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INNOVATIVE FACTORS IN THE SYSTEM OF VALUE-BASED
MANAGEMENT OF AN INDUSTRIAL ENTERPRISE
The conceptual framework for value-based management of industrial enterprises is supple-
mented here with the methodological approaches to innovation management. The analysis of the
contents and results of innovations at enterprises of Khmelnytskyi region is conducted to determine
the contribution of these activities to the creation of customer value of a final product.
Keywords: innovation activities; innovation costs; business processes; value-based management;
customer value.
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IHHOBALI/IHI YUHHUKYU B CUCTEMI IHHICHO-
OPIEHTOBAHOI'O YITPABJIITHHS ITPOMUC/IIOBUM
HIAITPUEMCTBOM

Y emammi pozwupeno xonyenmyaivhy ocHogy UIHHICHO-0PIEHMOBAH020 YNPABAIHHA NPO-
MUCA06UM NIONPUEMCMEOM 3 YPAXYBAHHAM MemMo00A02iMHUX Ni0X00i6 00 IHHOGAUIIHO020
menedncmenmy. Ilpoeedeno anaaiz 3micmy i pesyavmamie inHoeauiiinoi disavHocmi nionpu-
emcne XmeavHuubKoi 064acmi 3 Menoro 6U3HA4EeHHs HECKY OaHOl 0isLAbHOCMI Yy CIGEOPEHHS CNo-
Hcueuoi yinnocmi Kinueeoi npooyKuii.
Karouosi caosa: innosauyitina disiabHicmy, IHHO8AUIlIHI eumpamu; 6i3Hec-npoyuecl; 6apmicHo-opi-
EHMOBAHEe YNPABATHHSA,; CNONCUBHA YIHHICMD.
Puc. 2. Taba. 2. Jlim. 11.
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VHHOBALIMIOHHBIE ®AKTOPBI B CUCTEME IIEHHOCTHO-
OPUEHTHUPOBAHHOTI'O YITPABJIEHUA ITPOMBIIIJIEHHBIM

IMPEAIIPUATUEM
B cmampve pacuupena xonyenmyaavhas 0oCHO8aA UEHHOCIHO-0PUEHMUPOBAHHO20 YNpPag.ie-
HUSL NPOMBIULAEHHBIM NPEOnPUsIMUemM ¢ YHemom Memoooi02u1ecKux nooxo0o8 UHHOGAUUOHHO20
menedxncmenma. Ilposeden anaaus cooepycanus u pe3y1bmanos UHHOBAUUOHHOU destmeabHoCmu
npednpusmuii XmeavHuukoi obaacmu ¢ ueavio onpedeieHus: 6K1ada OaHHOU 0esmeabHoCmu 6
co3danue nompe6uUmMeabCKoll YeHHOCHU KOHe4HOU npooyKuuu.
Karouesnie caosa: uHHo8ayUOHNAs 0esiMeENbHOCY, UHHOBAUUOHHbIE PACX00bl, OU3HEC-NPOYEeCChl;
YEHHOCMHO-0PUEHMUPOBAHHOe YNpasaeHue; NOmpeOumensckas YeHHOCMb.

Problem setting. Globalization of the world economy, accompanied by techno-
logical and information revolution, leads to large-scale changes in the competitive
environment. Competition of goods and services is transformed into a competition of
enterprises, the rivalry between them eventually is embodied in the market value of
business.

Recent research and publications analysis. Analyzing the methodological
approaches to the estimation of market value of business, laid down in the legislative
framework of Ukraine, as well as research results of the scientists involved in this
problem, we can observe the dominance of two interdependent, but slightly different
approaches to this assessment, due to different purposes of management. On the one
hand, it is the formation of methodological tools for determining the absolute value
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of enterprise cost in order to sell it at the stock market. The main provisions of such
an approach are incorporated in the domestic legal framework (the Law of Ukraine
"On the assessment of property, property rights and professional valuation activities in
Ukraine", National Standard number 1 "General framework for the assessment of
property and property rights", 12.07.2001, #258-11I). To achieve the most suitable
embodiment of such an assessment, taking into account the domestic market realities
A. Mendrul and V. Lartsev (2004), O. Mnyh (2009), O. Tereshchenko and M. Stetslo
(2009) and others analyzed the advantages and disadvantages of the income
approach, cost and comparative approaches. Scientists emphasize that it is important
not only in a specific point in time to estimate the market value of a company, but also
to be able to use the methodological basis of this assessment to identify the ways to
increase this value.

For such purposes the most appropriate is the second approach. It is based on the
works of foreign scholars auch as T. Copeland et al. (2003), R. Kaplan and D. Norton
(2005), A. Thompson and A. Strickland (2007) and others, which deal with the tools
for factor analysis and qualitative indicators for the formation of market value of the
company, as the indicators of management effectiveness. However, in their work the
attention is focused on administrative tasks (mostly on the efficiency of resource use),
but the target recognized is increasing company's profitability to investors, that is, it
is assumed that the company value is formed at the stock market.

However, in sagging stock markets caused by the instability of conditions at con-
temporary enterprises, the existing tools for managing their market value, focused on
increasing shareholders' equity, are ineffective. This is especially true in times of cri-
sis, when enterprise viability is determined not so much by the value of equity but by
how it is used, what economic results the company is achieving for each invested sub-
unit of capital, what market position the company is achieving by investing in pro-
duction of goods and services. The importance of solving this problem for today's
enterprises requires rethinking the nature and conceptual approaches to value-based
management, integration of innovative management tools into it. This predetermines
the goal of this study.

The aim of this research is to expand the conceptual framework of value-based
management of an industrial enterprise considering the methodological approaches
to innovations management.

Key reaearch findings. The ability of today’s enterprise to build its economic
potential and quantitative growth depends directly on what economic results it
receives from the sale of its business processes, the main of which being production.
It is clear that the company can obtain better economic results if the characteristics
of its products in the target markets meet the structure of consumer preferences, both
in price and functional properties. This allows increasing the sales, get largeer profit.
This is the main idea of the concept of value-based business management to create
consumer values according to the priorities of consumer target groups.

Today, the practice of industrial enterprises has formed several approaches to
increasing the customer value of products:

- improvement and development of functional properties of a product;

- improvement of internal processes and technologies to reduce the price of
products keeping the acceptable level of quality;
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- expansion of product functionality by modifying the basic design;

- development of after-sales services to support the functional parameters of the
given product.

Solving each of these problems is impossible without purposeful innovation.
From the standpoint of value-based management, it should be carried out in two
main areas. On the one hand, it is the improvement of production system through the
introduction of process innovations (both technological and managerial), that will
give an opportunity to achieve new quality of production. On the other hand, it is a
comprehensive, thorough and systematic study of the structure of consumer prefe-
rences at target markets and designing new models of products based on consumer
priorities. Both presume certain financial investments in innovations. For every com-
pany it is important to correctly relate the areas of innovation expenditures to those
results that can be obtained from the implementation of innovations. In our opinion,
it is advisable to make a comparison from the position of value-based management:
which contribution was achieved through innovations at enterprises in creating value
for customers.

The starting point of this research, we believe, must be the analysis of the con-
tents and results of enterprise's innovations. It is important to determine whether
there is a connection between innovative activity of enterprises and the revenues from
innovative products sales. Statistical data reflecting these processes in the industry of
Khmelnytskyi region are shown in Figure 1.
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Figure1. The dynamics of innovative activity and its results in Khmelnytskyi
oblast industry (Khmelnytskyi region industry in the 2013 Statistical Yearbook)
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In Figure 1 we can observe that the share of industrial enterprises of the region
that implemented innovations before 2010 was very low and only in the last 4 years it
increased. Most companies introduced innovations in 2012 — 22.2%. For these rea-
sons, the share of innovation in total sales of industrial products is very low, especial-
ly in 2008—2010 when it was less than 1%. For comparison, in Ukraine in general in
those years this figure was 5 times higher. Therefore, it is not surprising that during the
global financial crisis the biggest losses of economic dynamics in the region were
caused to industry.

Understanding the direct connection between innovations and the ability of the
company to maintain its position at the market prompted the management of indus-
trial companies in the region to intensify the efforts in creating innovations. In
2010—2012 there was a significant increase in the number of innovatively active enter-
prises. This helped to increase the share of innovative products in the total volume of
sales for more than 7 times (from 0.3 to 2.3%), which affected the overall economic
dynamics of the regional industry — In 2010—2011 it grew at 5.10% (Khamska et al.,
2014: 13). However, in these years, the share of innovative products in its total sales in
the oblast was much lower than in Ukraine as a whole.

In this regard, we suggested that the results of innovative activity of the oblast
enterprises do not have sufficient impact on customer value products that they pro-
duced. As it can be seen in Table 1, from the total number of firms involved in inno-
vative activities, only a third introduced new products (i.e, created new customer
value). And the number of such companies is constantly decreasing, most notably in
2013.

From the analysis of the structure of innovation expenditures we see that enter-
prises mostly prefer to buy new equipment and on research they spend less than
1% of their total costs. In addition, this work is performed mostly by enterprise
employees, not by external parties.

It should be noted that by the level of inventive activity Khmelnytsky oblast takes
the one of the last places among Ukraine’s regions, providing the average number of
just 0.3% applications (about 31—34 per year for the last 5 years). And in the structure
of innovative products in terms of its novelty, the predominant part make the products
that are new only to the enterprise. And sales of products which are new to the mar-
ket, are less than 1% at the oblast enterprises. And for the technologies being intro-
duced, every year the number is decreasing, especially for resource-saving and low-
waste ones.

Obviously, the result of these processes is the deterioration of the ability of com-
panies to compete with other manufacturers that is reflected on their financial results.
Because a significant impact on the value of products for consumer (which is the basis
of business profits, because it is included in the selling price) makes the level of inno-
vation. If the company is trying to pursuit innovators, the level of income will be sig-
nificantly lower. On the other hand, the lack of attention to resource saving tech-
nologies makes it difficult to reduce production costs. This is also reflected in the sell-
ing price.

At the same time, the companies that have retained their ability to create own
innovations, show steady economic dynamics. In the oblast one of these companies
is state enterprise (SE) "Novator". It is one of the few enterprises that almost every
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year produce new products for the market. As it can be seen from Table 2 built on the
data of the entity's financial statements for 2010—2013, plus own calculations have
been carried out, during the period of the crisis the plant and much more innovative
activity, as evidenced by the increase in the respective costs and returns from them
(calculated as the ratio of sales of innovative products to the total sum of innovation
expenditures). This enabled the company switch to profitable operations. Although
the share of innovative products in the structure of sales is low, due to company's ver-
satility and the fact that the samples of new products have high customer value and
their life cycle is quite long.

Table 1. The dynamics of innovations indicators
in Khmelnytskyi region industrial enterprises

Indicator Number of enterprises by years
2010 2011 2012 2013

Firms involved in innovation activities, total

60 79 78 58
number
Includlng': the ngmber of enterprises that spend 51 65 43 25
funds on innovations
Implemented innovations 57 74 77 57
Introduced new kinds of products 21 36 25 16
Introduced new technological processes 34 40 32 21
Low-waste, resource-saving and waste-free 19 14 11 5
Implemented innovative products that were re- 78 49 54 46

introduced or changed during the last 3 years
Overall expenditures on innovations, ths UAH 749588.2 | 898520.2 | 225196.2 | 113120.1
Expenditures on research and designs, ths UAH 17.5 0 151.9 0
Including internal research, ths UAH 17.5 0 151.9 0
Expenditures on machinery and equipment

connected with innovations, ths UAH 587234 | 93741.2 | 96313.0 | 109367.0
The share of expenditures on purchase of
machinery and equipment connected with the 7.8 10.4 42.8 96.7
introduction of innovations, %

Other expenditures (preparation of production to
implementation of innovations), ths UAH
Sources: Bulletin of Khmelnytskyi State Centre of Science; Innovations and Informatization;
Innovative activity of industrial enterprises in Khmelnytskyi region in 2013: Statistical
Yearbook.

690847.3 | 804779.0 | 128731.3 | 3717.6

Table 2. The dynamics of innovative activities results at SE "Novator”,
own calculations

Years
2010 | 2011 | 2012 | 2013

154.0 | 222.4 | 250.5 | 243.7

Indicators

Net income (revenue) from the sales of products and
services, min UAH

Revenues from the sale of innovative products, min UAH 0.3 1.7 5.9 8.4
The share of innovative products in total revenue, % 0.19 0.76 2.36 3.45
The cost of innovation, ths UAH 2982.311059.914599.0| 6300
Return of the costs invested in innovations, UAH 0.10 1.55 1.28 1.97
Net income (loss), min UAH -398 | 13.70 | 1.87 8.2
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In general, the studies have shown that those enterprises of the region that were
innovative and active, were also able to maintain positive economic development,
even during the crisis. The growth rates of sales were within 115—125%, and in some
periods even exceeding 200%. This demonstrates their ability to meet the needs of
consumers target groups in the relevant market segments better than competitors.
However, the fact that only some of them have come to the market with new products
and rather low profitability of others evidence that their leadership preferred the cost
leadership strategy.

And there is an explanation for that. Taking into account the saturation of most
market segments with competing by their functional properties goods-analogues as
well as subjective assessments of their value by consumers, the price factor becomes
increasingly important in consumer choice (even at mature markets). The proof of
this is the rapid growth of China's economy, which focuses on low-cost products
through minimization of insignificant functional characteristics.

In terms of compression of effective demand at many markets, the strategy of
price leadership is becoming increasingly popular. However, the ability of companies
to use it to expand their presence at the market depends not only (and not so much)
on cheap resources invested in production, but also on whether the products meet
quality standards enabling their safe and cost-effective use by consumers. This is
especially true for companies that plan to enter the markets of European countries —
compliance with international standards on production quality is the obligatory con-
dition for the access to these markets.

It can be concluded that an important prerequisite for sustainable and dynamic
growth of industrial enterprises (and therefore their market value) is the ability of
their management to build the right architecture of business processes — by compo-
nents, stages and participants. Together they maximize the customer value of a final
product that is the subject of sale. Expertise of company management lies in the abi-
lity to build business processes by this criterion.

Taking into account the tendency to spread dynamic network structures in the
industrial economic sector, the participants of many business processes can extend
beyond a single enterprise. For each company that decides to join this network (con-
sumer value chain) it is important that in the result of implementation of operations
to create the final product, its share was higher than the shares of other participants.
Then, respectively, the value added share will grow increasing its economic perform-
ance in the form of income.

Based on these considerations, it can be stated that directly from the structure of
customer value the industry enterprises should build their business model, choosing
those links in the chain of creation, where they are able to form a key competitive
advantage. It is displayed in the formalization of competitive strategy as presented in
Figure 2.

Taking into account the dynamic market conditions and consumer preferences,
the company may eventually lose the leadership in creating customer value and
implementation of the chosen competitive strategy can be complicated. Therefore,
the main focus of the competitive strategy must be reflected in innovative strategy —
to maintain a set of strategic competitive advantages in terms of enterprise's business
processes in response to changes in the structure of customer value of the final pro-
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duct. Thus, the innovation potential of company can be implemented — both in tech-
nical and technological equipment for business processes and in management of
material, information and financial resources related to competences of management
personnel. Considering the contraction of effective demand at many markets the
process innovation can be crucial in shaping the competitive advantages of industry
enterprises.

Investigation of the structure of customer A number of competitive
value with key positions to create advantages according to the
competitive advantages in the context of structure of customer value in
|-> business processes competencies 1 L terms of business processes 1
v
ENTERPRISE FORECAST Forming a strategic Enterprises'
BUSINESS MODEL changes in the structure set of enterprise's competetive
from the standpoint of customer value and a competitive strategy
of structure creating set of competencies to advantage according A
customer value create competitive to the structure
advantages — of customer value
v
Diagnostics of the existing Evaluation of potential
competitive advantages in the value competitive advantage
chain and business processes

Strategic assessment

g (growth points)

Competitive assessment

i (in terms of safety)

~>| Valuation (yield point)

Figure 2. Formation of competitive strategy of an enterprise based
on customer value structure of the final product, made by the author

As it can be seen in Figure 2, the main point in the formation of competitive
advantage (they can be called critical, as they are crucial for consumer value) are the
core competencies of the company. They are carried by enterprise's personnel with its
unique knowledge and skills in the area of technological and market opportunities of
the company. Therefore, today’s enterprises should invest sufficient funds into the
development of competences in order to generate competitive advantages in the long
run.

Conclusions. The increasing globalization of economic processes and the
deployment of the crisis in Ukrainian economy leads to increased competition in
most industrial sectors of national economy. Effective counter-pressure to competi-
tors and dynamic industrial growth can be achieved only through improvements of
conceptual foundations of activities. Popular in developed economies concept of
value-based management with a focus on the market value growth of the company at
the stock market volatility cannot be fully implemented. Therefore, it is proposed to
strengthen its conceptual framework with new methodological approaches to innova-
tion management, in part concerning the choice of business model for the company
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and building business processes based on customer value structure of the final pro-
duct. It is noted that the company must carry out its innovation not only in the cre-
ation of new products with desired functional properties, but also to implement
process innovation to ensure the maintenance of a set of strategic competitive advan-
tages in terms of existing business processes in response to changes in the structure of
customer value of the final product. It can be innovations in the field of technical and
technological equipment of business processes and in the management of material,
information and financial resources. It is emphasized that the key role in implement-
ing the concept of value-based management plays the competence of personnel. The
analysis of business process in machine-building enterprises aimed at determining
their ability to form competitive advantages according to the structure of customer
value of the final product, as well as their relationship with key competences at enter-
prises will be the subject of further research.
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