34 3.28
Small 2.69 2.69 3.59 4.07 3.36
Micro 2.70 2.97 3.72 4.03 3.87
Size by sales 2019 2018 2017 2016 2015
Large 3.66 2.95 3.76 4.66 4.47
Medium 2.90 3.12 3.36 3.29 3.67
Small 2.35 2.65 3.48 4.04 3.51
Micro 2.80 2.92 3.70 4.07 3.92

Figure G1. Net debt to EBIT

Appendix H. Equity Sufficiency by Region, Industry, Company Size

Regions 2019 2018 2017 2016 2015
Riga 1.02 0.94 0.87 0.86 0.86
Pieriga 0.97 0.86 0.82 0.81 0.81
Kurzeme 0.94 0.90 0.91 0.93 0.89
Latgale 0.91 0.91 0.83 0.82 0.82
Vidzeme 0.90 0.91 0.86 0.84 0.87
Zemgale 0.93 0.85 0.85 0.82 0.81
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 0.91 0.94 0.90 0.89 0.88
MINING AND QUARRYING 1.00 1.14 1.04 0.94 0.95
MANUFACTURING 0.89 0.85 0.79 0.80 0.79
ELECTRICITY, GAS, STEAM AND AIR CONDITIONING SUPPLY 1.02 0.91 1.00 0.96 0.88
WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT AND

REMEDIATION ACTIVITIES 0.99 0.95 0.95 0.94 0.90
CONSTRUCTION 1.44 1.33 1.06 1.01 1.05
WHOLESALE AND RETAIL TRADE; REPAIR OF MOTOR

VEHICLES AND MOTORCYCLES 0.78 0.67 0.63 0.61 0.60
TRANSPORTATION AND STORAGE 1.07 0.98 1.05 1.02 1.01
ACCOMMODATION AND FOOD SERVICE ACTIVITIES 0.89 0.77 0.66 0.70 0.74
INFORMATION AND COMMUNICATION 1.76 172 117 112 112
FINANCIAL AND INSURANCE ACTIVITIES 1.22 0.93 0.99 0.74 0.93
REAL ESTATE ACTIVITIES 0.92 0.79 0.87 0.87 0.88
PROFESSIONAL, SCIENTIFIC AND TECHNICAL ACTIVITIES 1.68 1.54 1.19 1.18 1.10
ADMINISTRATIVE AND SUPPORT SERVICE ACTIVITIES 1.24 0.99 0.92 0.92 0.97
PUBLIC ADMINISTRATION AND DEFENCE; COMPULSORY

SOCIAL SECURITY 1.27 1.27 0.95 1.03 1.02
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 1.24 1.18 1.11 1.15 1.08
Size by employees 2019 2018 2017 2016 2015
Large 0.98 1.09 0.88 0.92 0.82
Medium 0.92 0.99 0.92 0.91 0.91
Small 0.96 0.95 0.90 0.90 0.97
Micro 1.00 0.85 0.82 0.80 0.87
Size by sales 2019 2018 2017 2016 2015
Large 0.90 1.10 0.85 0.83 0.85
Medium 0.97 1.06 0.85 0.90 0.90
Small 0.95 1.01 0.95 0.94 0.93
Micro 0.99 0.89 0.85 0.83 0.83

Figure H1. Equity capital sufficiency
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Appendix I. Equity Ratio by Region, Industry, Company Size

Regions 2019 2018 2017 2016 2015
Riga 38.1% 34.1% 26.3% 25.1% 25.8%
Pieriga 38.1% 34.8% 28.3% 27.6% 27.0%
Kurzeme 42.6% 41.9% 37.0% 37.3% 38.1%
Latgale 40.7% 40.7% 33.7% 31.9% 32.3%
Vidzeme 41.5% 42.0% 37.9% 35.2% 36.4%
Zemgale 40.3% 38.2% 31.4% 32.6% 32.7%
Industries 2019 2018 2017 2016 2015
AGRICULTURE, FORESTRY AND FISHING 46.2% 46.8% 42.3% 42.0% 43.2%
MINING AND QUARRYING 51.9% 59.7% 48.0% 43.4% 46.0%
MANUFACTURING 41.2% 38.7% 33.4% 32.7% 31.4%
ELECTRICITY, GAS, STEAM AND AIR

CONDITIONING SUPPLY 38.8% 33.2% 32.6% 29.4% 25.0%
WATER SUPPLY; SEWERAGE, WASTE

MANAGEMENT AND REMEDIATION ACTIVITIES 40.9% 35.5% 33.7% 29.1% 28.2%
CONSTRUCTION 47.7% 45.5% 32.6% 32.3% 36.0%
WHOLESALE AND RETAIL TRADE; REPAIR OF

MOTOR VEHICLES AND MOTORCYCLES 33.5% 29.4% 22.4% 21.6% 22.3%
TRANSPORTATION AND STORAGE 34.8% 34.7% 31.2% 31.3% 31.3%
ACCOMMODATION AND FOOD SERVICE

ACTIVITIES 23.5% 14.5% 4.6% 2.2% 3.8%
INFORMATION AND COMMUNICATION 49.9% 45.6% 35.3% 33.8% 36.4%
FINANCIAL AND INSURANCE ACTIVITIES 39.9% 35.9% 35.1% 33.3% 30.2%
REAL ESTATE ACTIVITIES 31.1% 26.2% 21.6% 20.9% 18.5%
PROFESSIONAL, SCIENTIFIC AND TECHNICAL

ACTIVITIES 49.9% 47.4% 35.9% 36.5% 37.6%
ADMINISTRATIVE AND SUPPORT SERVICE

ACTIVITIES 36.5% 33.6% 23.7% 22.9% 24.0%
PUBLIC ADMINISTRATION AND DEFENCE;

COMPULSORY SOCIAL SECURITY 48.3% 51.9% 37.2% 37.4% 41.0%
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES 57.7% 56.7% 54.6% 53.9% 49.8%
Size by employees 2019 2018 2017 2016 2015
Large 43.9% 42.5% 40.9% 41.2% 40.4%
Medium 40.0% 40.5% 41.1% 40.0% 36.2%
Small 39.6% 38.7% 34.0% 33.8% 37.6%
Micro 38.7% 33.6% 24.9% 22.7% 29.5%
Size by sales 2019 2018 2017 2016 2015
Large 42.0% 38.1% 39.3% 37.9% 42.0%
Medium 38.0% 38.5% 35.8% 36.5% 37.6%
Small 39.8% 39.4% 37.2% 37.2% 36.5%
Micro 39.0% 35.5% 27.5% 26.1% 26.9%

Figure I1. Equity ratio
Appendix J. Median Financial Ratios of European Companies, Constituents of Stoxx 600

Table J1. Financial ratios of Stoxx 60 companies

Financial Ratios Median, as of 31 December 2019
Gross profit margin 42.8%
Operating profit margin 13.0%
Net profit margin 10.3%
ROE 13.3%
Cash to total assets 6.7%
Cash to current liabilities 27.1%
Intangible to total assets 17.1%
Equity ratio 41.1%
Interest coverage ratio 11.11
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