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Abstract

Building a competitive economy is based on the existence of competitive regions whose essential element in
terms of sustainable development is the effectively functioning business sector. Typical representatives of the
regional economy are the small and medium enterprises that often have the character of family businesses. The
challenging competitive environment requires proactive responses to turbulent changes, and innovative
activities have to be pursued in order to maintain activities and development on the market. Innovation is the
driving force behind the development; it is a key issue to survive in a competitive business environment. Despite
their quarter-century presence, family business in Slovakia are not addressed enough attention. This was the
basic motif to review the current situation on the market. 330 business entities were involved in the first phase of
our research. The aim if this article is to explore the innovative activity of small and medium enterprises having
a character of family businesses in the regions of Slovakia, and also identify those important determinants that
influence the innovation ability of the family businesses. The Chi-Square Test of Independence, the Pearson
correlation coefficient and the mean value statistics were applied in the research. The findings of our case study
aimed to reveal the trends linked to the innovation activity of family businesses.

Keywords: Innovation activity, small and medium enterprises, family businesses, sustainable and

competitive regions.
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Introduction

Entrepreneurship as a driving force for the development of the economy deserves the
attention of all concerned. Particular attention should be addressed to small and medium
enterprises since they account for 98% to 99% of the business entities. They represent the
backbone of the economies based on market principles. In spite of their considerable
importance, less attention is addressed to the development of family enterprises. They might
play an important role in the life of the regional economy. Theoretical definition of family
enterprise is not easy at all. There are several definitions what type of business can or cannot
be considered a family business. There is no standard definition in domestic or international
context that would make it easier to define and compare family businesses from different
perspectives. A common feature is the presence of family member either in management or
ownership of the enterprise.

The development of small and medium enterprises is primarily driven by innovation.
Innovation provides an opportunity to increase the economic performance of the business
sector, increase the productivity of the economy and raise competitiveness. Innovation is
atool to outstrip the competitors and survive in the fierce competition. It is fostered by
globalization, integration and internationalization that attract businesses into the centre of a
competition. If they want to be successful, they have to innovate their services and products.
Undoubtedly, the intense innovation activity is dominantly characteristic for the start-ups,
resp. small enterprises, referred to as start-ups. They form the subcategory of micro
businesses. They enter the market with an entrepreneurial idea that is perfectly feasible.
Another group of innovative enterprises is formed by spin-off businesses. These are emerging
from parent companies. The business practice shows, that there is a significant number of
enterprises in both subcategories of businesses that have a family business character. Family
businesses will have an increasingly stronger position in innovative activities since they tend
to be flexible, adaptable in their operations and have effective management compared to
medium or large enterprises. All of the mentioned and other aspects predetermine them to be
innovative and successful on the market. They enter the market not only with an excellent
idea, product or service with a high added value for the customer, but also with high quality
service. They can also contribute to creation of workplaces in different regions, because they
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can absorb the qualified workforce. The synergy will cause the regional economy to spin;
will contribute to workplace creation, GDP growth and care of the local environment.

These ideas reflect the interest of the authors in research of the innovative small and
medium enterprises with a family business character. We talk about the field of economic
activity, where the research results would be interesting not only for the companies involved
in the research, but also for the representatives of the regional authorities, consultancy

companies and other experts.

Theoretical background

The issue of small and medium enterprises is being addressed by the EU and also the
central authorities of the individual states. Small and medium enterprises represent more than
98% of all businesses and account for 60% of the GDP. Their biggest advantage is that they
conduct their business activity also in the regions larger enterprises have no interest in,
because the regions lack the necessary infrastructure or the segment they operate in is less
profitable for them. It is undisputable that the small and medium enterprises have
a significant presence also in countries with different levels of regional development.
Although the scientific literature pays no adequate attention on small and medium enterprises
having a character of family business, there are economic sectors, where these types of
businesses have a significant position. It is particularly characteristic in the agricultural sector
(e.g. primary production, wine-growing, winemaking); the sectors of food industry (bakery
industry etc.)

Innovation is a key factor for small and medium businesses to remain successful.
According to Dobai Korcsmaros and Seres Huszarik (2015) or Svec and Madlenak (2017),
innovative activity of businesses has aproven impact on the sustainable development.
Vetrakova et al. (2018) or Hitka (2018) can see the sustainability of the business activity in
networking, high quality of human resources and innovation. These ideas are supported by
ZauSkova (2010) or Baculakova and Gress (2015), who perceives networking and
involvement in business clusters as the basic features of innovative entrepreneurship.
MikuSova (2016) can support the same opinion. She examined the relationship between
innovation and sustainability. Hajduova et al. (2015) targeted to identify the opportunities,
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negative and positive impacts and effectiveness of implementing innovations in small and
medium enterprises in Slovakia. Innovation is undoubtedly a key to ensure the sustainability
of the entrepreneurial activity. The introduction of new and innovative processes in the
company will result in improved products and services. Benesova et al. (2018) add that
innovative business activities are ensuring the economic growth. It is necessary to maintain
the market position. The economic growth of the region and the country is ensured by the
activity of effectively functioning enterprises. The relationship between innovation activity
and economic growth was addressed by Ahn et al. (2018). The authors conducted a deeper
analysis of relationships through analysis and modelling in several sectors and structures of
the economy. They have emphasized the importance of knowledge transfer into the business
activity in the form of innovation. The transfer of knowledge is reflected not only in
corporate innovations, but has direct impact on the social and economic development of the
region the company operates in (Orlova et al., 2018). According to the team of authors lead
by Lavrinenka (2016), the cooperation in development between the regions and enterprises is
extremely important in terms of implementing innovations. The activities realized might be
inspiring for other regions with similar structure. Entrepreneurs of the future are born, who
should face innovation activities as a strategic tool to further existence of successful
entrepreneurship (Lazanyi, 2014).

In the publications of Strazovska and Janc¢ikova (2016), small and medium enterprises
gain a particular importance. They are referred to as the backbone of the national economy.
These categories of businesses also struggle with different barriers they have to overcome
during the realization of their business activities. They had been analysed by Szabo and
Herman (2014) with an emphasis on examining the transit countries. Macroeconomic
approaches to the assessment of innovative entrepreneurship were applied by Bosdkova et al.
(2013), focusing their research on quantifying the utilization of innovations based on
a screening model. It is indisputably necessary to research the opportunities and the impact
innovation activity has on functioning of the business. Korab and Koudelkova (2016) focused
their attention on specifying what determines the innovation in small and medium businesses
in the Czech Republic. Duda, Gaisor and Alebaite conducted a research on the sample of
companies in small and medium sector in Poland. They found that small and medium
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enterprises in Poland innovate the most. It is necessary to develop interest in estimation of
innovation potential, advised Machova et al. (2015). They have published a comprehensive
monograph devoted to the complex concept of innovation in small and medium enterprises.
Innovative enterprises will train innovative leaders (Lesakova et al. 2017).

Implementing and maintaining innovation requires a systematic approach and creation
of innovation systems (Fenyvesi, 2015). Kovalova and Kulcar (2017) call the process of
managing innovation activities as innovation management. In their terms, the decision-
making and realization of innovation is strongly supported by the use of modern information
and communication technologies. Stacho et al. (2016) recommend creating a new or
modifying the existing organizational structure of business to support the innovation activity
of the company. For innovation of commercial and marketing activities of the companies
Reicher, Komaromi and Szeghegyi (2015) advice IT support in forms of specialized
softwares, in order to manage the customer relationship effectively. Successful introduction
of innovation into business practice would not be possible without enthusiastic and motivated
managers (Moczydlowska, Widelska, 2014). Innovations deserve versatile support
(Lorincova, Potkany, 2016). According to the authors, it is not only about the creation of the
basic institutional, legal and economic conditions to implement innovations into the everyday
reality.

There are also other, equally important determinants of innovative business activities,
identified as soft factors, because they are related to human qualities. Lazanyi (2017)
emphasizes the importance of trust. Trust in partners is an essential phenomenon in family
business, which should be built and developed by businesses having no family business
character. Kozubikova, Cepel and Zlamalova (2018) emphasize the importance of the
entrepreneur’s personality and their ability to involve other employees in creating new
company values, contribute to innovations of business processes and products. Similar
opinion is shared by Jovanovi¢ et al. (2018) and Cseh Papp et al. (2018), who are convinced
that the personality of the entrepreneur with intellectual skills (Korsakiene et al., 2017) can
act as a driving force for innovative activities that can make the company successful on the

market.
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Material and Methods

The research of innovative activities and innovative capability of businesses is one of
the most up-to-date issues among the professionals and scientific experts. Different
approaches regarding the issue are provided by the scientific literature and scientific
databases. The following methodological approach and scientific methods were applied for
processing the partial issue of the research. To provide theoretical background, secondary
literary sources were used, mainly the scientific publications of the authors published in
scientific databases and periodicals. Domestic and foreign literary sources were used to
respect the regional and economic specificities of the regions of Slovakia. In addition to
secondary sources, it was necessary to gain primary data from the regions of Slovakia.
Therefore a field research was conducted in all 8 self-governing regions of Slovakia in
relation to small and medium enterprises. A total of 500 enterprises were addressed from the
small and medium business sector with a character of family business. About 330 enterprises
showed willingness to participate in the survey. It represents 66% of the businesses
addressed. This step enabled a direct contact on business entities and made us possible to
study their innovative capabilities and activities. Our goal was not to obtain a statistically
representative sample from all the self-governing regions of Slovakia, but we approached to
uncover the tendencies in the field of innovative activities of the family businesses. That is
why we consider this phase of the research a case study. The aim of this article is to explore
the innovative activities of small and medium enterprises having the character of family
business in different regions of Slovakia. We also want to identify those determinants that
influence the innovative ability of the family business. A questionnaire survey was conducted
in order to collect primary data. The data obtained became a subject of a detailed statistical
analysis. The gained data was analysed with a help of a special statistical software SPSS,
followed by evaluation of the data. As a scientific method a dependency testing was applied
during the statistical analysis, based on the Chi-Square Test of Independence (32 test). The
formulated hypothesis Ho about the independence is rejected on the level of significance a if
the value of test criterion exceeds 100, (1-a)% quantile 2 division by degrees of freedom v =
(r - 1) (c - 1). The mathematical formula is the following: K >%2 105 (r-1) (c-1). The

significance level a = 0,05 was chosen for the test. We monitored the variables to see if any
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correlation exists. For calculation we used a linear regression through the Pearson’s

correlation coefficient:
> (x= 0 -¥)

ez o-»

The correlation coefficient has values from the interval < -1, 1>. If the value of the
correlation coefficient is 0, it means no relationship exists between the variables examined. If
the correlation coefficient reaches the value 1, a direct dependence between the variables can
be detected. It means if the value of one variable increases, it is followed also by the other
variable. If the correlation coefficient equals with the value -1, the increase in the value of
one variable results in decrease in the value of the other one. To supplement our evaluation
we also applied the statistics of median value (primer, median, modus and standard
deviation).

The presented research as we indicate below is a part of the research project no.
19/2018 GAAA, while the current research is deepening and extending the results of the
scientific research VEGA 1/0381/13. The current research is focusing on the small and
medium enterprises. Together with the start-ups they are considered to be the engines for

further development of the business sector.

Results and Discussion

Using the scientific method of correlation analysis and the mean value statistics, we
assessed the data obtained in our field research. The obtained database included the answers
of respondents for the questionnaire survey. The answers were provided by small and
medium family businesses. The questionnaire survey was conducted in the first half of 2018
in Slovakia.
In the practical part of the submitted article we will focus on the primary research conducted
in the first phase of the research project with a focus on examining the factors influencing the
activity of small and medium family businesses. Totally 330 small and medium family

businesses entered the questionnaire survey; the data obtained underwent statistical analysis.
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Following the exclusion of extremes via Boxplot, the sample involved 320 questionnaires to
be evaluated.

As a first step we looked at the results in the field of identifying the determinants of
the innovation activity. We used the results of the questionnaire survey. The results are

presented in Table 1.

Table 1 Statistical assessment of the innovation activity determinants

Determinant of innovation competitiveness Average Modus Standard

deviation
Research and product development 3.67 4 1.050
Technology life-cycle 3.44 3 1.180
Variability of technology 3.67 4 0.960
Cost of technological equipment 3.42 3 0.980
Utilization of production capacities 3.44 3 1.068
Product quality 3.67 4 1.050
Number of products 3.19 2 0.920
Practical use of product packaging 3.33 3 0.920
Customer service 3.42 3 0.980
Marketing activity 3.33 3 0.930

Source: primary research, own processing

The Likert scale was applied to examine the determinants. According to the calculated
results the most important determinants of innovation activity in small and medium
enterprises were the research and development of products, the quality of products and the
variability of technology. These were followed by the life-cycle of technology, utilization of
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production capacities and the cost of technical equipment. The values of average indicate that
all the factors were marked by the respondents — representatives of companies involved in the
survey — important; even in one case the monitored values did not fall under 3.The values of
standard deviation clearly confirm the closeness in opinion of the respondents resp. a relevant
match since the calculated values are close to 1.

In addition to one-dimensional statistics, we have also expanded our analysis with
a superstructure analysis - the research of mutual relations. First we determined the existence
of dependence then applied the correlation analysis based on the Pearson correlation analysis.
After identifying dependence between the variables, we were concerned about the strength of
this dependence i.e. the intensity of correlation. The Pearson correlation coefficient is an
appropriate method to detect the intensity of correlation. Before the analysis of itself we
excluded the potential extremes. This exclusion was accomplished by using Boxplot. From
the original sample of 330 respondents (enterprises), it was necessary to exclude 10 responses
from the surveyed enterprises. The correlation analysis was performed at N=320. The results

are shown in Table 2.

Table 2. Analysis of correlation between the determinants of innovation

Variable X Variable Y Pearson’s Sign. N
correlation
coefficient
research, development customer relationship 0.190 0.004 320
research, development motivation system 0.382 0.000 320
motivation system customer relationship 0.386 0.000 320
effective work team motivation system 0.277 0.000 320
effective work team customer relationship 0.348 0.000 320
effective work team research, development 0.320 0.000 320
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customer demand research, development 0.254 0.001 320
organizational structure | support of company | 0.262 0.000 320
of the company management

organizational structure | cooperation with | 0.208 0.004 320
of the company business partners

own innovation potential | legislation, taxes, fees 0.205 0.001 320
own innovation potential | relationship with | -0.190 0.008 320

business partners

support of company | effective work team 0.256 0.001 320
management
support of company | research, development 0.248 0.001 320
management

Source: primary research, own processing

When evaluating the achieved statistical results, we can summarize the following
facts: the value of Pearson’s coefficient with the exception of 2 items ranges from 0.2 to 04.
It indicates the mean rate of positivity between the variables examined. The value of Pearson
r confirmed a relationship between the variables in several cases. This is especially true in the
following cases: research, development and motivation system, motivation system and
relation with customers, effective work team and the relation with customers or effective
work team and research, development. These facts confirm the long-term results of the
research on factors supporting innovation activity of the business entities.

We have also approached to confirmation of hypotheses we set. We were interested in
verifying the validity of these hypotheses.
Hypothesis 1
Ho: There is no dependence between the motivation system of employees and the

implementation of innovations in the company
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Hi: There is dependence between the motivation system of employees and the
implementation of innovations in the company

Based on the results of the Chi-Squared Test (p= 0,008) at the significance level
0=0,05 we can reject the hypothesis Ho. It means dependence between the motivation system
of employees and the implementation of innovations in family businesses. In business
practice this means that the effectively functioning motivation system encourages employees

for innovation, thereby introducing innovative products and services to customers.

Hypothesis 2

Ho: We assume that there is no difference in the perception of the various factors that are the
reasons for the company’s innovation activity.

Hi: We assume that there is a difference in the perception of the various factors that are the
reasons for the company’s innovation activity.

Based on the results of the Chi-Square Test (p=0,2802) we do not reject the
Hypothesis Ho at the level of significance a=0,05, according to which there is no difference in
the perception of different factors that justify the innovative activity of family enterprises.
The businesses do not differentiate the individual factors that contribute to innovation
activity. The companies involved in the sample are motivated by the same factors resulting in
innovative activity.

To maintain the innovative competitiveness of enterprises involved in the survey, it is
necessary to strengthen those determinants that positively correlate with the desired business
results and have positive impact on the business activity. Those determinants that hinder the
business development should be eliminated by the management. Only those determinants can
be eliminated that are in the competence of the management, because the macroeconomic
determinants resp. conditions determined by legislation cannot be directly influenced. The
companies can only adapt to them. It will be necessary for the enterprises to improve and
adapt to market changes. Only an entrepreneur who can flexibly and efficiently adapt his/her

activities to the market environment can succeed on the globalized market.
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Conclusion

Family businesses are an essential part of the small and medium business sector,
however in Slovakia they are not addressed enough attention. They have numerous
advantages compared to small and medium or large enterprises not in family ownership. If
these opportunities are exploited by the businesses, they can succeed in the fierce
competition. One of the prerequisites for their entrepreneurial success is the innovative ability
and the realization of innovative activities. New ideas, improvements and filling gaps on the
market will result in success for these types of businesses. In the current scientific paper we
have focused our attention on the review of the current situation in the field of innovation
realized by family businesses as a segment of the small and medium enterprise sector. The
results of the first phase of our research regarding the sample can be considered a case study
that reveals the current trends in the surveyed area. Based on the results of the survey in 8
self-governing regions of Slovakia the following facts can be summarized:

v Innovation is a prerequisite for survival in a fiercely competitive business
environment. Without innovation and innovative activities the business is unable to
survive. Innovation is important to maintain competitiveness.

v Innovation activity of enterprises conducting their business activities in different
regions contribute to increased competitiveness not only for the enterprise itself but
also for the wider environment their business activity is realized in,

v" In the regions where business entities are involved in business networks are proved to
be more successful on the market and achieve higher level of competitive advantage,

v' Key determinants of innovation have emerged as a result of the research. In order to
support the development of conditions for the implementation of innovative activities,
regional institutions, advisory organizations and the state itself (in charge of the
implementation of the economic policy) should be responsible,

v' The development of business is influenced by the factors as quality, technical
development, organization of work, marketing and sales. It was confirmed that the
owners of family enterprises care more about the quality and innovation of their
products and services. They face not only the business risk but the risk of personal
reputation as well. This is a very powerful motivating factor.
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v According to in-depth statistical analysis, the innovation activity of family businesses
depends on the efficiently working team, motivation system, customer relationship

resp. relationship with business partners and the support of the management team.
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