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Factors Hampering Innovation Activities - Case Study from the Czech Republic
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Abstract: The article looks at the importance of innovation in company strategy. It presents paths to a formulating strategy focused on innovation

and approaches to value. It also introduces the main barriers to an enterprise’s innovative activities and their types. It gives the key results of re-

search undertaken in the Czech Republic by the Czech Statistical Office on the topic of innovation.

Keywords: strategy; innovation; blue ocean strategy.

Submitted:  June 30" 2016 / Approved: ~November 25 2016

Introduction

Innovation is significant for the competitiveness of the whole eco-
nomy (Scholleova and Necadova, 2012; Necadova and Brenova,
2009). Innovation and innovation strategy are considered one of the
ways to achieve a successful strategy and build up competitive advan-
tages (Grant, 2013; Johnson et al. 2011, 2012; Drucker 2015; Wit et al.
2014; Christensen, 2015; Jones, 2012). Rasheed (2012) for example
writes “Innovate or perish!” There is a whole range of reasons why in-
novating businesses are successful. Johnson etal. (2011), for example,
give the following advantages: Businesses can benefit from the expe-
rience curve; compared to followers, they have the profit of greater
experience and contact with production; returns to scale as a result of
larger production volume. These returns to scale allow them to achie-
ve lower costs than their competitors. Another benefit of being first
on the market is the opportunity to secure a supply of rare inputs
which will be difficult for other businesses to acquire. Another reason
is the innovator’s good reputation amongst customers. The aim of this
paper is present the main world and Czech authors emphasizing the
importance of innovation for business strategy. The another goal of
the article is to introduce chosen results of research realized by the
Czech Statistical Office in the Czech Republic focused on the innova-
tion activities in the Czech enterprises.

Innovation strategy

The topic of the presented article corresponds to the relatively new
approach to building a successful strategy formulated by authors Kim
and Mauborgne (2004, 2005a, 2005b). They have named this concept
the ‘blue ocean strategy. The essence of the blue ocean strategy is crea-
ting own industry. Your company will not be competing with anyone
else within this new industry. The creating own industry contrasts to a
‘red ocean strategy’ in which a company competes in industries where
there already are competitors. Kim and Mauborgne propose several
paths to formulating a blue ocean strategy. These ways should increa-
se the customer value.

The authors reject the traditional dilemma between basic generic
strategies formulated by M. E. Porter (1998a, 1998b). These generic
strategies include the necessity for differentiation or concentration on
lower costs or on the niche. Kim and Mauborgne (2005a) create a sys-
temic framework of four actions (active measures) which are meant
to help break this decision-making dilemma. This ambit is defined by
the words: eliminate, reduce, create and raise. Businesses must iden-
tify factors which the industry takes for granted but can be reduced.
Businesses must further identify factors which the industry considers
standard but which can be reduced to a lower level. In contrast, fac-
tors must be identified which must be raised to a higher standard than
is common in the industry. The final action businesses must take to
find factors which until now have not been offered in the industry,
and these must be created. The basis for successfully creating a blue
ocean strategy is value innovation.

The differences between a blue and red ocean strategy can be defined as
follows. Typical for a red ocean strategy is (Kim and Mauborgne, 2005a):

» Compete within an existing market space.

« Beat your competitors.

« Exploit existing demand.

o Choose between value and cost.

« Align the whole of your company’s activities with its strategic
choice of differentiation or low cost.

The characteristics of a blue ocean strategy are (Kim and Mauborgne, 2005a):

« Create an uncontested market space.

» Make the competition irrelevant.

o Create new demand and capture it.

o Break the value-cost trade-off.

o Align the whole of your company’s activities in pursuit
of differentiation and low cost.

Also, other authors emphasize the importance of innovation for the
company success. For example VI¢ek (2005, 2006, and 2008) has
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looked in detail at innovation strategies and the importance of va-
lue innovation. Vlcek (2008) considers the pair stimuli for product
and process innovation in the needs of external customers, and the
needs of business units as market participants. He sees incentives for
process innovation mainly in the requirements of external purcha-
sers, the needs of business units as producing entities and the needs
of some other stakeholders.

We can compare this with Drucker’s approach (2015), which differen-
tiates the seven most significant sources of innovation. The first four
sources come from within a business:

. unexpected events,

« the discrepancy between reality and what had been anticipated,
« innovations which arise from process changes,

« shifts in the industry for which no-one is prepared.

The sources of innovation which come from outside the business are:

« demographic changes,
« changes in opinions and moods,
« new knowledge both scientific and non-scientific.

Drucker (2015) further formulates the successful competitive strate-

gies: “fastest with the moistest,” “hit them where they are not,” “ecolo-
gical niches” and “changing values and characteristics.”

Also, Bartes (2011, 2010, 2006), who promotes an approach to for-
mulating a business strategy which is not based on direct competition
with rivals, for example, is in agreement with the above-detailed ap-
proaches which stress the importance of innovation.

Case study - Czech Statistical Office research - innovation
activities of enterprises in the Czech Republic

According to a survey of the Czech statistical office (2014), the most
innovating businesses are in the information and communication te-
chnology industry (65 %), the manufacturing industry (48 %) and
Wholesale (42 %). Those industries with a pair level of innovating ac-
tivities include architectural and engineering activities, research and
development and others (39 %), electricity, gas, heat and air-conditio-
ning production and supply (36 %) and water storage and activities
related to sewage, waste, and sanitation (34 %). Those industries with
the lowest level of innovation include mining and quarrying (23 %)
and transport and storage (19 %).

Factors hampering innovation

According to Oslo Manual (2005), there are several factors hampe-
ring innovation activities. There are five groups of these factors: cost
factors, knowledge factors, market factors, institutional factors and
other reason for not innovating. Cost factors are for example lack
of funds within the enterprise, lack of finance from sources outside
the company, excessive perceived risks. Knowledge factors include
for example innovation potential insufficient, lack of information
on technology, lack of information on markets, difficulty in finding
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cooperation partner, organizational rigidities within the enterprise.
Market factors include uncertain demand for innovative goods or
services and a potential market dominated by established firm. Intui-
tional factors are a lack of infrastructure, weakness of property rights,
legislation, regulations and others. Other reasons for not innovating
are no need to innovate due to earlier innovations and no need becau-
se of lack of demand for novelty.

Factors hampering innovation activities for enterprises in the CR in
2010 - 2012 are (Czech Statistical Office, 2014):

Innovations not required 33 %,

Prior innovation means further innovation not necessary 20 %
Uncertain demand for new products 43 %,
Monopolised market 32 %

Problems finding a co-operating partner 18 %,
Lack of information on markets 14 %,

Lack of information on technology 8 %,

Lack of qualified workers 34 %,

High innovation costs 52 %,

Lack of funding outside the enterprise 24 %,
Lack of funding within the enterprise 56 %.

The most common factor hampering innovation activities for compa-
nies was a lack of financing within the business (approx. 56 %). This
factor also relates to high innovation costs (approx. 52 %). For 43 %
of firms, the hampering factor is uncertain demand for new products,
for 34 % a lack of qualified workers, for 33 % the problem is the fact
that innovations are not required. For 32 % of innovating enterpri-
ses, the hampering factor is the fact that the market is controlled by
established companies. A lack of external sources of funding (24 %)
and problems finding a suitable partner with whom to innovate (18
%) can be said to be relatively less important factors for innovation.
A lack of information on markets and technology are amongst the
least important factors hampering innovation. For about a fifth of
enterprises, their prior innovation activities are an obstacle to new
development.

Another field of interest of the research was aimed at the most signi-
ficant factors hampering innovation activities for enterprises in the
Czech Republic during period 2010 — 2012 (Czech Statistical Office,
2014). These factors are:

Innovations are not required 12 %
Prior innovation means further innovation not necessary 5 %

Uncertain demand for new products 11 %
Monopolised market 8 %

Problems finding a co-operating partner 1 %
Lack of information on markets 1 %

Lack of information on technology 0 %

Lack of qualified workers 10 %

High innovation costs 13 %

Lack of funding outside the enterprise 4 %
Lack of financing within the company 34 %.
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For 34 % of innovating firms, the biggest obstacle is a lack of finan-
cing within the business. The other factors looked at follow on with
a relatively large gap. For 10 to 13 % of companies, the biggest obsta-
cles are high innovation costs, a lack of demand for novelty uncertain
demand for new products and a lack of qualified workers. For 4 to 8
% of businesses, the most significant factor is a monopolized mar-
ket, prior innovation and a lack of external sources of funding. An
almost negligible number of enterprises (approx. 1 %) said that the
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most significant factor was a problem finding a partner and a lack of
information on markets or technologies.

Table 1 gives information on the differences in barriers to innovation
according to enterprise size. A business with 10 — 49 employees is
considered a small firm. A business with 50 — 249 employees is con-
sidered a medium firm. A business with 250 or more employees is
considered a large firm.

Table 1. Most significant factors hampering innovation activities according to enterprise size

Enterprise size Small enterprises

Medium enterprises Large enterprises

Innovations not required 14%
Prior innovation means further innovation not 5%
necessary

Uncertain demand for new products 10%
Monopolised market 8%
Problems finding a co-operating partner 1%
Lack of information on markets 0%
Lack of information on technology 0%
Lack of qualified workers 8%
High innovation costs 12%
Lack of funding outside the enterprise 4%
Lack of funding within the enterprise 38%

10% 10%
4% 4%
13% 15%
8% 5%
1% 1%
2% 2%
0% 1%
14% 16%
16% 18%
4% 3%
29% 24%

Source: Source: Czech Statistical Office, 2014

The most significant factor hampering innovation activities was in-
sufficient funding for all types of firm. This problem was seen the most
amongst small companies (38 %). For large businesses, this factor was
the most significant hurdle for just 24 % of enterprises. High costs was
a most important factor for 18 % of large firms (18 %) and for 12 % of
small companies. Relatively significant differences in assessments can
be found for lack of qualified workers. This factor is the most relevant
for 18 % of large enterprises, but just for 12 % of small firms. An un-
certain demand for innovative products is also assessed relatively diffe-
rently for various types of enterprise. It is termed the most significant
factor for 15 % of large businesses, but its significance falls with the size

of the company. For small enterprises, it comes to just approx. 10 %.
There are no major differences in the assessment of innovation barriers
for the other factors between different size groups of the firm.

Innovation categories

The basic kinds of innovations are technical and non-technical inno-
vations. Technical innovations are divided into product and process
innovation (Herman et al. 2008; Theodor, 2008; Ahmed et al. 2010).

Table 2. gives information about types of innovation activities.

Table 2. Types of innovation activities

Type of innovation activities Small enterprises

Medium enterprises Large enterprises

Innovative enterprises in total 38%
Technically innovative enterprises 30%
Non-technically innovative enterprises 27%

58% 79%
49% 72%
42% 58%

Source: Source: Czech Statistical Office, 2014

The biggest innovation activity (total) report large enterprises. The
medium enterprises have the second positon, and the small enterpri-
ses have the lowest innovation activities. All three groups of enterpri-
ses are more active in the area of technical innovation in comparison
with their activities in the area of the non-technical innovation.
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The results of product innovation activities are (Czech Statistical
Office, 2014):

Products range extension 45 %,

Entrance into new markets 20 %,

Replacement of the existing range of products 15 %,
The improvement of products quality 15 %,

Market share increases 4 %,
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Negative impacts on the environment were reducing 3%.

Z most important effect of innovation is the product range extension
(45 %). The other factors have the significantly less impact. Entrance
into new markets was evaluated by 20 % of firms. For 15 % of compa-
nies, the result of product innovation is a replacement of an existing
range of products and the quality of improvement. The last two facts
- market share increase and negative impacts on the environment re-
ducing - are relevant for approximately 7 % of enterprises.

The most significant result of process innovation activities are (Czech
Statistical Office, 2014):

Improvement of manufacturing flexibility 57%
Labour costs reducing 15%

Negative impacts on the environment decreasing 13%
Expansion of production capacity 8%

Material and energy consumption reducing 3%

The health and safety of workers improving 5%

The most major effect of product innovation activities is an impro-
vement of manufacturing flexibility. This result is most important
for 57 % of enterprises. The second most important result is labor
cost reducing (approximately 15 %) and the third most crucial factor
is reducing of negative impact on the environment. The other three
factors — expansion of production capacity, material, and energy con-
sumption reducing and the health and safety of workers improving
have less than 10 % of enterprises.

Conclusion

Innovation is the world and also in the Czech literature recognized as
one of the sources of competitive advantage. According to review of
the literature, the foundation of this strategy understands customer
needs and value analysis. There are many barriers to the innovation
development and implementation of the enterprises. The most im-
portant barrier to innovation for companies in the Czech Republic is
the lack of funds.
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