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Introduction 

IoT implies great influence on industrial 
firms; machines and products are increas-
ingly connected to the Internet (The 
Economist, 2015). Local cultures are fur-
ther made more visible; this means, located 
localities are connected with necessary 
connections to companies (Chirjevskis & 

Ludviga, 2009; Lange, Leleux & Surlemont, 
2003).  

Innovations, in particular, play a special 
role in digitalization, as they simply help to 
promote it (i.e. through knowledge spill-
overs) (De Clercq, Hessels & Van Stel, 
2008). In this context, research articles 
have already pointed out the special role of 
start-up companies, which have a high 
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potential for innovations, imply positive 
effects on economic growth as well as job 
creation, foster globally competitive 
economies and support the modernisation 
of economies (Aleksejeva & Aleksejeva, 
2015; Ammetller, Rodríguez-Ardura & 
Lladós-Masllorens, 2014; Bednarzik, 2000; 
Hessels & Van Stel, 2011; Lerner, 2010; 
Rajaei, Yaghoubi & Donyaei, 2011; Welter, 
2010). Thus, it is useful for each country to 
have a certain basic business foundation 
culture. In the United States of America, it 
was shown that the result of an adoption of 
new technologies led to a boost in produc-
tivity during the second half of the 1990s 
(Dobele, 2011). In this context, three re-
search questions can be evaluated as im-
portant: 

• RQ1: How is the start-up behaviour, 
especially in the IT industry, dependent 
on national circumstances? 

• RQ2: Which national circumstances 
affect start-ups in Germany and Latvia 
and which pillars of their respective 
business ecosystem competitiveness 
are beneficial or unbeneficial for start-
ups? 

• RQ3: How beneficial are the Business 
Innovation Ecosystems in Germany and 
Latvia for start-ups in both countries, 
which measures do both Germany and 
Latvia take to establish or strengthen 
their business foundation culture – es-
pecially in IT industry – and which ven-
ture possibilities exist in these coun-
tries? 

In order to answer these questions, a com-
parative analysis between Germany and 
Latvia takes place. This selection implies a 
comparison of Central and Eastern Europe, 
there is, thus, a spatial distance, which 
generates cultural differences. Likewise, 
Germany is a country characterized by high 
product quality and offering various meas-
ures for support to start-ups (Ammetller et 
al., 2014; Gebhardt, 2012), while Latvia has 
less of such measures or is only at the be-
ginning to use them more often (Manolova, 
Eunni & Gyoshev, 2008). While Germany 
can undoubtedly be described as an IT-
affine country, Latvia, which is known by 
its large forestry, is for the moment not 

capable of such a big affinity (Audretsch & 
Keilbach, 2007; Schwab, 2016). The answer 
of the above mentioned research questions 
should indicate at weaknesses, which then 
could be eliminated or improved, or at 
unseen potential, that could be aroused. 
Therefore, the aim of this research is sub-
ject to a better understanding of the de-
pendent variables according to the com-
pany formation circumstances as well as to 
the exploration of country-specific 
strengths and weaknesses with regard to 
start-up culture and start-up circum-
stances, especially in IT industry. 

Indicators of entrepreneurial activity 

and success 

According to Carraher, Buchanan and Puia 
(2010), healthy economies are dependent 
on the growth created from business for-
mations. For instance, entrepreneurship 
promotes regional development in non-
core regions, as they generate higher pro-
ductivity at the firm level as well as a con-
tribution to added social values 
(Baumgartner, Pütz & Seidl, 2013). Never-
theless, business foundations need ad-
vanced knowledge and capabilities, which 
are often missing in a start-up company, 
especially in the IT industry (Ammetller et 
al., 2014). In this case, external business 

support services can be used to fill this 
gap, i.e. if the founders do not have experi-
ence as entrepreneurs.  

The quality of infrastructure is another 
important factor which influences entre-
preneurship. It combines communication, 
quality of roads, infrastructure of public 
transport, financial as well as educational 
and public utilities infrastructure (Alekse-
jeva & Aleksejeva, 2015). All these men-
tioned quality determinants of infrastruc-
ture obviously imply effects on companies 
– and, thus, start-ups. 

Furthermore, like Landes (2000) argued, 
cultural differences explain a high 
amount of cross-country differentials in 
growth and performance, i.e. through vary-
ing power distance, individualism and 
masculinity, which all affect economic per-
formance (Edwards, 2002). This fact can be 
explained by factors of the so-called Need 
for Achievement (i.e. effect of conscious-
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ness), which is a main driving force of en-
trepreneurial behaviour and is affected 
significantly by goal orientation, conscien-
tiousness (higher conscientiousness leads 
to higher levels of Need for Achievement), 
cognitive complexity (high cognitive com-
plexity leads to lower Need for Achieve-
ment) and gender (being male leads to 
higher levels of Need for Achievement) 
(Carraher et al., 2010). The last mentioned 
point somehow explains the fact of less 
female founders in comparison to males 
(Elam & Terjesen, 2010). Therefore, cul-
tural differences indicate the amount of 
entrepreneurial activity in different coun-
tries. In this context, a possible mediator 
effect of Need for Achievement could be 
explored in further studies. 

Finally, political and legal environment, 
access to finances, recruitment of pro-

fessional and well-motivated personnel 
further influence entrepreneurial activities 
and success, as it was shown in several 
studies before (i.e. Dobele, 2011; Romaní, 
Didonet, Contuliano & Portilla, 2013). Thus, 
it appears obvious that an analysis of these 
circumstances is necessary to ensure the 
comparability of Germany and Latvia. 
Therefore, this analysis is subdivided into a 
general country analysis (see Chapter 3) 
and a country analysis, which specifically 
examines the possibilities of founding 
start-ups in the IT industry (see Chapter 4). 

Country analysis of Germany and Latvia 

In Germany, representing a Central Euro-
pean country, and Latvia, representing an 
Eastern European country, entrepreneur-
ship portrays an opportunity for especially 
younger people; not only materially profit-
able, but intellectual rewarding and crea-
tivity and analytical skills rising (Bisoux, 
2002).  

Generally, entrepreneurship capital in IT 
industry, which measures the entrepreneu-
rial importance in regions, is dependent on 
many regional factors (the measurement of 
Entrepreneurship capital is a common 
problem, which won’t be described more in 
detail, but nevertheless, an accepted ap-
proach underlies in the relation of new 
firms venture capital in a region and the 
respective population); whereas unem-

ployment rate and business tax level lead 
to significant lower entrepreneurship capi-
tal, the R&D intensity, population density, 
industry diversity index as well as the loca-
tional attractiveness, in contrast, lead to 
significant higher results (Audretsch & 
Keilbach, 2007). As it was also explained 
above, it is therefore worth to investigate 
national differences, which could influence 
the entrepreneurial activities (Peterka & 
Saric, 2015). 

Germany as a forerunner of creating a 

business start-up culture in the EU 

In the beginning, a brief summary is given 
to create a rough picture of the country's 
circumstances.  

Germany, which has a population of about 
81 million citizens, can be seen as a mean-
ingful country within the EU (European 
Union, 2015a). It accounts 16 % of the EU's 
total population and generates a Gross 
Domestic Product (GDP) of 3.026 trillion € 
in 2015, which, in the sense of comparabil-
ity, yields a GDP per capita of 37,275 € 
(which is a rise of 1.2 % with regard to 
2014) (European Union, 2015a; The World 
Bank, 2015a). Furthermore, GDP rose by 
1.7 % in 2015 (The World Bank, 2015b).  

External business support services in Ger-
many are supplied by several institutions; 
i.e. from the technology centres in Germany 
or the KfW Group (KfW) (Ammetller et al., 
2014; KfW Research, 2016). Nevertheless, 
the founder ratio development is declining 
for the last 13 years (see Appendix 1) (KfW 
Research, 2016; Statista, 2017a). Within 
these foundations, 44.3 % discovered a 
worldwide market novelty, which has to be 
considered as a highly positive fact (Sta-
tista, 2017b). Apart from that, 21 % of ven-
tures are located in the IT industry (KfW 
Research, 2016).  

Besides institutional support, also political 
measures are present for entrepreneurial 
support, namely the High-Tech Start-up 
Fund from the Federal Ministry for Eco-
nomic Affairs and Energy or the Entrepre-
neurial Regions Programme (ERP), which 
initially was created as a policy response to 
the economic crisis after the breakdown of 
the East German economy in 1989 (Federal 
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Ministry for Economic Affairs and Energy, 
2016a; Gebhardt, 2012). However, the 
effect of the concept of stable entrepre-
neurship within times of crisis, which was 
pursued by ERP, was that start-ups using 
ERP during financial crisis were signifi-
cantly more characterized by their robust-
ness, in particular with regard to the insol-
vency rate, than start-ups that didn’t use 
ERP (Gebhardt, 2012). 

At last, German Ministry of Education and 
Research (BMBF) uses the so-called Inno-
vative Regional Growth Core (IRGC) pro-
gramme, which is characterized by invest-
ments for promising start-ups without an 
adequate venture capital basis (Gebhardt, 
2012). In 2015, the number of start-ups in 
Germany was for the first time since 2011 
higher than those, which were liquidated 
(Federal Ministry for Economic Affairs and 
Energy, 2016b). 

In summary, Germany can be seen as a 
pioneer within EU regarding support of 
founding ambitions, especially external 
business support. 

Start-up-potential of Latvia 

Germany and Latvia are connected through 
an important asset: Germany portrays one 
of the most relevant import partners for 
Latvia, which includes nearly 2 million 
citizens (about 0.4 % of total EU) and 
whose land is covered 40 % by woodlands 
(European Union, 2015b). 

In comparison to the above mentioned 
macroeconomic data of Germany, Latvia’s 
GDP, which was 24.378 billion € in 2015, 
rose by 2.7 % (European Union, 2015b; 
The World Bank, 2015c). Furthermore, 
even if the GDP per capita with 12,274 € is 
much lower than that in Germany, Latvia 
achieved a triple as high growth as Ger-
many, namely 3.7% (European Union, 
2015b; The World Bank, 2015d). Within 
this growth, the most important sectors of 
Latvia were wholesale and retail trade, 
transport, accommodation and food ser-
vices (25.2 %), industry (16.4 %) and pub-
lic administration, defence, education, hu-
man health and social work activities (15.7 
%) (European Union, 2015b).  

Social entrepreneurship, which is regarded 
as an important part of the economic future 
because of employment promotion, pov-
erty risk reduction, social and economic 
solution and entrepreneurial skills en-
hancement, is weak in Latvia, as the social 
enterprises rate in Latvia only reaches 
1.9 %, which is below the European aver-
age (Dobele, 2011). 

Regarding Latvia’s business environment, 
the main impact is exerted by public policy, 
which provides sustainable and predictable 
manifestations in tax and innovation policy, 
investment environment and lending pol-
icy (Geipele, Geipele, Staube, Ciemleja & 
Zeltins, 2016a).  

Apart from that, Latvia has a value system 
for the promotion of entrepreneurship in 
general, however due to its slow-
responding regulatory framework, a high 
potential of raising entrepreneurial aspira-
tions is imaginable, i.e. through an initia-
tion of adequate programs (Manolova et al., 
2008). 

Regarding IT, in higher-income countries, 
technologies are in general more widely 
available than in lower-income countries, 
which lead to a disadvantage of Latvia in 
comparison to Germany (Hessels & Van 
Stel, 2011). 

However, in summary, it is important to 
note that a positive environment for start-
up companies is prevailing in Latvia. This 
hypothesis is supported by the growing 
number of start-up companies in Latvia 
(Centrālās statistikas pārvaldes datubāzes, 
2016a).  

Comparison of Global Competitiveness 

between Germany and Latvia 

Global Competitiveness Index (GCI), as a 
kind of PESTEL analysis approach, exam-
ines and compares 138 different economies 
with their respective business ecosystems 
regarding competitiveness (expert survey 
with a 7-point Likert scale) and examines 
business ecosystems (Schwab, 2016). 
Therefore, it is a useful tool to evaluate the 
business environments of Germany and 
Latvia in a more detailed way.  
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In Comparison, Germany reached the fifth 
place with a total score of 5.57, while Lat-
via reached the 49th place and a score of 
4.45 (Schwab, 2016). 

The following table illustrates the result of 
dividing the total scores into the 12 main 

components (sub-indexes) of the GCI. The 
respective placement of the countries 
within country comparison is given in 
brackets in order to demonstrate strengths 
and weaknesses of Germany and Latvia in 
the relevant categories. 

Table 1: GCI Sub-indexes for Germany and Latvia in 2016 from Schwab (2016) 

Sub-indexes (Pillars) Germany Latvia 

1. Institutions 5.16 (22) 4.00 (64) 
2. Infrastructure 6.06 (8) 4.38 (51) 
3. Macroeconomic environment 6.03 (15) 5.56 (24) 
4. Healthy and primary education 6.50 (14) 6.16 (42) 
5. Higher education and training 5.63 (16) 5.01 (39) 
6. Goods market efficiency 4.97 (23) 4.52 (49) 
7. Labour market efficiency 4.80 (22) 4.57 (34) 
8. Financial market development 4.88 (20) 4.19 (52) 
9. Technological readiness 6.11 (10) 5.20 (34) 
10. Market size 5.99 (5) 3.15 (96) 
11. Business sophistication 5.61 (3) 3.71 (58) 
12. Innovation 5.58 (5) 3.36 (64) 

 

The small market size of Latvia takes into 
account the most negative. However, this 
circumstance is countered by an increase 
in export activities (Centrālās statistikas 
pārvaldes datubāzes, 2016c), which will be 
described more detailedly later. Further-
more, although the technology readiness in 
Latvia is present (5.20), innovations, which 
are especially in IT industry omnipresent, 
represent a weak point there (3.36). As 
mentioned above, Latvian institutions im-
ply a potential of rising entrepreneurial 
aspirations through programs, i.e. in the 
way of the mentioned programs from Ger-
many. However, from the German point of 
view, there is also an improvement poten-
tial in this sub-index. Not surprisingly, 
Germany’s rankings, which are especially 
high in the sub-indexes 10, 11 and 12, are 
located above Latvia’s rankings, as Ger-
many portrays a more developed country 
(i.e. see GDP per capita comparison above), 
whereby macroeconomic environment has 
been evaluated as strength in Latvia in 
contrast to Germany, even if the Latvian 
score is lower than the German score. This 
good score for Latvia coincides with the 
above cited valuation from Geipele et al. 
(2016a). 

 

With the help from GCI, strengths and 
weaknesses regarding competitiveness of 
business environments between the inves-
tigated countries were clarified, as busi-
ness environments are playing a vital role 
for start-up companies.  

IT venture opportunities in Germany 

and Latvia 

Business Innovation Ecosystem of the 

European Union: Overview of the current 

situation 

Through the great importance of promot-
ing high-potential business ventures with 
regard to achieving a positive effect on 
economic growth and innovation, well-
considered policies have been seen as 
forceful measures to gain advantages in 
entrepreneurial activities (Lerner, 2010). 
For this, start-up activities in the European 
Union were affected highly significantly by 
EU regional policies from 2000 to 2006, 
whereby positive effects on entrepreneu-
rial activity opportunities occurred (Stern-
berg, 2012). Apart from that, for an en-
hancement of Europe’s ability to innovate, 
the European Institute of Innovation and 
Technology (EIT) uses Knowledge and 
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Innovation Communities (KICs), which get 
together fields of education, technology, 
research, business and entrepreneurship 
for generating inspirations for innovations 
(Riva, 2013). 

Until now, the European Union has espe-
cially intensified their support to the emer-
gence and development of IT industry, as 
they adjusted their fiscal and legal envi-
ronments to the needs of small IT industry 
firms, leading to beneficial effects for IT 
ventures (Revest & Sapio, 2012). 

In recent years, there has been a significant 
increase in the use of entrepreneurship 
education in schools and universities in 
Europe (Johansen & Schanke, 2013). This 
trend portrays another beneficial point for 
entrepreneurial activities in Europe, as 
education is supposed to promote general 
and specific entrepreneurial abilities and 
improves academic performance 
(Johansen, 2014). 

A negative aspect underlies in the pre-
dominant lack of SMEs performing export 
activities, which is unfavourable (Muller et 
al., 2016). Especially the above mentioned 
digitalization and globalization arouse 
hope that this development will reverse in 
the future, leading to even better opportu-
nities for SMEs. 

As it is already known that business model 
environment, i.e. social environment, com-
petitive forces, technological change, cus-
tomer demand or legal environment is 
playing an important role for ventures 
(Osterwalder, 2010), a brief analysis of the 
business innovation ecosystems will be 
made for Germany and Latvia in order to 
serve as a basement for the evaluation of 
both countries. This analysis, in compari-
son to GCI, which only showed the business 
environment in general, focuses on innova-
tion more detailedly. 

Business Innovation Ecosystems in Ger-

many and Latvia: Overview of the cur-

rent situation  

Evaluation of Innovation Ecosystems will 
occur in a quantitative way, using both data 
from publications about positive and nega-
tive aspects for both countries, and sum-

marizing evaluations from Global Entre-
preneurship Monitor (GEM) and Global 
Innovation Index (GII). 

For Latvia, Aleksejeva and Aleksejeva 
(2015) have shown that regarding infra-
structure, which was evaluated as an im-
portant factor of entrepreneurial success, 
experts evaluated communication infra-
structure, namely Internet access, as well 
as mobile phone communications very 
positive, whereas quality of electricity sup-
ply and road quality were evaluated ad-
versely. In another study about Latvia’s 
business innovation success factors, good 
client service, honesty reputation, charisma 
and friendliness with clients were the most 
important success factors (Sloka, Kantāne, 
Avotiņš & Jermolajeva, 2014). Further-
more, Kozlinska (2011) criticized quality 
and applicability of education, i.e. insuffi-
cient cooperation of universities and busi-
nesses or risk-averse and uncompetitive 
profiles, leading to less entrepreneurial 
activity. This circumstance goes hand in 
hand with the findings of Volkmann & To-
karski (2009): Latvian students, in the 
opposite to Germany, were less inclined to 
see themselves as potential entrepreneurs 
(58.5% in Latvia against 71.9% in Ger-
many) and evaluated entrepreneurship 
less important for the future than German 
students (44.6% in Latvia against 53.3% in 
Germany). This can be seen as a big disad-
vantage of Latvia, as Hilkevičs & Štefen-
berga (2013) argued that innovative busi-
ness is linked to a good cooperation of 
government, institutions and universities. 

Germany, for itself, spends high invest-
ments in entrepreneurial research, namely 
470 million € (Federal Ministry of Educa-
tion and Research, 2016). Furthermore, the 
number of entrepreneurship chairs at uni-
versities in Germany increased rapidly 
even from 1998 (Klandt & Volkmann, 
2006). 

Regarding German IT industry, since late 
the 1990’s a strong boom occurred, making 
start-up activities in this industry since 
2006 with an amount of then-reached 15 % 
of overall start-up activity to an important 
industry (Audretsch & Keilbach, 2007). 
Nowadays, like it was said above, about 
21 % of business ventures are located in IT 
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industry (KfW Research, 2016). For this, 
Germany can be seen as a technology-affine 
country.  

Regarding Industry 4.0, which especially 
combines IT services with manufacturing 
industry, Germany’s government has taken 
the lead to expand Industry 4.0, resulting in 
an inclusion of trade associations, minis-
tries, unions and academics (The Econo-

mist, 2015). For this, a bigger market for IT 
services is generated. 

As mentioned above, GEM, which portrays 
an expert rating ranging from 1 (=highly 
insufficient) to 9 (= highly sufficient), will 
be used for the comparison of Germany’s 
and Latvia’s Entrepreneurial Ecosystems. 
The results are summarized in the follow-
ing figure: 

 

Figure 1: Expert Ratings from GEM Global Entrepreneurship Monitor (2016) 

The graph shows that in comparison Latvia 
shows more positive results within the 
GEM results than Germany. According to 
the average of the countries under study, 
Germany’s result shows – besides its highly 
efficient categories like commercial and 
legal infrastructure, internal market 
burdens or entry regulation as well as 
government entrepreneurship programs – 
improvement potentials in entrepreneurial 
education at school stage and post school 
(and this, although a great upturn was 
already apparent in this area, like 
mentioned above). Especially in the latter 
two categories, Latvia performs very well, 
which should enable (potential) 
entrepreneus with important know-how. 
Nevertheless, R&D transfer is weak in 
Latvia (which is an indicator for the bad 
results in GCI-Innovation-sub-index), and 

support and relevance of government 
policies should be higher. However, the 
above mentioned entrepreneurial 
education in Latvia as well as the country’s 
highly sufficient market burdens enable 
potential founders to start their own 
business.   

After evaluating both the business envi-
ronments (GCI) in general and using a 
more detailed approach with GEM for an 
evaluation of the entrepreneurial ecosys-
tem, another index will be used in the fol-
lowing. With the help of the above men-
tioned GII, a closer look to the main points 
of business innovation ecosystems of Ger-
many and Latvia will be given. This ap-
proach implies an important point for IT 
start-up companies; as it has already been 
mentioned above, innovations play a vital 
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role for business success within IT indus-
try. 

GII is ranging from 0 to 100 and ranks the 
innovation performance of 128 countries 

and economies, representing 92.8 % of the 
world’s population and 97.9 % of global 
GDP, based on 82 indicators (GII, 2016). 
The main points of GII are summarized in 
the following table: 

 

Table 2: Analysis of the GII (2016) for Germany and Latvia 

Sub-indexes Germany Latvia 

Institutions 84.1 (18) 77.7 (29) 

Human Capital and Research 58.9 (10) 31.4 (67) 

Infrastructure 58.5 (22) 54.3 (30) 

Market sophistication 59.7 (16) 48.6 (43) 

Business sophistication 48.3 (15) 36.6 (40) 

Knowledge and technology outputs 51.6 (8) 31.6 (41) 

Creative outputs 56.3 (7) 46.2 (25) 

 

As it was explained in GCI, the numbers in 
brackets represent the ranking of the re-
spective country. Regarding knowledge 
and technology outputs, which imply im-
portant aspects for IT industry and innova-
tion potential, as they imply rankings about 
‘knowledge creation’, ‘knowledge impact’ 
and ‘knowledge diffusion’, Germany per-
forms very well, whereas Latvia seems to 
have some potential. Latvia ranks the best 
in creative outputs, which can be seen as 
important for the creation of innovations, 
as it combines ‘intangible assets’, ‘creative 
goods and services’ and ‘online creativity’. 
This indicates a lack of support, which is 
needed in Latvia right now, i.e. through  

 

 

government support (which was evaluated 
as weak in the above detected GEM), to 
increase technology outputs. Especially 
through Latvia’s weak results in Human 
Capital and Research (which combines 
secondary and tertiary education as well as 
R&D) and market sophistication (which 
combines the main points ‘credit’, ‘invest-
ment’ and ‘trade, competition & market 
scale’), a more foreign-orientated business 
for start-ups in IT industry can be evalu-
ated as advantageous for success. As the 
above-mentioned sub-index ‘knowledge 
and technology’ implies – regarding its 
three pillars – a big importance for IT in-
dustry, a more detailed view of GII will be 
given in the following table: 

 

Table 3: Analysis of ‘Knowledge and technology outputs’ from GII (2016)  

for Germany and Latvia 

Knowledge and technology outputs Germany Latvia 

Overall 51.6 (8) 31.6 (41) 
1. Knowledge creation 66.4 (6) 12.3 (58) 
1.1 Patent applications by origin 100.0 (1) 12.9 (43) 
1.2 PCT international applications by origin 65.7 (10) 7.8 (33) 
1.3 Utility model applications by origin 53.4 (9) – 
1.4 Scientific and technical publications 39.0 (31) 20.4 (51) 
1.5 Citable documents H index 87.1 (3) 8.2 (76) 

2. Knowledge impact 45.7 (26) 55.0 (10) 
2.1 Growth rate of GDP per person engaged 55.6 (71) 74.5 (14) 
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2.2 New business density 7.5 (60) 61.5 (10) 
2.3 Total computer software spending 46.5 (19) – 
2.4 ISO 9001 quality certificates 30.6 (27) 42.9 (18) 
2.5 High-tech and medium high-tech output 78.7 (7) 21.6 (64) 

3. Knowledge diffusion 42.7 (19) 27.6 (46) 
3.1 Intellectual property receipts 38.3 (14) 1.3 (73) 
3.2 High-tech exports 48.5 (15) 26.1 (25) 
3.3 ICT services exports 19.1 (54) 21.8 (48) 
3.4 Foreign direct investment, net outflows 53.9 (20) 44.3 (37) 

 

As it is observable, the three pillars are 
subdivided in even more detailed sub-
pillars. Sub-pillars, that play a vital role 
within IT industry, are further highlighted 
in yellow. Apart from that, especially good 
results in these sub-pillars are highlighted 
in green, especially bad results in red. As 
Germany reached good results in the over-
all sub-index, logically, many high rankings 
in the (sub-)pillars are noticeable as well. 
Those are the points 1.1, 1.5 and 2.5. Nev-
ertheless, Germany has a weakness in ‘ICT 
services exports’. In contrast, Latvia 
doesn’t have strengths in any relevant sub-
pillar regarding IT industry, but some big 
weaknesses in point 1.5 and 2.5. However, 
Latvia obtains some good results within 
‘knowledge impact’. Summarizing, the data 
from GII helped evaluating the Business 
Innovation Ecosystems, which implies a big 
importance for start-ups. Furthermore, the 
relevant rankings for IT-start-ups were 
filtered out, whereby advantageous and 
disadvantageous national circumstances 
have been made more visible.  

In the following, an evaluation of IT ven-
ture possibilities in Germany and Latvia 
occurs, by using Porter’s Five Forces. 

Evaluation of IT venture possibilities in 

Germany and Latvia 

In a panel of 50 executives, innovators, and 
thinkers from the Silicon Valley, both Ger-
many and Latvia are seen as one of the 
twelve most promising countries over the 
world regarding an emergence in the tech-
nological sector, which is ranked at first 
place from China (The View from the Val-
ley, 2014). 

 

 

Results from previous research showed 
that a foreign-orientated start-up business 
may be beneficial for success (Hessels & 
Van Stel, 2011; Acs & Virgili, 2009). These 
results coincide with the above-mentioned 
proposal to pursue a more international 
orientation. Nevertheless, a clear disadvan-
tage of Latvia was found, as Hessels and 
Van Stel (2011) argued that a positive ef-
fect of export-oriented start-ups on success 
is much higher in high-income countries 
like Germany. For this, the weak evaluation 
of Latvia’s market size in GCI, which some-
how urges Latvia to a foreign-orientated 
strategy, weighs even heavier. 

In terms of IT industry and innovation in 
Latvia, a potential has been identified 
above. Results of Pelse and Zeverte-Rivza 
(2015) have shown the same, indicating 
low results in both IT usage and innovation 
in comparison to other member states of 
the EU, whereas competitiveness is im-
provable through new start-ups. This 
seems to be an indicator of Latvia’s rising 
ratio of IT ventures in comparison to the 
total number of start-up companies, which 
was doubled from 2013 to 2015 (see Ap-
pendix 2) (Centrālās statistikas pārvaldes 
datubāzes, 2016a). Furthermore, exports of 
ICT products rose by 412 % from 2008 to 
2015, whereas total export, in comparison, 
only rose by 164% (Centrālās statistikas 
pārvaldes datubāzes, 2016c). Both indicate 
the attractiveness of IT market in Latvia. 
Even the above mentioned disadvantage of 
Latvia in terms of success reached through 
export-orientation seems to have no great 
influence, as export data in IT market 
show. Especially small businesses of one to 
nine employed people make up the bulk of 
the IT industry personnel (95 %) (Cen-
trālās statistikas pārvaldes datubāzes, 
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2016b). This also shows good opportuni-
ties for start-ups in this market. 

In Germany, the above mentioned 
strengths and weaknesses of business en-
vironment and entrepreneurial ecosystem 
are confirmed by KfW, which sees 
strengths in the quality of infrastructure, 
image of Germany, free market access and  

business support, whereas education sys-
tem, credit availability and political en-
gagement is evaluated weakly (KfW Re-
search, 2016). 

For IT industry, a special fund was estab-
lished in 2005, giving support to 10.000 
business plans and 440 start-ups so far, 
granting them financial and entrepreneu-
rial support through public-private part-
nerships (Federal Ministry for Economic 
Affairs and Energy, 2016a). This measure 
seems necessary, as IT industry founda-
tions stagnate or rather decline (ZEW, 
2016). Furthermore, in comparison to Lat-
via, IT industry personnel in Germany  

 

mainly isn’t located in small businesses, but 
in large companies (Destatis, 2016), which 
indicates stronger competition than in 
Latvia. 

Regarding the previously obtained infor-
mation or indicators about IT venture pos-
sibilities in Germany and Latvia, Five 
Forces Model from Porter (1980) was gen-
erated as a kind of final summary, combin-
ing evaluations ranging from “very low” 
(VL) and “low” (L), over “medium/low” 
(M/L), “medium” (M) and “medium/high” 
(MH), to “high” (H) and very high (VH). 
From the point of view of IT start-ups 
(which are already in the market), those 
evaluations about the respective competi-
tive forces are then assessed as “great dis-
advantage” (--), “disadvantage” (-), “low 
disadvantage” (=/-), “low advantage” (=/+), 
“advantage” (+) and “great advantage” (++) 
according to start-up success. The results 
are summarized in the following figure: 

 

Competitive Forces Germany Latvia 

Rivalry VH (--) M (=) 

Entry barriers L (-) M/H (=/+) 

Bargaining power of suppliers H (-) VL (++) 

Bargaining power of customers L (+) M/L (=/+) 

Substitute threats VL (++) M/L (=/+) 

Figure 2: Analysis of the Competitive Forces in Germany and Latvia 

IT personnel in Germany is mainly present 
in large companies, which should have a 
positive influence on expertise, quality and, 
thus, rivalry. Therefore, the latter was 
evaluated as “very high” in Germany, lead-
ing to a “great disadvantage” for IT start-
ups. In Latvia, a large part of the IT indus-
try is concentrated in very small compa-
nies, which should weaken rivalry. Never-
theless, the market size of Latvia is small 
and export ratios are exploding, which 
indicates a not to be ignored effect on ri-
valry. Both facts lead to a “medium”-
evaluation. In Germany, entry barriers are 
evaluated low, as a variety of supporting 

measures were explained. In Latvia, gov-
ernment support was evaluated weak, 
leading to a “medium/high”-evaluation of 
entry barriers. The very low bargaining 

power of suppliers is a great opportunity 
in Latvia, as there are not as many domi-
nant companies in IT industry as in Ger-
many, where large companies are pre-
dominant. An only marginal difference 
occurs in bargaining power of customers, 
as Latvia’s IT use is still slightly lower than 
in Germany. Nevertheless, the high de-
manded and differentiated products from 
IT industry lower bargaining power of 
customers in both countries. At last, sub-

stitute threats are low, as switching costs 
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in IT industry are high. Through the fact 
that IT is supplied by very small firms in 
Latvia, which may not have the quality 
standards of the German ones, the cus-
tomer's propensity of substitutes can be 
seen higher in Latvia. Nevertheless, in 
summary, derived opportunities from Five 
Forces Model seem to be more available in 
Latvia. 

Conclusions and outlook 

The present paper shows many differences 
between Germany and Latvia regarding the 
above-formulated research questions: 

• Regarding national circumstances, 
which affect the start-up behaviour, in-
dicators like external business support 
services, quality of infrastructure, cul-
tural differences, political and legal en-
vironment, access to finances and re-
cruitment of professional and well-
motivated personnel have been de-
tected.  

• With respect to RQ 2, strengths and 
weaknesses from Germany and Latvia 
were detected within these indicators, 
as those were shown through several 
contributions from other scientific pa-
pers. Furthermore, the competitiveness 
of both business ecosystems was evalu-
ated – as a kind of PESTEL approach – 
by using GCI, in order to abstract bene-
ficial and unbeneficial effects for start-
ups.   

• According to RQ 3, which is the key 
contribution of the paper, a kind of “IT-
start-up“-ecosystem was generated for 
both Germany and Latvia. At first, GEM 
was used in order to focus on the En-
trepreneurial Ecosystem, which shows 
up chances and risks for start-ups 
within the countries in general. After-
wards, GII was useful to focus upon the 
actual Business Innovation Subindexes 
with regard to filter out strengths and 
weaknesses of both countries regarding 
their competitiveness. Finally, an own 
Competitive Forces approach was made 
to focus upon the current situation from 
IT-start-ups’ point of view.    

Summarizing, both countries imply un-
doubtedly big chances for IT ventures – 
coming from a wide range of different rea-
sons mentioned above. 

Giving an outlook for the future, the main 
challenge in Latvia in order to improve 
start-up opportunities in IT industry un-
derlies in facilitating market entry (and 
exit) as well as in improving the general 
environment to improve the know-how of 
people with entrepreneurial aspirations 
(Manolova et al., 2008; Sauka & Welter, 
2007). Conceptual solutions to promote 
cooperation among science, research, busi-
ness and government with regard to sup-
port founders portray an utter importance 
(Geipele, Geipele, Staube, Ciemleja & 
Zeltins, 2016b). In fact, about 36 % of IT 
start-ups only survive four years, with an 
even lower proportion after five years (Zhu 
& Allee, 2008). Like it was shown in GCI, 
market size is a big disadvantage from 
Latvia, whereas export-orientation is fur-
ther recommended. 

In Germany, entrepreneurial education at 
school and post school level has to be im-
proved (GEM, 2016; KfW Research, 2016). 
With an interdisciplinary approach, stu-
dents from faculties other than economics 
(i.e. information technology) can be 
reached (Tchouvakhina, 2004), which – 
logically – should lead to rising numbers of 
potential founders with entrepreneurial 
ambition in IT industry. Generally, entre-
preneurial education, as it was described 
earlier, should be central in any nation’s 
education policy to raise entrepreneurial 
activities (Johansen, 2014). 

For the future, stagnating or even declining 
numbers of entrepreneurs are expected in 
Germany, facing them with the difficulty of 
maintaining their position as start-up cul-
ture (KfW Research, 2016). Founding ratio 
seems to be saturated there, whereas Lat-
via’s detected opportunities definitely im-
ply a huge chance of an economic growth 
progress triggered from start-up compa-
nies, especially through IT industry. 
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Appendix 

Appendix 1: Founder ratio development in

basis of KfW Research

 

Appendix 2: Ratio of self-employed people in IT indu

using the data basis of Centrālās statistikas pārvaldes datubāzes (2016

accessed at 13th January 2017.
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Appendix 1: Founder ratio development in Germany. Own elaboration using the data 

basis of KfW Research (2016) Data basis accessed at 16th January 2017.

employed people in IT industry in Latvia. Own elaboration 

using the data basis of Centrālās statistikas pārvaldes datubāzes (2016a). Data basis 

accessed at 13th January 2017. 

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

2.59% 2.47% 2.10% 1.66% 1.54% 1.69% 1.82% 1.62% 1.50% 1.67% 1.80%
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Germany. Own elaboration using the data 

January 2017. 

 

try in Latvia. Own elaboration 

). Data basis 

2015

1.80% 1.50%

0.00%

0.20%

0.40%

0.60%

0.80%

1.00%

1.20%

1.40%

1.60%


