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AbstractThis chapter presents the theoretical, methodological and practical aspects of creating a pro-innovative strategy of development. It
points out the need to choose between investing in the transfer of innovative products and the enterprise's own innovative activity. The author
presents an algorithm of creating a pro-innovative development strategy, directions of developing cooperation networks in the field of innova-

tion for the SME sector. The rules and criteria for assessing the effectiveness of the chosen strategy are proposed.
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1. Introduction in innovation scope generates demand for development
innovation policy to adapt to business needs.

An overview of scientific publications related to
the problem of effective functioning of companies in
conditions of globalization indicates that innovation is
becoming an increasingly important factor in growth ) i X ;
competitiveness (MARCINIAK S, 2010, choose between their own innovations and their trans-
PRAHALADC K. 2010). fer.

The effectiveness of the innovative activity de-
pends as much on the state of the external environment, 2. Methodology of research
as well as the internal resources of the company. On the

one hand, the external conditions affect the behavior of The research results are based on the available sta-
the company. The external environment must create the tistical data, scientific publications and survey measure-
conditions in which innovative activity becomes a nec- ments, carried out in the framework of the project Fore-
essary and indispensable but “comfortable” sight ~ “Priority  technologies for  sustainable
(CLAYTON C.M. 2010, PANGSY-KANIA S. 2007). development Swietokrzyskie Province” (Project No
On the other hand, the company must create those WKP_1/1.4.5/2/2006/20/23/601/2006 / U).
resources that are sources of innovative development. The basic methods used in the research process are

The quest for a strong competitive position re-
quires the company to develop and implement appropri-
ate strategies consisting of pro-innovative development.
In this one of the key objectives of this strategy is to

These two aspects of pro-innovative development statistical method, comparative method and method of

are closely linked with one another. Friendly innovative an analysis of cases.
climate encouraging the mobilization of appropriate ac-

tivity by the companies, whereas the practical activity 3. Results and discussions
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As a result of innovative activity the company achieves
external and internal effects (Fig. 1). These effects may
have both a direct and indirect nature. Internal sources
of direct benefits are changes in the

The results of the implementation of an innova-
tive project
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Fig. 1. The structure of the innovation effects.
Source: Own study
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production process systems, introduction of changes to
the design of the company's own products, the use of
new materials. The result is a reduction of the average
total costs of production or a new product. The
calculation of direct profits is quite simple because it is
based on consideration of visible (expected) effects of
the implementation of innovative products. External
effects of innovative activity are the competitive
advantages of the company on the market, which it
gains through the implemented innovation. They are
usually the higher revenues from sales of the current
product at a lower price (because of lowering the
average total costs of production and increased demand)
or selling a new product which has no substitutes. In
contrast, indirect profits are difficult to calculate.
Therefore, it is necessary to use statistical methods,
inter _alia, methods of correlation and multiple
regression.

As a result of undertaking innovative activity the
company reaches a higher level of competitiveness,
which is influenced by the nature of the activities
carried out in this sphere.

Innovation is understood as the implementation of
new solutions in the field of business activity (OECD
2005). These solutions are new for the company. They
can be known on the market. Thus, the transfer of inno-
vation from the external environment should be distin-
guished from innovation that is the result of the com-
pany's own R & D activities ('own' innovation). Each of
these forms of innovation has its advantages and disad-
vantages, of which the most important ones are shown
in table 1.

'‘Own’ innovation can ensure a long-term competi-
tive advantage afforded by the use of unique innovative
solutions, which are not available to competitors. The
company can get even greater benefits from its ‘own' in-
novation when it receives a patent or another certificate
of copyright protection. At the same time, big risks and
high costs of its own R & D activities and implementa-
tion of their results must be taken into consideration.

On the other hand, the transfer of innovation does
not need possessing the company's own R & D base, a
highly qualified personnel of R & D units and it is asso-
ciated with much smaller risks. Transfer costs are gen-
erally lower than creating the company's own innova-
tive product. However, the transfer of innovation does
not provide a long-term competitive advantage because
every company has access to the same transferred inno-
vative product. Usually the transfer of innovation is
done not for providing a short-term competitive ad-
vantage, but as a tool for survival on the market, because
competitors made such a transfer earlier. In the case of
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innovation transfer, higher marketing costs should be
taken into account (OKSANYCH 0. 2014).

Thus, 'own' innovations determine the competitive-
ness of the company. High costs, high risks and lack of
adequate R & D resources mean that Polish companies
often decide on the transfer of innovation, rather than
generating their own innovative products (SZOPIK-
DEPCZYNSKA K., DEPCZYNSKI R. 2012).

According to PARP, the percentage of companies
which conduct external R & D activities in the total
number of operators in Poland in 2012 amounted to: in
the small business sector - 2.1%, average - 7.87%, large
- 23.5%, the internal R & D activity - respectively 4.0%,
29% and 29.3%. although this is one of five lowest re-
sults among the EU countries (ZADURA-LICHOTA P.
2015).

An analysis of statistics on innovative activity of en-
terprises shows that expenditure on R & D has a ten-
dency to grow. As the data in table 2 shows, those out-
lays in the enterprise sector in 2013 compared to 2010
increased by 2.2 times, and their share in expenditure on
R & D in total in the same period increased from 24.4%
to 37.3% (table 2).

Table 1. Advantages and disadvantages of innovation
transfer and the company’s own innovative activities

'‘Own' innovation Transfer of in-
novation
Ad- » Allows the company to | < Lower level of
vantages | achieve long-term com- | risk.
petitive advantage. . Relatively
* Ability to sell the results | moderate costs.
of their own R & D activi-
ties.
* The possibility of obtain-
ing a multiplier effect.
Disad- * High risk. e It does not
vantages | ¢ High costs. provide long-
* The need to have the | term competi-
company's own R&D re- | tive advantage.
sources and appropriate
staff,
Source: Own.

Analyzing the dynamics of expenditures on innova-
tion activities in industry, attention should be paid to an
increase in funding the company's own innovations re-
sulting from its own R & D activities, against a reduc-
tion in expenditures on the purchase of external
knowledge (table 3).

Table 2. Expenditure on R & D in Poland (million PLN)

| | Year2010 | Year 2012 | Year 2013 |
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Total 10416,2 14352,9 14423,8
The govern- 6347,1 7367,6 6814,5
mentsector

The corpora- 2543,1 4636,6 5384,3
tesector

Source: GUS data.

Table 3. Expenditures on innovation activities in industry

(million PLN)
Type of Year Year Year Year
expenditure 2005 2010 2012 2013
Total 14329,1 | 22379,0 | 20293,2 | 19520,2
OnR &D 1367,1 3272,8 3529,7 | 3829,7
On the pur- | 6251 1362,4 1026,9 542,8
chase of ex-
ternal
knowledge
On invest- | 8392,7 | 11711,6 | 11862,3 | 10489,0
ment in ma-
chinery and
technical
equipment

Source: GUS data

In 2005 the share in expenditure on R & D in the
overall expenditures on innovative activity in the indus-
try amounted to 9.54%, whereas in 2013 it already was
19.6%. During this period, expenditure on R & D in-
creased by 2.8 times.

The dynamics, however, are still insufficient com-
pared to other countries. According to the Global Com-
petitiveness Report, investments of Polish companies in
R & D were assessed in 2013 as 2.8 compared to 3.8 in
2006 (on a scale of 1 to 7). This means that regardless
of the positive dynamics of expenditures on R & D, the
effort of enterprises in this area is insufficient against
global trends (table4).

Presented in the table X.4 data indicates that positive
trends compared to 2012 are shown only by the indica-
tor of 'capacity for innovation' - a change from 3.3 in
2012 to 3.8 in 2013-2014 (on a scale of 1 to 7). And
although companies more actively invest in their own R
& D, in comparison with technologically developed
countries, this growth rate is not sufficient.

It would be a mistake to analyze the development of
enterprises’ own innovation without taking into account
the conditions of innovative activity in the country. And
those do not show positive trends in development. As it
can be seen from the presented evaluations of specific
indicators in the years 2005-2013 in Table X.4, the ma-
jority of them show a clear downward trend, which re-
sults, at the last count, in a decrease in the level of inno-
vation in the economy as a whole. The solution to the
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problem needs not only willingness and respective in-
tentions to invest in the company's own R & D activity.
The appropriate national innovation policy and con-
sistent action for its implementation are necessary. To-
day, according to scientists and representatives of busi-
ness, such a policy does not exist in Poland. (Kluzek M.
2013).

Table 4 Innovativeness of Polish enterprises and the con-
ditions for innovative activity

Indicators and factors of in- | Year | Year | Average

novation 2006 | 2012 2013-
2014

The quality of research in- | 3,8 4,1 3,9

stitutions

Investments of companies | 3,8 2,9 2,8

inR&D

Collaboration of industry | 3,6 3,6 3,5

with universities

Orders by the government | 3,6 3,2 3,2

for technologically ad-

vanced products

Availability of scientists | 4,2 4,2 4,2

and engineers

The ability to innovate 4,1 3,3 3,8

Innovativeness in total 3,5 3,3 3.3

Source: Own study based on (SCHWAB K. 2014).

Pro-innovative development of the company envis-
ages developing an appropriate strategy. Unfortunately,
strategic planning is realized mainly by large compa-
nies. 'More than a half of small and medium-sized com-
panies in Poland does not have a development strategy
- according to a report by the Polish Agency for Enter-
prise Development on strategic planning in companies.
Only 31 percent of respondents declare to have a vision
for their business, of which only 10 percent write it in
the form of a document.' (WNP.PL 2014).

Compared with the other types of functional strate-
gies, preparing a pro-innovative strategy of develop-
ment must take into account the greater risks. Managers
should pay attention primarily to risk factors in the case
of an innovation-oriented development strategy, in con-
trast to existing techniques of creating a development
strategy. Therefore, the development of such a strategy
must anticipate the following basic steps (Fig. 2):

1.Establishment of objectives.

2. Identification of possible ways of achieving the
objectives based on analysis of operating conditions.

3. Evaluation of risks.

4. Evaluation of effectiveness.

5. Selection of the optimal choice in the coordinates
‘profit-risk'.
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The choice of the optimal strategy must take into ac-
count not only the direct effects of its implementation.
Whenever possible, decision-makers should also assess
the indirect effects from the perspective of a strategic
planning horizon. This primarily relates to the develop-
mental prospects of the company's intellectual capital.

» Obijectives of the pro-innova-
»| tive development
Y
External Identification Internal
environ- of options to environ-
ment | achieve the [*7  ment
objectives
The criteria
| and methods
Eyadluation .
. for evaluating
of risks the effective-
The risk is
. . [[2INN
excessivelyhigh
The risk has
a permissible level
»| Variants of the strategy with
an acceptable level
Criteria
and
Evyaluation methods
of effectiveness for risk
The efficiency is assess-
too low ment

The efficiency is sufficientlyhigh

Accepted variant
of strategy

Fig. 2. The scheme of selecting the optimal strategy for
pro-innovative development with taking into account the
risk.

Source: own study

One of the key problems of pro-innovation develop-
ment in Poland is low involvement of the SME sector in
innovative activity. Small businesses have limited pos-
sibilities of financing their own R & D and do not have
adequate facilities in the form of R & D units. However,
the potential of the SME sector is effectively used in
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technologically advanced countries. The solution to the
problem needs an adequate support from the state, local
authorities, large companies and the specialization and
cooperation of the SME sector in the framework within
the created cooperation networks. Even a good innova-
tion needs support. The advantages of cooperation in the
network are: the ability to raise additional funds and re-
sources; implementation of joint projects which cannot
be accomplished separately due to a variety of reasons;
the possibility of introducing innovations to the market
at a lower cost; access to information and knowledge
enabling some support for the creation of human capi-
tal; the possibility of outsourcing with partners; partici-
pation in risks.

Participation of a large company, which occupies the
position of a leader or challenger in the market is neces-
saryto create a network for innovation. There may be a
few such companies. For large companies the creation
of networks has its advantages:

- reduction of costs ( for small firms the delegation of
tasks by a large corporation is itself a big incentive and
opportunity);

- the possibility of diversifying activities in case of
asuccessful innovation, generated by the involvement of
small businesses;

- the possibility of choosing the best ones among the
SME sector.

0,5
0,45
0,4

Luksembu
Netherlan

Fig. 3. The index of fiscal support for investment activities
in Europe.

Source: Own study based on ( STEWARD L and others 2012).

Another course of action is to develop an effective
national innovative strategy and a pro-innovation policy
of development. An element of this policy must be an
effective system of support for innovative business ac-
tivity. The level of such support is very low. Especially
in terms of tax support Poland against European coun-
tries is assessed negatively (Fig. 3). Poland has ineffec-
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tive support for the transfer of innovations (the com-
pany can deduct from the tax base 50% of expenditure
on the purchase of new technology), and Polish law
does not provide a tax support for R & D activities of
enterprises.

A modern enterprise is not limited to just one form
of innovation activity - the transfer of innovation or gen-
erating its own innovative products. Usually, the effi-
ciency of this or another innovative product is assessed
in the framework of an appropriate investment project
realization and measured as a relationship between the
result (profit, revenue, production) and the effort (cost,
size of the resources, invested capital etc.). However,
these indicators do not reflect the level of the efficiency
of innovative activity in the long term. This is due to
several reasons. On the one hand, it is not always possi-
ble to precisely calculate the results of the innovative
product implementation, especially when it is an abso-
lute novelty which has no substitutes.Very often such an
innovative product has a multiplier effect, because it can
be used in the areas which were not included in the ini-
tial introduction of the innovative product in practice.
On the other hand, the existing methods for evaluating
the effectiveness of investment projects do not include
the costs of creating intellectual capital, which largely
contributes to the reduction of expenditures on creation
and implementation of innovative products.

To calculate the effectiveness of innovative activi-
ties of the company, it is necessary to consider long-
term characteristics. This effectiveness can be measured
by the coefficient of effectiveness of innovative activi-
ties, calculated as:

E __Y;l1i—(CTi+CHCi+CMi)]+Di 1)
Yi(CHi+CHCi+CMi) '

where li - income from innovative activities in the i-
th year,CTi- cost of total direct innovation activities in
i-th year, CHC;- the cost of creating the human capital
in i-th year, CM;- the cost of marketing activities related
to innovation activities in i-th year.

Costs (investments), related to innovation in the cal-
culation of the efficiency level of innovation, very often
include only direct investment in a particular project,
then their size is influenced by the previously created
human capital. The costs of creating the human capital
translate into generating and implementing humerous
innovative projects. The evaluation of costs of creating
the human capital in the context of a single project
seems to be quite a difficult task.

4, Summary
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The main goal of the company in the market is to
maximize profit in the long run. However, the estima-
tion of the profits, which the company achieves as a re-
sult of an innovative project, usually includes only di-
rect operating profits. Nevertheless, the enterprise
achieves internal and external results. Internal results
occur in the form ofemployees' increasing experience
and skills, which translates into a reduction in the aver-
age cost of production and generating new innovations.
The final result also contributes to the increase in prof-
its. External market results can be seen in the form of
brand creating, growth in demand for production of the
company, the possibility of raising prices, an increase in
bargaining power in dealing with potential partners, the
possibility of negotiating better conditions for coopera-
tion in the fields of R & D, production, distribution and
promotion.
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