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INNOVATION DECISION OF EXPORT COMPANIES
AND EFFECT ON FIRMS FINANCIAL PERFORMANCE

Abstract. Innovation is a very important subject for companies especially for developing
new products, finding new methods of production, satisfying the consumers’ needs, decreasing
costs and gaining competitive advantage. Companies can survive by the help of innovation
improvement because that it provides continuous progress, which enables companies to grow faster,
become more efficient and more profitable than companies, which do not make innovation.
Particularly for exporting companies’ innovation gains much more importance because of
shortening product life cycle and increasing competition in global environment. There are numerous
studies that investigates the relation between innovation and firm performance. Research results
have shown that innovation influences firm performance in different ways such as; entering the
market for the first time with an innovative product allow companies to obtain relatively high
profits; the number of innovations completed by companies had a positive impact on the operating
profit margin; high product innovativeness had positive affect on the sustainable profitability in
longitudinal researches; companies’ technical and administrative innovation have also positive
affect on firm performance. Therefore, due to the higher uncertainty in business environment, it is
crucial to identify the criteria for innovation decision and analyze the effects on firms’ financial
performance. In this study, main objective is to find out the most important criteria for innovation
decision that affects financial performance in Turkish export companies. The authors identified the
innovation decision criteria according to the recent studies that explore the relation between
innovation and firm performance. Decision model consists of three main criteria as; firm structure,
economic and internal environment criteria and nine sub-criteria as; experience, financial structure,
crisis & instability, market demand, governmental policies, competition, human capital &
education, research & development capability and organizational culture. Analytical Network
Process (ANP) method used to select the best alternatives evaluated with respect to nine criteria.

Keywords: Innovation, Financial Performance, Exporting Companies, Decision Making,
ANP.
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THHOBAIIMHE PIIEHHS EKCIIOPTHUX OIJIMTPUEMCTB
| HOT'O BILIUB HA ®IHAHCOBY JISJIBHICTDH ®IPM

AHoramnis. [HHOBAIIiSI € Ty)Ke BaXJIMBUM ITUTAHHSIM JIJIs KOMTIaHi#, 0COOIMBO I pO3pOOKH
HOBHMX TOBapiB, IOIIYKY HOBHX METOJIB BUPOOHHUIITBA, 3aJ0BOJECHHS MOTPEe0 CHOXKHBAYiB,
3HIDKEHHS BHUTPaT Ta OTPUMaHHS KOHKYpeHTHOI mnepeBard. KommaHnii MOXYyTh BIKHTH 3a
JIOTIOMOTOF0 BJIOCKOHAJICHHSI 1HHOBAIlM, OCKUIBKH II¢ 3a0e3ledye MOCTIHHUEI mporpec, MO jaae
3MOTY KOMITaHisSIM 3pOCTATH IIBU/IIE, CTAaBATH €(DEKTUBHIIMMY Ta BUTIAHIITUMH, HK KOMITaHii, K1
HEe poOJIATH iHHOBaIii. 30KpeMa, A KOMIaHii — eKCIopTepiB iHHOBaIii Ha0yBalOTh Hadarato
OUTBIIOTO 3HAYEHHS Yepe3 3MEHIICHHS )KUTTEBOTO IUKITY MPOAYKIIT Ta TMOCHICHHS KOHKYPEHIIT y
I00aThbHOMY CePEIOBUIII. [CHYIOTh YHCIIEHHI JOCTI/HKCHHS, SIKI PO3TIISAAI0Th B3aEMO3B 30K MIiXK
IHHOBaIsIMU Ta eQeKTUBHICTIO QipMu. PezynbTaTn qociiaKeHpb Mokas3aiu, M0 1HHOBAIIisl BIUTUBAE
Ha e(eKTUBHICTh (DipMU PI3HUMH CIIOCO0AMHM, TAKUMU SIK: yIEpIle BUXiJ HA PUHOK 3 IHHOBALIMHUM
MIPOJYKTOM JI03BOJISIE KOMIIaHIsIM OTPUMYBATH BiTHOCHO BUCOKI MPHOYTKH; KUIBKICTh 1HHOBAIIil,
BUKOHAHUX KOMIIAHIsIMH, TO3WTHUBHO BIUTMHYJIO Ha HOPMY OIEpaIlifHOrO TPUOYTKY; BHCOKA
IHHOBAIlIMHICTh TPOAYKTY TO3UTMBHO BIUIMHYJA Ha CTIAKICTh NPUOYTKOBOCTI B pamKax
JOBTOTPUBAIMX JOCHIJKEHb; TEXHIYHI Ta aJIMiHICTPATHBHI 1IHHOBAIil KOMIAaHIi TAaK0X MO3UTHBHO
BIUIMBAIOThH Ha e(peKTUBHICTE poOoTH (hipmu. Tomy y 3B’SI3KY 3 BEJTMKOIO HEBU3HAYCHICTIO Y Oi3HEC-
CEPEIOBHIIII BAKJIMBO BU3HAYUTH KPUTEpii yXBAJICHHS iHHOBAIIMHUX PIllIeHb 1 MpoaHali3yBaTH
BIUIMB Ha (iHAHCOBI MOKa3HUKU (ipM. OCHOBHUM 3aBJIaHHSIM IOTO JOCHIJIKCHHS € 3’SICYBaHHS
HaWBaXJIMBIUX KPUTEPIiB PIllICHHS [IOJI0 1HHOBAIiHM, SIKI BIIMBAIOTh Ha (DIHAHCOBI TTOKa3HUKH
TYpelbKUX EKCIIOPTHUX KOMITaHi. Bu3HAaueHO KpuTepii yxXBajeHHS pillleHb MIOJ0 1HHOBAIiN
3TiITHO 3 aKTyalbHHMH JIOCII/PKEHHSIMH, SIKi JIOCTIPKYIOTh B3a€MO3B’S30K MK IHHOBAIlIEIO Ta
epexTuBHICTIO (QipMu. Monenb pilieHHS CKIaJaeThCsi 3 TPhOX OCHOBHHUX KPHUTEPIiB, TaKuUX SK:
CTpykTypa (ipmMu, KpuTepii EKOHOMIYHOTO Ta BHYTPIIIHBOIO CEPEJOBUINA, Ta JEB STh
MiAKpUTEpIiB, TAKUX SK: JOCBiJ, (piHAHCOBA CTPYKTYypa, KpH3a 1 HECTaOUIBbHICTh, PUHKOBUH IOTIHT,
ypSI0Ba TOJIITUKA, KOHKYPEHIIisl, JTFOJACHKUI KaIliTal Ta OCBiTa, HAYKOBO-JIOCIIITHUIIBKA JisSUTbHICT
Ta OopraHizamiiiHa KynbTypa. s BUOOpYy HalKpamux aabTepHATUB, OIIHIOBAHUX BiJIOBIIHO 10
JICB’ SITH KPUTEPITB, BAKOPUCTOBYBABCS METOJI aHATITHYHOTO MepexkeBoro nporiecy (ANP).

KawuoBi cioBa: inHoBarii, (piHaHCOBI pe3ynbTaTH, €KCIOPTHI KOMIIAHII, yXBaJCHHS
pimens, ANP.

®opmyin: 2; puc: 1; Tadim.: 3; 6161.: 42.
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WHHOBAIIMOHHOE PEIIEHUE YKCIIOPTHBIX KOMITAHUI
N EI'O BAIUAHUE HA ®PUHAHCOBYIO JEATEJIBHOCTD ®UPM
AHHoTanusi. VHHOBaIMsT — OYeHb BaXXHBIA BOIMPOC JUIsI KOMIAHWH, OCOOCHHO IS
pa3pabOTKM HOBBIX TOBApOB, IMOWCKAa HOBBIX METOJOB TIPOM3BOJACTBA, YJOBJIETBOPEHUS
norpeOHOCTel TOTpeOuTeNel, CHIKEHUE 3aTpaT M MOJyYeHUS KOHKYPEHTHOTO TMPEUMYIIECTBA.
KomMmanum MoryT BEIKUTH 33 CHET COBEPIIIEHCTBOBAHMSI MHHOBAIIMH, TTOCKOJIBKY 3TO 00ecrieunBaeT
MOCTOSIHHBIA  TIPOTpPECC, YTO TMO3BOJSET KOMIIAHWSIM pacTH ObICTpee, CTaHOBHUTHCA Oojee
(¢ ()EeKTUBHBIMU W BBITOJHBIMH, YEM KOMIAHUH, KOTOpbIE HE JenaroT WHHoBanui. OCHOBHON
3a/1a4ell JaHHOTO MCCIIEIOBAHUS SIBISIETCS] BBISICHEHUE BaXHEHIINX WHHOBALIMOHHBIX KPHUTEPHUEB,
BIIHSIONINX Ha (pUHAHCOBBIE MTOKA3aTeNH TYPEIKUX IKCIIOPTHBIX KoMIaHuil. OnpeneneHsl KpuTepun
MNPUHATHUSL PELIEHUM IO MHHOBAaLMN COIJIAaCHO C aKTyaJbHbIMU MCCJEIOBAaHUSIMH, KOTOpbIE
HCCIEIYIOT B3aMMOCBSA3b MEXK/y MHHOBAIMEH U 3PPEKTUBHOCTHIO KOMITAHUH.
KioueBble cjoBa: HMHHOBAaLWM, (PUHAHCOBBIE pE3YJIbTAThl, JKCHOPTHbIE KOMIIAHMUH,
npunsTus pemennii, ANP.
dopmyi: 2; puc: 1; Tadn.: 3; ouo.: 42.

Introduction. Today’s business environment can be defined as dynamic and complex
because of increasing customer needs, intensive competitiveness and high uncertainty due to the
globalization and information age [1]. According to these rapid changes in environment, innovation
referred as a key factor for sustainable success and financial growth of companies. Several studies
regarded «innovationy as one of the main capabilities that support the performance of the company
[2]. Innovation is «the perception and resulting actions up on business activities in a new and
unique waysy» [3]. Besides, organizational innovation is the implementation and adoption of new
ideas which is related with resources, process, procedures, technology, product and service in the
firm’s business practices, workplace organization and market relations [4; 5]. Organizational
innovation is also crucial for firms in enhancing financial performance by reducing administrative
and transaction costs, developing work environment satisfaction as a result of increase in employee
motivation and productivity, gaining access to non-tradable assets (such as non-codified external
knowledge) or decreasing costs of all kind of providers [6]. In this study, innovation will be
discussed as novelty of ideas and activities in new idea generation, searching new sources,
new/improved product or services, technology development, improving marketing and developing
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new ways to organize business. Moreover, it is very important and critical to the economy of a
country.

Analysis of research and problem statement: The relationship between the innovation of
firms and its performance has received considerable attention and is still debatable. Prior researches
found strong relations between innovation and financial performance namely; Damanpour F. [4],
Neely, A. [7], Hult G. [8] Verhees, F. [9], Alpay, G. [10], Nemlioglu, I. [11], Acar, Z. [2], Jin, Z.
[12]; Zaheer, A. [13], Mengii¢, B. [14], Santos, D.F. [15]. Our study shows that linking innovation
with the financial performance of companies requires the need to understand innovation as an
organizational resource that brings together tangible and intangible elements, internal and external
factors for companies [6].

Three priority criteria and sub-criteria were identified by the authors, according to the recent
studies that explore the relation between innovation and firm performance. Figure 1 shows the three
main criteria; firm structure, economic environment and internal environment criteria and sub-
criteria selected to find out which factor is the most influencing factor of innovation decision for
exporting companies.

Firms Structure: There are numerous studies pointing out the importance of financial
structure and experience on innovation decision of companies which in this study they are
categorized as firm structural factors.

Experience: Joining new foreign markets generate experiential knowledge which afterwards
brings into business internationalization knowledge, institutional knowledge and business
knowledge [16]. Thus the companies’ exporting experience also affects its performance of
innovation [17]. Previous experiences help companies to improve the deep, internal understanding
of conditions related to the use of technology. The number of tasks (experience) increases the
ability of finding potential solutions and detect possible task recombinations. This expanded
research capability proposes experience to encourage innovation [18].

Financial Structure: Companies should increase R & D spending to support innovation
development. Innovation expenditure may include a variety of costs, like salaries and wages of
research staff, skilled workers, experienced scientists, engineers and other experts [19]. Evaluation
of risky and long-term projects and diversification of risks will greatly affect the financing of
innovation [20]. Depending on the information asymmetry between shareholders, creditors and
company managers, financial structure affects the decision mechanism of companies on innovation,
investment or output with a limited liability [21]. And also lack of financing can cause R&D and
innovation projects to be stopped and delayed [22].

Economic Environment: There is an important connection among the economic
environment and the innovation performance of firms.

Crisis & Instability: The economic downturn makes job opportunities less precise and
therefore the firms are unwilling to make long-term and risky investments. In general the firms are
trying to decrease firstly their spending, containing investment and innovation [23]. The crisis and
instability may have negative impacts on company’s innovation decisions and also on longer-term
expectations for continuous growth based on innovation [24]. For innovative companies and R&D
performing companies the crisis environment can cause an important risk for financial constraints,
and bring forth significant R&D investment cuts across many sectors [22].

Market Demand: In the modern world demands are changing and increasing. To satisfy the
increasing demands companies should be aware to respond these changes. It is very important for
the management to realize these changes and be organized and ready to meet the new needs [25].
Demand (customers, tastes, customs and purchasing power...) plays an important role for the
innovativeness of a nation [26]. In literature there are several studies that finds a positive linkage
between innovation and demand [27]. On the other hand, variations in market demand can affect the
revenues and profitability of firms [28] and those are important indicators of financial performance.

Governmental Policies: A country’s innovativeness is seen as the outcome of several
factors, government policies is one of those important factors that may promote innovation [26].

179



The governmental factors such as regulations, the legal environment, the efficiency or the
effectiveness of the government (public utilities, public transportation, security, education and
health...) has an important effect on innovation. Also the government policies can affect the
potential of firm innovation and also can contribute or prevent the firm’s innovation and economic
welfare [29].

Competition: Competitiveness of the market in which the firms are competing is a very
important factor for innovativeness [26]. The managers’ strategic decision-making processes for
innovation decision significantly affected from the industrial environment. Companies may need to
be more innovative in order to be competitive in today’s competitive environment. And also the
firms who are competing in the global market should introduce innovative products, services and
processes more quickly and effectively because of the global competition [30].

Internal Environment Criteria: Organizational factors are important as contextual factors
on influencing organizational innovation. Academic researches emphasize the importance of human
capital, R&D and organization culture for innovativeness in firms’ performance [31; 32].

Human Capital & Education: Human capital defines as knowledge resources that consist of
skills, experience, education, expertise, ideas, knowledge, competencies, abilities and values of
employees inside organization [33; 34]. Good educated employees with high competences can
enhance cognitive abilities that increase productivity and efficiency to develop their work
outcomes, which support companies improve the firm’s innovative performance [35]. Organizations
with extended human capital could analyze customers’ problems and needs urgently and show
better performance. In addition, these organizations could not imitate by competitors, so they can
increase profits, gain competitive advantage and core capabilities [11].

Research & Development Capability: Research and Development programs like R&D
investment, patents, R&D intensity are important intangible expenditures that are unique factors to
clarify differences in organizations long-term financial performance. R&D capability of
organization is about creativity and creating value for its buyers [37]. So it not only related with
generating new knowledge, but it also related with organization’s ability to absorb and manipulate
current knowledge. Therefore, research and development capability accepted as strategically
important resource for competitive advantage in internalization [38]. The number of researchers
(employees of R&D department), new product or services that are raised in the organization,
patents, licensees, are the basic content of the R&D capabilities [39].

Organizational Culture: Organizational culture is the assumptions, beliefs and values that
accepted by the employees, which expected as norm behaviours in that organization [40]. Because
of the changing competition environment, organizations need to improve abilities to sustainable
innovation, so that they must first change their cultures in order to build the innovative culture.
Norms and values related with enhancing creativity and encouraging new projects such as risk-
taking, experimentation, novel problem-solving, team working, applies new knowledge & ideas,
learning by mistakes, failures and rewards non-traditional thinking; are all find positively related
with increasing ability of innovation behaviour of organizations [41]. On the other hand, managers
are responsible for creating an innovative corporate culture by allowing autonomy to produce
creative proposals, applying HR incentive applications, developing and supporting learning
opportunities. Lastly, Empirical findings supports significant influence effect of organizational
culture on financial performance [42].

Research Model and Results. The Analytical Network Process (ANP) was proposed to
expand the Analytic Hierarchy Process to free the boundaries of the hierarchical structure, which
indicates that the criteria are independent of each other. Meanwhile, global priority vectors can be
obtained with a specific network structure to determine dependency. ANP begins with benchmark
comparisons across the system to create the supermatrix. This question is made by asking «How
important is a criterion compared to other criteria in your preferences?». Questionnaire applied to
48 participant and geometric mean was taken to get a common sense. A relative scale of 1 to 9 was
used to determine the significance. In our case, the structure of the network is shown in Fig.1.
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Fig.1. The network structure of the model

In our case, the supermatrix can be formed as the following matrix:
0wy, wyg
W= Iwzl 0 W:a] (1)
Wiy Wi 0
where w; is the main eigenvector of the effect of elements compared to group jth. If the set

does not have an effect on w;=0, therefore, the shape of the supermatrix depends on the variety of

the structure. Once supermatrix is formed, the predominant supermatrix is obtained by fully
converting all column totals to the unit. We then raise the weighted supermatrix to limit the forces
to achieve global priority vectors.

lim, _, .. (W)* )

Economic environment factor can be measured by the criteria of crisis and instability (E1),
market structure (E2), regulation (E3), competition (E4). Firm structure factor can be measured by
the criteria experience (F1), financial structure (F2). On the other hand, interval environment factor
can be measured by the criteria research and development capability (11), human capital (12), and
organizational culture (13). In additional, each factor is dependent to each other as shown in Fig.
Then, ANP continue with comparison of importance between each criterion. For example, firist
matrix calculated by asking the first question «For the criterion of market structure (E1), How much
more important is the economic environment factor than the firm structure factor criteria?». The
other matrices can be found by the similar questions. After calculating the influence of the elements
in each component, we can get supermatrix based on the eigenvectors and the model. Since each
factor affects each other, the supermatrix is formed as follows (Tabl. 1):

Table 1
Pairwise comparison
E/[ 0 0 0 0.181 0.354 0.400 0.463 0.463 0.463]
E,| 0 0 0 0599 0.266 0.200 0.284 0.284 0.284
Ey| 0 0 0 0.220 0.380 0.400 0.253 0.253 0.253
E, |0.637 0582 0136 0 0 0 0.634 0.250 0.400
W=F 0105 0109 0654 0 0 0 0192 0.250 0.200
F, 0258 0.309 0210 0 0 0 0174 0500 0.400
I, |0.637 0558 0.105 0.464 0.464 0464 0 0 0
I, 0105 0.122 0.637 0.210 0.210 0210 0 0 0
I, [0.258 0.320 0.258 0.324 0.324 0324 0 0 0

Subsequently, the weighted supermatrix is obtained by ensuring that all columns are fully
added to the unit (Tabl. 2).
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Table 2
Weighted Supermatrix
Ei[ o 0 0 0091 0177 0.200 0232 0.232 0.232]
Ey| o 0 0 0.300 0.133 0.100 0.142 0.142 0.142
Es| 0 0 0 0100 0.190 0.200 0.127 0.127 0.127
E, 0319 0291 0.068 0 0 0 0317 0.125 0.200
W=F |0053 0055 0327 0 0 0 0.09 0.125 0.100
F, |0.129 0.155 0.105 O 0 0 0.087 0.250 0.200
I, 10319 0.279 0.053 0.232 0232 0232 O 0 0
I, | 0.053 0.061 0319 0.105 0.105 0.105 O 0 0
I; 10129 0.160 0.129 0.162 0.162 0.162 0 0 0

Finally, when calculating the weight of the predominant supermatrix limiting, the limiting
supermatrix can be obtained as follows (Tabl. 3):

Table 3
Limiting Supermatrix

E;{ [0.150 0.150 0.150 0.150 0.150 0.150 0.150 0.150 0.150]
E, |0.098 0.098 0.098 0.098 0.098 0.098 0.098 0.098 0.098
E; | 0.083 0.083 0.083 0.083 0.083 0.083 0.083 0.083 0.083
E, 10107 0.107 0.107 0.107 0.107 0.107 0.107 0.107 0.107
W =F |0147 0147 0.147 0147 0.147 0.147 0.147 0.147 0.147
F, [0.103 0.103 0.103 0.103 0.103 0.103 0.103 0.103 0.103
I, 0.084 0.084 0.084 0.084 0.084 0.084 0.084 0.084 0.084
I, 0129 0.129 0.129 0.129 0.129 0.129 0.129 0.129 0.129
I3 {0100 0.100 0.100 0.100 0.100 0.100 0.100 0.100 0.100|

The criterion of market structure has the highest priority with 0.150 weight. Secondly
financial structure criterion comes with 0.147 weight and thirdly human capital criterion takes place
with 0.129 weight.

Conclusion. There are numerous studies pointing out the importance of innovation for
exporting companies. However, there are few studies analyzing the link between innovation
decision and the effect on financial performance for exporting companies. In this research, results
show that among nine criteria, market demand is the most important factor influencing the
innovation decision. Market demand is very important for companies because they should take into
account the variations in demand to make future predictions, to establish strategies and to make
decisions for future growth. Furthermore, due to the fluctuations in demand, the profitability and the
revenue of the company can be affected and thereby it enhances the firms’ financial performance.
There are supporting studies that confirms the importance of demand factor and the customers’
needs and preferences in literature [25; 26]. Moreover, the findings suggest that, the second
important factor is financial criteria for innovation decision. The companies’ financial structure
indicates the ability of financing innovation expenditures such as R&D, patent and licensees
spending and it is crucial for making long-term decisions [19; 22; 36]. Lastly, human capital (HC) is
the third important criteria that includes the skills, abilities, experience and education of companies’
employees. Therefore, human capital is both supportive and essential for innovation and financial
performance because of employee’s knowledge, expertise and competencies are vital and gain
competitive advantage in today’s complex and dynamic competitive environments [36].
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