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2" Revision: January, 2013 innovativeness. In that framework, we discuss management’s
Accepted: April, 2013 understanding and perception of innovativeness. We analyse the

selected values (as a part of the entity of culture, ethics and norms -
VCEN) of managers. Based on a literature review, we argue that the
selected personal values of management support management
innovativeness. We investigated Slovenian organizations and their
managers as a case study. The confirmed hypothesized model
suggests that, in considered Slovenian organizations, as the
importance of the selected management values increased, so did the
level of management innovativeness. These findings are especially
important for countries in Central and Eastern Europe, particularly
their organizations and their management, since they need to “make
a shift in value priority” to reinforce manager’s innovativeness.
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Introduction

An organization is a business system (BS). The selected viewpoints of dealing with
business are exposed in its business attributes (Schumpeter, 1934; Fagerberg et al., 2006;
Kuratko, 2008; Fink, Kraus, 2009; Baumol, 2010). Firms, enterprises, organizations and
company business systems became very influential institutions of the modern age (Collins,
2001; Fink, Kraus, 2009; Kaplan, Warren, 2009; Korten, 2009). Since the great majority of all
business systems are small and medium enterprises (SMES), it is almost impossible to reach
any goal in society without engaging the SMEs (Hebert, Link, 1989; Fink, Kraus, 2009; Kaplan,
Warren, 2009).

Currently in Europe, about 99% of all enterprises are SMEs, employing over 50% of all
employees (Potocan, Mulej, 2007; Potocan, 2009; Rebernik et al., 2010). Demands over SMEs
have developed from efficiency by adding quality, range, uniqueness, and sustainability in
synergy over recent decades (Collins, Porras, 1994; Collins, 2001; Potocan, Mulej, 2009). This
requires constant innovations.

Innovation is defined as every novelty found beneficial in the experience of its users
(Afuah, 1998; Rogers, 2003; European Union, 2006). In other words, innovation comprises
invention plus its commercialization (Afuah, 1998).

Modern enterprises, including SMEs, face at least two important challenges: how to
satisfy demanding customer’s requirements and how to make their own business requisitely
innovative to make customers happier with their organization than their competitors (Baumol
et al., 2007; Lafley, Johnson, 2010; Potocan, Mulej, 2010).

Consequently, SMEs must create and implement holistic development similar to, or
greater than, the bigger enterprises. Meeting these requirements depends on influential persons,
not only on the institutional order alone. If we wish to understand the human part of SMEs, we
must take into consideration mutual interdependence and the synergetic entity of values, culture,
ethics and norms (i.e., VCEN) on all important levels and functions of SMEs (Figure 1). In this
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framework, values (and especially business values) of SMEs provide a basis for the
innovativeness of SMEs.

Individual values (interdependent with Culture = values shared by many, habits making
knowledge) > them a round-off social group
0 X
Norms = prescribed values on right and Ethics = prevailing values on right and wrong in a
wrong in a social group < social group

Source: created by the authors.

Figure 1. Circular Interdependence of Values, Culture, Ethics, and Norms

We discuss the issue of improving the level of innovativeness on the basis of knowing:
possibilities to assure the human basis for innovativeness, the role and importance of SMEs
stakeholders’ values as a background of their understanding and perception of innovativeness
in SMEs, and relationships between the SMEs stakeholders’ values and the selected important
elements of innovativeness.

1. The Literature Review
1.1 The Human Part of Preconditions of the Innovative Business

Around the world, 80% of humankind lives in the less innovative countries, partly in
undeveloped countries, partly in the more traditional (and less developed) areas inside the
innovative countries (Mulej, 2000; Baumol et al., 2007; Potocan, Mulej, 2007; Chesbrough,
2009; Rebernik et al., 2010).

Everywhere, making the innovative business a prevailing practice requires systemic
change of the inherited culture and practice toward the invention-innovation-diffusion
processes (IIDP) as a normal daily practice. At least, this change requires making and
implementation in a harmonized business of both:

1) The institutional economic and legal order supportive of innovative business;

2) The innovation-friendly behaviour of decisive participants of innovative business in
organizations as BSs.

Traditional economists tend to suppose that the institutions alone can work well enough
(Casson, 1982; Robbins, 2002; Fagerberg et al., 2006; Leydesdorff, 2006; Mullins, 2006;
Lawrence, Weber, 2007; Kuratko, 2008; Melnikas, 2008; Lerner, 2009; Lahovnik, 2010).
Influential persons in an organization tend to read the institutional system measures from their
own viewpoints, though. Thus, the business reality is not only based on economics, but also —
to an equal level of importance — on management and organization of human relations.

In the innovative business, a central role is played by interdisciplinary co-operation and
therefore interdependence in the professional 11DP teams. They do not consist of the research
and development professionals only, but marketing professionals, at least, must be equal-footed
for teams to make inventions and make innovations from them, while anthropologists and
ethnologists are required increasingly, too, because their observation methods can shed light on
future needs of potential customers (Barabba, 2004; Mulej, 2007; Sheshimski et al., 2007,
Potocan, 2009; Pyka, Scharnhorst, 2009; Lahovnik, 2010). This includes SMEs, their owners,
managers, employees, consultants and other business partners.
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The contemporary need for more holistic development of SMEs (Mulej, 2000; Mulej,
2007) requires professionals to accept their practical interdependence and enter
interdisciplinary co-operation concerning all 1IDP and all resulting novelties — inventions,
suggestions, potential innovations, innovations, and their diffusion in markets.

The research, development, and marketing professionals are not enough; all operation
managers and professionals in production, design, finance, human resource services, law, etc.,
are equally unavoidable — for innovation to result from IIDP. Even if their co-operation is quite
holistic, everything cannot be foreseen and in every IIDP phase mentioned above only a small
portion of its results proceeds to the next stage. Stages do not follow each other in a simple
linear style, but in interdependence: the later ones also have impact on the earlier ones, e.g.,
through expectations, estimations, future research, prognoses etc., not only by feedback
stimulating a next cycle.

In the briefed IIDP very different people show up, per functional areas, professions,
human personality attributes, values/VCEN, etc. (Mulej, 2000; Mulej, 2007; Potocan, Mulej,
2007; Potocan, 2009). From all organizational VCEN for I1IDP/innovations we will expose
influence of VCEN (Figure 1).

1.2 The Role of Values/VCEN for Innovativeness of SMEs

There are two main approaches to human values (and/or whole VCEN) in
business/behaviour of SMEs as BSs rather than biological, social, environmental, etc. systems.

e Some see SME’s values/VCEN as a complex entity which mostly comes from society
(and/or other important environments) via norms from prevailing VCEN in society (Swedberg,
2000; Mullins, 2006; Huczynski and Buchanan, 2007; Conway and Steward, 2009; etc.).

e Other authors see SME’s values/VCEN just as results of interests, motives, etc. of
the most influential group in organization (Robbins, 2002; Mullins, 2006; Huczynski and
Buchanan, 2007; Fink and Klaus, 2009; etc.).

This means that there are many different definitions of values/VVCEN of SMEs and/or
SMEs’ stakeholders.

More about the role and importance of the entire VCEN for SMEs see in e.g., Becker,
McClintock (1967), Rokeach (1973), Hofstede (1994), and Schwartz (1992). More about the
role and importance of values in the innovation business and behaviour of SMEs is presented
in Swedberg (2000), Cavanagh (2005), Potocan, Mulej (2007), and Chesbrough (2009).

But all researchers also face the dilemma, how to understand possibilities for changing
of values and hence of VCEN. From different theoretical cognitions about values (in
philosophy, sociology, psychology, etc.) we based our work on cognitions taken from different
authors in psychology (Rokeach, 1968; Schwartz, 1994; etc.). These researches focus on
empirical detecting of the real state of values and responses to issues related to values.

Various authors share a relatively unified understanding and definition of the basic
functions of values (Rokeach, 1968; Schwartz, 1994; Hofstede, 2001; etc.). They claim that the
basic functions of values direct individuals’ behaviour at conflict solving, decision making, and
motivating. Every person has a relatively personal and possibly broad set of values, which
he/she forms as a value-based hierarchy and interdependence of values, i.e., a value system (a
complex entity, not a mental picture of it). In the same way values/\VCEN on all levels of the
human action can be worked on.

An individual’s value system is relatively durable, ordered, and stable; but their
hierarchy can change along with changes in society, culture, personal experience, etc., which

TRANSFORMATIONS IN BUSINESS & ECONOMICS, Vol. 13, No 1 (31), 2014



V. Potocan, Z. Nedelko 45 ISSN 1648 - 4460

Special Editorial

influence the changing of the relative importance of single values for the given individual (and
the organized forms of his/her actions) (Rokeach, 1973, p.11). Changing of values is a complex
and long-lasting process; it can support or hinder 11DP. Our consideration of it is based on
findings of many theorists that the process of changing of values consists only, or mostly, of
changes of the relative importance of single values inside the value system rather than of
changes in the related structure content of the value system itself (Becker, McClintock, 1967;
Rokeach, 1973; Schwartz, 1992; Hofstede, 2001; etc.).

For SME and/or stakeholders of SMEs its/their values (and other parts of VCEN) make
important building blocks (different authors also use term elements or components) of business
and behaviour of SMEs’ stakeholders (Schwartz, 1992; Cavanagh, 2005; Mullins, 2006;
Melnikas, 2008; Potocan, 2009; etc.). From the SMES’ viewpoint, the IIDP is primarily based
on knowledge, experience, competences, but SMEs also try to improve other basic blocks of
their business — e.g., values of stakeholders of SMEs. Basic building blocks of business and
behaviour of SME stakeholder are presented in Figure 2.

Competences

Knowledge Experiences
Values,
Intelligence Personal Characteristics Interests,
& and Types of Personality Motives,
Goals

Source: created by the authors according to Hughes et al., 2009, p.265.

Figure 2. Some Relationships between the Selected Human Attributes

Importance of SME stakeholders’ values for understanding of their and SME
innovativeness is acknowledged in both literature on, and practice of, SMEs and/or
innovativeness of SMEs. But there is no shared opinion in what way should SMEs transmit
values to SME stakeholders, and vice versa, to make prevailing VCEN from values shared by
the influential ones.

SME stakeholders’ attributes can, most generally, be defined on the basis of attributes
of their business and behaviour in SMEs (Becker, McClintock, 1967; Rokeach, 1973; Potocan,
Mulej, 2007; Potocan, 2009; etc.). In line with findings of various authors we may conclude
that business/behaviour of SME stakeholders is under important impact of their cognitive basis
and values (and/or entire VCEN and/or parts of VCEN), first of all. Inside this framework it is
true in the most general lines that the crucial personal values of SME stakeholders influence
attributes of their business/behaviour.

The cognitive basis of VCEN of SME stakeholders can influence their SMEs in two
ways:

e The crucial VCENs of crucial stakeholders (and especially the values of
stakeholders) influence the SMEs process indirectly, through the SMEs stakeholders’ cognitive
and decision-making basis; or
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e A synergetic impact of the cognitive basis and values of SME stakeholders (and/or
all their VCEN) is noticed.

For a more holistic consideration of the business/behaviour of stakeholders in SMEs,
one must take into account three groups of factors: impact of SME environments, bounded
rationality and irrationality of individuals, and their selective perceptions (Potocan, Mulej,
2007; Potocan, 2009). A detailed discussion about the groups of factors reaches beyond the
chosen frame of our contribution.

2. Field Research on Innovativeness and the Innovative Behaviour of SME Stakeholders
Aims, Tasks, and Methodology

2.1 Framework of the Survey

The impact of SME stakeholders’ personal values (and in that frame, the selected group
of managers’ personal values) on perception of 1IDP/innovations has been widely recognized
in literature and in business practice (Swedberg, 2000; Gloor, 2006; Potocan, Mulej, 2007;
Sheshimski et al., 2007; Melnikas, 2008; Skarzynski, Gibson, 2008; Martin, 2009; Lahovnik,
2010). Several authors focused their research on examining the relationship between the
perceptions of 1IDP/innovations and SME stakeholder’s personal values.

For our work, we conclude that perception of IIDP/innovations is driven by a cognitive
basis and the VCEN of SME stakeholders (see previous chapter). In addition, we assume that
the selected important SME stakeholders’ personal value greatly determines (and/or influences)
their perception of I1IDP/innovations. It becomes more about the importance of the selected
personal values for SME stakeholders’ perceptions of IIDP/innovations (Hage, Dewar, 1973;
O’Reilly et al., 1991; Chatman, Jehn, 1994; Potocan, Mulej, 2007; Tidd, Bessant, 2009).

Different authors measuring relationships between single criteria of innovativeness (of
SME stakeholder) and assigned personal values (of stakeholder of SME) have been tested and
validated (O’Reilly et al., 1991; Russell, Russell, 1992; Cavanagh, 2005; Potocan, Mulej, 2007;
Potocan, Nedelko, 2010; Nedelko, 2011).

2.2 Research Methodology

In our investigation, we used a sample of SME stakeholders, i.e., managers of the
Slovenian organizations. Data were obtained through computer assisted telephone interviewing
(CATI) of stakeholders in Slovenian SMEs in 2010. Altogether 500 organizations were
contacted, while 260 answers from their managers, appropriate for our research, were received.

Therefore, the sample consists of 260 managers of SMEs in Slovenia and meets the
basic criteria for data (i.e., represents a relatively representative regional coverage; sample met
the basic-activity structure of Slovenian SMEs, well fitting the industry-based structure of the
Slovenian economy). Members of all organizations participated voluntarily in the study.
According to proposed research hypotheses (defined in 2.3), we measured manager’s personal
values and their attitudes about innovativeness. More facts about the survey are available from
the authors of this contribution.

For measuring personal values, “the Schwartz Value Survey (SVS)” was used
(Schwartz, 1994). The original SVS consists of 56 items. We added “innovativeness” as a value.
Respondents rate each personal value using a 9-point Likert-type scale, ranging from “opposed
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to my values” (-1) to “of supreme importance” (7) (Ralston et al., 1997; Yammarino et al.,
2005).

Based on our previous research and the cognition of others (O’Reilly et al., 1991;
Ralston et al., 1997; Lester, Piore, 2004; Govindarajan, Trimple, 2010), we identified the
following set of criteria for the examination of management innovativeness: 1) SME manager’s
stimulation for creativity; 2) Openness of SME managers to new ideas and other’s knowledge;
3) Benevolence to changes; 4) Risk perception; and 5) Innovativeness as a value.

For measuring management attitudes and/or preferences towards innovativeness, we
identify the concept of “management innovativeness”, based on prior studies of innovativeness
(O’Reilly et al., 1991; Potocan, Mulej, 2007; Green, 2009). Five items in the construct are
measured using a 7-point Likert-type scale, with anchors referring to low innovative thinking
(1) and high innovative thinking (7). Items in the term assess SME members’ stimulation for
creativity (1 — not supporting; 7 — supporting); openness of SME members to new ideas and
other’s knowledge (1 — refusing; 7 — accepting); benevolence to changes (1 — don’t support; 7 -
support); risk perception (1 — refusing; 7 — preference); and innovativeness as a value (1 — low;
7 — high).

Based on the presented theoretical cognitions (Katz, 2003; Gloor, 2006; Martin, 2009;
Berkun, 2010; Christensen et al., 2010) and our experiences from business practice (Potocan,
Mulej, 2010; Potocan, Nedelko, 2010), we identified several relationships between the items
(which constitute the construct “management innovativeness”) and selected personal values of
managers. Insights are summarized in Table 1.

Table 1. Significant values for management innovativeness

Management innovativeness Significant personal value
SME managers stimulation for Creativity
creativity
Openness of SME managers to new Broad-minded

ideas and other’s knowledge

Benevolence to changes Dynamic life
Perception of risk Daring

Innovativeness as a value Innovativeness

Source: created by the authors.

For analyzing the collected data, several methods were used. Based on normality tests
using the Kolmogorov Smirnov test, we conclude that all items (i.e., items included to test the
hypotheses) are not congruent with a normal distribution (Argyrous, 2006). Since assumptions
about normality are markedly violated, we used adequate tests of non-parametric statistics
(when applicable). In that frame, the Spearman’s correlation coefficient (rho) was used for
measuring the association between the selected items denoting innovative thinking and detected
personal values of the SME members. We used Cronbach’s alpha for measuring the reliability
of the construct referring to management innovativeness. More about the utilized methods for
data analysis see in Argyrous (2006).

In our examination of the impact of the management’s personal values on management
innovativeness, we go beyond inferential and descriptive statistics. We use techniques of
structural equation modelling (SEM) to examine the impact of the management’s personal
values on their innovativeness. Using SEM enables us to estimate relationships of multiple and
interrelated dependence between selected single personal values of management (i.e., indicators
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of VCEN-INQV), latent variable VCEN-INQV, indicators of management innovativeness, and
latent variable management innovativeness, simultaneously.

The hypothesized model of causal structure for predicting the level of management
innovativeness was tested on a sample of Slovenian managers of SMEs. For testing the
goodness-of-fit of the hypothesized model, we applied the most frequently used absolute and
incremental fit measures (e.g., chi-square, RMSEA, CFI, NFI, RFI).

Based on the literature review, presented cognitions, and prior research of selected
problems in organizations, the hypothesized model evaluates how single manager’s personal
values (represented by the latent construct of VCEN-INOVM) predict the level of management
innovativeness (represented by the latent construct of management innovativeness). Due to the
nature of the aim of our research, our study strives to examine direct, indirect, and total effects
among indicators and latent variables in the hypothesized model.

In the next section, we outline the proposed research hypotheses.

2.3 Hypotheses

According to the proposed framework of our survey and literature review about the
examination of roles and the importance of personal values of management for management
innovativeness, we postulated three hypotheses.

H1: Stakeholders of Slovenian SMEs consider innovation as an important

characteristic of their business.

Figures from research on the diffusion of novelties aimed at becoming innovations
(Afuah, 1998; Rogers, 2003; Lester, Piore, 2004; Martin, 2009; Christensen et al., 2010) include
rather innovative recipients of novelties, only about 18 - 30% of all adults. This means that new
concepts, such as economic entrepreneurship replacing routine-loving behaviour (including
employment without a lot of own responsibility), are difficult to implement.

From the viewpoint of a current situation in Slovenia, the level of understanding and
acceptance of innovations among members of SMEs (i.e., selected group of managers) is
relatively favourable. Details of the general framework, institutional conditions for
innovativeness, and the state of innovativeness in Slovenian organizations are presented in
Rebernik et al. (2000-2010), Potocan, Mulej (2007), and Potocan, Mulej (2010). The results of
the survey of personal values of members in Slovenian SMEs in 2010 indicates that members
of SMEs consider innovations (and innovative conditions) important characteristics of their
business (Potocan, Nedelko, 2010).

Innovativeness of managers of SMEs on a great extent depends upon all synergetic
objective factors (e.g., organizational goals, requirements of owners, shareholders) and
especially on their subjective starting points. In that framework, we emphasize the values of
managers of SMEs as one of crucial factors influencing innovativeness.

This leads to the conclusion that managers of SMEs (and/or members in general), based
on their personal values, recognize, and/or are aware of, their need for innovativeness, practiced
through their business and behaviour in organizations. Thus, the key factor is the personal
values of managers of SMEs, favourable or unfavourable to innovative thinking, business, and
the behaviour of all SME members.

H2: Personal values of stakeholders of SMEs in Slovenian organizations support

their innovative thinking.

Figures from the research of entrepreneurship and innovativeness include the finding
that about 40% of adults in a society must be entrepreneurial persons to make enterprises
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economic, rather than only legal entities, called enterprises (Rogers, 2003; Rebernik et al.,
2000-2010; Chesbrough, 2009; Tidd, Bessant, 2009; Lafley, Johnson, 2010).This percentage
must be achieved by innovativeness and the innovation of human values, which will not be a
novelty yielding no benefit to its users, but an innovation. The results of the survey of members
of the Slovenian SMEs in 2010 indicate that personal values from members of the selected
SMEs do influence (and/or support) innovativeness in Slovenian SMEs (Mulej, Potocan, 2010;
Potocan, Nedelko, 2010).

H3: Management’s personal values predict the level of management innovativeness.

The proposed model evaluates how personal values of management (represented by the
latent construct of VCEN-INOVM) predict (and/or influence) the level of innovativeness of
management. As the level of management innovativeness is not assumed to be perfectly
predicted by selected personal values of management, this dependent variable (i.e., management
innovativeness) includes a residual (erll).

The formulation of the hypothesized model presented in Figure 3 is derived from
summarised findings from a review of the relevant literature about the impact of personal values
on innovativeness (see Chapter 1). Therefore, a postulated hypothesis is that VCEN-INOVM
importantly predicts the level of management innovativeness. This hypothesis reflects the
findings in the literature. Predicting of the level of management innovativeness is depicted in
Figure 3.

Creativity

Broad-mindeness

MANAGEMENT
NNOVATIVENES

Curiosity

Ambitiousness

Inovativeness
as avalue

Inovativeness

Source: created by the authors.

Figure 3. Hypothesized Model of Causal Structure for Predicting the Level of Management’s
Innovativeness

Generally, our research of the proposed model with AMOS consists of two distinct parts:
(1) the exploratory factor model, which specifies the relationships of the observed variables
(i.e., indicators) to their positioned underlying construct (in our case, management
innovativeness), and (2) the structural equation model, which specifies the relationships of the
constructs between each other, as posited by a research model (i.e., VCEN-INOVM and
management’s innovativeness).

In the model, we have two latent (i.e., unobservable) variables, namely VCEN-INOVM
and management innovativeness. Since those two variables cannot be observed directly, we
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identified several manifesting variables which serve as indicators of the underlying construct
which they are presumed to represent.

Regarding the proposed model, one questions the plausibility of the multidimensional
structure of (1) VCEN-INOMV, and (2) management innovativeness.

Regarding VCEN-INOVM, values are chosen exclusively on prior theoretical and
practical findings (Hage, Dewar, 1973; O’Reilly et al., 1991; Rusell, Rusell, 1992; Chatman,
Jehn, 1994; Nedelko, Potocan, 2010; Nedelko, 2011). Based on that, we can most generally
conclude that the selected personal values (represented by the construct VCEN-INOMV), have
the strongest impact on the level of management innovativeness. This cognition is valid for
dealing with personal values at the level of single values; i.e., therefore, all values from
Schwartz value list and one added — innovativeness — were taken into consideration and tested.
For more about this, see Schwartz (1992; 1994) and Nedelko (2011). We now accept this
multidimensional structure as taken for granted.

Regarding the latent variable of management innovativeness, we can most generally
summarize that there are numerous studies that have supported the multidimensionality of the
construct of management innovativeness (Afuah, 1998; Collins, 2001; Rogers, 2003; Gloor,
2006; Chesbrough, 2009; Tidd, Bessant, 2009). Studies which explicitly determine (several)
factors, which determine the multidimensional structure of management’s innovativeness, are
very scarce. In addition, this problem is investigated less in former transition countries in
Central and Eastern Europe. Based on different prior studies, especially in the developed world,
we argue that there is an about-five-factor structure for the construct of management
innovativeness (Afuah, 1998; Collins, 2001; Rogers, 2003; Gloor, 2006; Chesbrough, 2009;
Tidd, Bessant, 2009).

3. Research Results and Findings
3.1 Consideration of Hypothesis 1 on the Basis of Results of the Survey

H1: Stakeholders of Slovenian SMEs consider innovation as an important

characteristic of their business.

To measure “management innovativeness” we identify the construct of management
innovativeness, consisting of five items (Table 2). All 260 cases were processed in the analysis.
The Cronbach’s alpha is 0.806, which indicates high overall internal consistency among the
five items representing the construct of innovative thinking (Table 2).

Table 2. Mean values for “management’s innovativeness” items

N Minimum | Maximum Mean Std. Deviation
Management stimulation for creativity 260 1 8 6.50 1511
Knowledge of mployees 260 ! 8 | e | 13w
Benevolence to changes 260 1 8 6.53 1.482
Perception of risk 260 1 8 5.63 1.623
Innovativeness as a value 260 1 8 6.63 1.611
Valid N (list-wise) 260

Source: own calculations.
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Based on the obtained results, we can make some conclusions about managers’ attitudes
toward innovativeness in Slovenian organizations:

e Among several items, the openness of members of SMEs to new ideas and other’s
knowledge is the most important, while the perception of risk is the lowest.

e Members of SMEs are willing to accept new ideas and other’s knowledge (e.g., from
the environment of the organization and from other members of organizations), since the current
situation requires consideration of all available ideas and knowledge for organizations to
survive in the modern business environment. On the other hand, accepting (also) ideas of other
members is an important prerequisite for [IDP/innovations in organizations, especially SMEs.

e SME members stimulate creativity of other members of a SME, since creativity is
central to innovativeness. SME members must also be benevolent to changes, because
innovativeness is based on (continuous, hopefully beneficial) changes.

e SME members are not very willing to accept (too high) risks. This could have deeper
roots, e.g., in a traditional aversive cognition of risk among Slovenian organizations.

The results enable us to confirm Hypothesis 1.

4.2 Consideration of Hypothesis 2 on the Basis of the Survey Results

H2: Personal values of SME stakeholders in Slovenian organizations support

their innovativeness.

We will test the considered hypothesis in two phases. In the first phase, we examine the
relationship (i.e., correlations) between all single characteristics of management innovativeness
and its single appointed personal value, for all five selected characteristics. In the second phase,
we examine the relationship between the selected personal values supporting management
innovativeness (i.e., VCEN-INOVM) and the examined characteristics of management
innovativeness. Structural equation modelling was used.

In our conclusions regarding Hypothesis 1, we point out several possible relationships
between personal values of SME members and items referring to their innovativeness. This
will be outlined in the framework testing Hypothesis 2. For the purpose of researching the
impact of personal values on innovativeness, we assign the selected personal value to each item
in the construct (Table 3).

Table 3. Correlation between management innovativeness and personal values

Management innovativeness Significant personal Correlation
value
1. SME managers stimulation for creativity Creativity r=0.172* (p=0.005)

2. Openness of SME managers to new ideas

and other’s knowledge Broad-minded r=0.343* (p=0.000)
3. Benevolence to changes Dynamic life r=0.106 (p=0.087)
4. Risk perception Daring r=0.124* (p=0.046)
5. Innovativeness as a value Innovativeness r=0.293* (p=0.000)

Notes: * Correlation is significant at the 0.05 level (2-tailed).

Source: own calculations.

The results in Table 3 indicate that there are significant relationships between a detected
personal value and the selected item of management innovativeness (p<0.05). One instance
(benevolence to change and dynamic life), demonstrates the correlation of 0.076 (p=0.223)
indicating no relationship.
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Regarding the strength of the relationships, we conclude for relationships 2 and 5 that
the relationship is quite strong for the (used) explorative approach and from our selected
viewpoint. The other two relationships, 1 and 4, indicate a weaker relationship.

Some possible conclusions about relationships between innovative thinking and SME
members’ personal values include:

e SME members who value creativity (as a personal value) highly, invest a lot of effort
to stimulate the creativity of other organizational members;

e SME members who are broad-minded are open to new ideas and knowledge of other
employees;

e SME members who give more priority to daring are more benevolent to changes in
the organization; and

e SME members who value innovativeness are very concerned with innovativeness
and innovative thinking, which they spread to other members of the organization.

On the basis of our research, we support 4 (1,2,4,5) of the 5 identified relationships in
Table 3 (p<0.005).

4.3 Consideration of Hypothesis 3 on the Basis of the Survey Results

H3: Management personal values predict the level of management

innovativeness.

In the frame of the assessment of the hypothesized model, we first present results about
goodness-of-fit of the model, followed by modification indices and the interpretation of the
parameters in the model.

The input covariance matrix generated from ten observed variables of the model
contains 55 sample moments. For the hypothesized model, there are 21 parameters to be
estimated (i.e., 12 variances and 9 regression weights). The model has positive degrees of
freedom, which identifies the model. The chi-square goodness-of-fit statistics were computed.
The results indicate that the model does not fit the data well by the chi-square test, ¥? (N = 260,
df = 34) =70.94, p < 0.05.

Since in the research practice, ¥ provides little guidance in determining the extent to
which the model does not fit the data, we base our decision on selected indices of the fit. The
Amos output provides us with numerous indices of fit; CFl and RMSEA were used.

In reviewing these fit indices, we see that a hypothesized model is relatively reasonably
well fitting, as indicated by a CFl of 0.950 and RMSEA value of 0.065; both within a
recommended range of acceptability. This indicates a relatively good conformity between the
hypothesized model and the observed data (i.e., from 0.05 to 0.08). On the other hand, the
coherency of fit (PCLOSE), which test the hypothesis that the RMSEA is good in the
population, is 0.120; significantly below the desired > 0.50. This is probably due to the RMSEA
tendency to over-reject true population models in small samples, like our model does. In
addition to CFI, other baseline comparisons fit indices of NFI, RFI, and IFI, indicating a
reasonably well-fitting model.

A review of the modification indices (Mls) reveals some evidence of misfit of the model.
Therefore, we cease to operate in a confirmatory mode of analysis and proceed further with
exploratory analysis. We adopt a step-by-step approach in the re-specification of the
hypothesized model regarding MIs. In reviewing the list of Mls, we turn our attention to the
Mis related to covariance’s. We see very clear evidence of the misspecification associated with
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pairing of the error terms associated with “openness t0 new ideas” and “innovativeness as a
value” (er7<->erl0; Ml = 14.426).

Consequently, we re-specified the hypothesized model and add the error covariance
er7<->erl0 (see final model). Goodness-of-fit statistics related to this model revealed that the
incorporation of the error covariance between “openness t0 new ideas” and “innovativeness as
a value” made a substantial improvement of the model fit, ¥* (N = 260, df = 33) = 52.95, p =
0.015. In particular, the overall chi square value decreased from 70.94 to 52.95 and the CFI
value increased from 0.950 to 0.973. In addition to CFI, other baseline comparisons fit indices
of NFI, RFI, and IFI, indicating a well-fitting model (all are above 0.9; range 0.909 to 0.974).
Turning to the RMSEA, we see that the RMSEA value for the re-specified model decreased
from 0.065 to 0.048, with the 90% confidence interval ranging from 0.021 to 0.072. The p-
value for the test of closeness of fit (PCLOSE) is equal to 0.518. Based on these values, we can
conclude that we are 90% confident that the true RMSEA value in the population will fall within
the bounds of 0.021 and 0.072, which is suffiently precise, especially in small samples, like our
model is. We can conclude that the re-specified model fits the data well.

Turning to the results of Mls for the re-specified model, we see no evidence of
substantively reasonable misspecification in the proposed model. Therefore, we consider it to
show the final best-fitting and most parsimonious model to introduce the data. The final model
of the causal structure for predicting the level of management’s innovativeness with
standardized estimates is presented in Figure 4.

40

Creativity

,67
Creativity
stimulation

71
Openess
for new ideas

,58
Benevolence
to changes
,36
Perception
of risk
22
Inovativeness
as avalue

24

Broad-mindeness

23

Curiosity

-,35

© ® 9 g

Ambitiousness

?

Inovativeness

Source: own calculations.

Figure 4. Final model of causal Structure for Predicting the Level of Management Innovativeness with
Standardized Estimates

We now turn our attention to examining the standardized estimates. Basic explanations
and results for their consideration are:

e Turning first to the regression weights, we see that all are statistically significant by
the critical ratio test. For interpretation, we used standardized regression weights (Figure 4).
The results indicate that VCEN-INOVM (i.e., perceptions about selected values, represented by
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this construct) significantly and positively impact the level of management innovativeness
(standardized regression weight: = 0.449, p<0.001). Thus, we support hypothesis 3.

e Regression weights also revealed that the 10 observed measurement variables (five
personal values and five indicators of management innovativeness) are all significantly
represented by their respective latent constructs (p<0.001) (i.e., VCEN-INOVM and
management innovativeness). Therefore, we conclude that as personal values in VCEN-
INOVM are becoming more important to management, the stronger is the support for
management innovativeness.

e Regarding the error covariance between “openness t0 new ideas” and
“innovativeness as a value,” we summarize that openness to new ideas is concerned with the
readiness of people to accept new ideas and suggestions; “innovativeness as a value” deals with
someone’s general perception of how import innovating is to him/her. Clearly, these two items
appear to be expressing the same idea, albeit their focus is significantly different. This is also
confirmed by fact that as you are innovative, you are open to new ideas, and vice versa. We can
therefore suppose the correlated errors are due to the item content overlap.

e The percentage of variance explained for 10 measurement variables range from
22% (Innovativeness as a value) to 71.2% (Openness to new ideas).

e The squared multiple correlations show that 20.2% of the variance in the level of
management innovativeness is accounted for by the variance in VCEN-INOVM. The remaining
variance in management innovativeness cannot be explained by the model, and it is thus
attributed to unique factor er11. This could be attributed to the fact that a synergetic set of hard
and soft factors (also defined as rational and irrational factors), (Rogers, 2003; Mullins, 2006;
Potocan, 2009) influences the innovativeness of management. Those are factors that affect the
innovativeness of management, but do not appear in a proposed model. In such circumstances,
we can assume that VCEN INOVM (i.e., the selected personal values of management) have a
great explanatory power, since they explain almost 21% of variance in the level of management
innovativeness.

In the frame of explaining factor loadings, we will examine the total, direct, and indirect
effects encountered in the hypothesized final model. In Table 4, the standardized indirect, direct
and total effects are outlined.

Table 4. Standardized indirect, direct and total effects

VCEN - Management

INOVM innovativeness
Management innovativeness 449 .000
Innovativeness as a value 211 469
Perception of risk 271 .603
Benevolence to changes 341 .760
Openness for new ideas 379 .844
Creativity stimulation .368 .820
Creativity .630 .000
Broad-mindedness .488 .000
Curiosity 483 .000
Ambitiousness 541 .000
Innovativeness 741 .000

Source: own calculations.
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Table 4 reveals the following:

e The first row of the table indicates that management innovativeness only directly
depends on VCEN-INOVM. The total effect of VCEN-INOVM on management innovativeness
Is 0.449. The fact that effect is positive means that, all other things being equal, a relatively high
VCEN-INOVM is associated with a relatively high level of management innovativeness. More
accurately, this means that with the rising importance of single management values supporting
innovativeness, the support for management’s innovativeness is higher.

e Creativity stimulation depends directly on management innovativeness (0.820) and
indirectly on VCEN-INOVM (0.368). High scores on VCEN-INOVM and high scores on
management innovativeness are associated with stimulation of high creativity by management
in organizations.

e Openness to new ideas depends directly on management innovativeness (0.844) and
indirectly on VCEN-INOVM (0.379). High scores on VCEN-INOVM and high scores on
management innovativeness are associated with a high openness of management to new ideas.

e Benevolence to changes depends directly on management innovativeness (0.760)
and indirectly on VCEN-INOVM (0.341). High scores on VCEN-INOVM and high scores on
management innovativeness are associated with a high managerial benevolence to changes.

e Perception of risk depends directly on management innovativeness (0.603) and
indirectly on VCEN-INOVM (0.271). High scores on VCEN-INOVM and high scores on
management innovativeness are associated with a high managerial willingness to accept risk.

e Innovativeness as a value (in organization) depends directly on management
innovativeness (0.469) and indirectly on VCEN-INOVM (0.211). High scores on VCEN-
INOVM and high scores on management innovativeness are associated with a higher
importance of innovativeness (as a value) of management.

Regarding the impact of VCEN-INOVM and management innovativeness on indicators
measuring management innovativeness we can conclude the following:

e Openness to new ideas, creativity stimulation and benevolence to changes has a
strong direct effect on management innovativeness. A moderate effect belongs to the perception
of risk, while the lowest effect stems from innovativeness as a value.

e Regarding the indirect effect of VCEN-INOVM on the indicators of management
innovativeness, a moderate indirect effect of VCEN-INOVM on creativity stimulation comes
from openness to new ideas and benevolence to changes; while this impact on the perception
of risk and innovativeness as a value is weak.

Single personal values, selected as indicators of VCEN-INOVM, only depend directly
on VCEN-INOMV. There is no indirect effect of management innovativeness on single
personal values. The findings are as follows:

o Creativity (as a value) only depends directly on VCEN-INOMV (0.630),
Broad-mindedness (as a value) only depends directly on VCEN-INOMYV (0.488),
Curiosity (as a value) only depends directly on VCEN-INOMYV (0.483),
Ambitiousness (as a value) only depends directly on VCEN-INOMYV (0.541), and
Innovativeness (as a value) only depends directly on VCEN-INOMYV (0.741).

There is no evidence about an indirect effect of any single personal value on
management innovativeness; but there is strong evidence of a direct impact of VCEN-INOMV
on management innovativeness and indirect impact of VCEN-INOMYV on single indicators of
management innovativeness. This is probably due to the synergetic nature of personal values in
the frame of personal value system.
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Judging by the critical ratios, the null hypothesis would be accepted at the conventional
significance level of the management innovativeness depends on VCEN-INOVM (critical ratio
=5.324).

Conclusions

The primary aim of our paper was to present our research on the role and importance of
SME managers’ personal values for managerial innovativeness. In that framework, and based
on the presented theoretical cognitions, we introduce and considered items for measuring
innovative thinking and their linkage to the personal values of SME members. Regarding the
relative importance of other measured characteristics of organizations (which are not presented
here); we can conclude that innovativeness is considered an important characteristic of SME
managers. We therefore support Hypothesis 1.

Based on the examination of single relationships between the selected personal value
and associated items of management innovativeness, we can conclude that SME managers’
personal values play an important role in their innovativeness. The strength in four of five
considered relationships is significant from the selected viewpoint. We therefore support
Hypothesis 2.

The results indicate that the selected management personal values (represented by the
construct of VCEN-INOVM) significantly and positively impact the level of management
innovativeness. There is also strong evidence of the direct impact of VCEN-INOMV on
management innovativeness and indirect impact of VCEN-INOMYV on a single indicator of
management innovativeness. Based on these cognitions, we support Hypothesis 3.

On the grounds of presented cognitions about all three hypotheses, we conclude the
following:

e Correlation coefficients for relationships between the selected personal values and
the selected indicators of management innovativeness indicate a significant impact of personal
values on the assigned indicators of management innovativeness; an exception exists about the
impact of curiosity on the benevolence to changes.

e Taking into consideration the impact of single personal values on management
innovativeness, this simultaneously reveals that the effect of single personal values on the
assigned indicators of management innovativeness differs from the synergetic effect of VCEN-
INOV on the level of management innovativeness.

e Innovativeness (as a personal value of management) and creativity have a strong
effect on VCEN-INOVM (explain the highest percent of its variance), which greatly influences
the level of management innovativeness. Ambition, curiosity, and broad-mindedness have a
relatively moderate effect on VCEN-INOVM.

e Management innovativeness (i.e., explaining the largest percent of its variance)
experiences the strongest effect of creativity stimulation, openness to new ideas, and
benevolence to changes.

e We conclude that management personal value creativity most importantly
influences the level of management innovativeness. Therefore, as the importance of value
creativity for management increased, so did the level of management innovativeness.

The overall results of our research reveal that the impact of selected personal values
should be considered as a synergetic whole of the selected personal values assigned to support
management innovativeness. This cognition opens new questions/dilemmas for future research
on the impact of personal values of management on their innovativeness (e.g., the examination
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of the impact of categories of personal values (single personal values are joined in categories)
and the examination of the impact of macro-categories of personal values (i.e., categories of
values are joined in macro-categories of values).

References

Afuah, A. (1998), Innovation Management: Strategies, Implementation, and Profits, New York, Oxford University
Press.

Argyrous, G. (2006), Statistics for Research, London, Sage Publications.

Barabba, V. (2004), Surviving Transformation: Lessons from GM’s Surprising Turnaround, Oxford, Oxford
University Press.

Baumol, W. (2010), The Microtheory of Innovative Entrepreneurship, Princeton, Princeton University Press.

Baumol, W., Litan, R., Schramm, C. (2007), Good Capitalism, Bad Capitalism, and the Economics of Growth and
Prosperity, New Haven, Yale University Press.

Becker, G., McClintock, C. (1967), “Value: Behavioural Decision Theory”, Annual Review of Psychology, Vol.
18, February, pp.239-286.

Berkun, S. (2010), The Myths of Innovation, Cambridge: O’Reilly.

Casson, M. (1982), The Entrepreneur: An Economic Theory, Totowa, Barnes and Noble.

Cavanagh, G. (2005), American Business Values: With International Perspectives, New York, Prentice Hall.

Chatman, J., Jehn, K. (1994), “Assessing the relationship between industry characteristics and organizational
culture: How different can you be?”, The Academy of Management Journal, Vol. 37, No 3, pp.522-553.

Chesbrough, H. (2009), Open Innovation: The New Imperative for Creating and Profiting from Technology,
Boston, Harvard Business School Press.

Christensen, C., Johnson, C., Horn, M. (2010), Disrupting Class: How Disruptive Innovation Will Change the Way
the World Learns, New York, McGraw-Hill.

Collins, J. (2001), Why Some Companies Make the Leap ... and others don't. Good to Great, Sydney, Random
House Business Books.

Collins, J., Porras, J. (1994), Built to Last: Successful Habits of Visionary Companies, New York, Harper Business.

Conway, S., Steward, F. (2009), Managing and Shaping Innovation, Oxford, Oxford University Press.

European Union (EU) (2006), Implementing the partnership for growth and jobs: Making Europe a pole of
excellence on corporate social responsibility, Brussels, EU Publishing.

Fagerberg, J., Mowey, D., Nelson, R. (2006), The Oxford Handbook of Innovation, Oxford, Oxford University
Press.

Fink, M., Kraus, S. (2009), The Management of Small and Medium Enterprises, New York, Routledge.

Gloor, A. (2006), Swarm Creativity: Competitive Advantage through Collaborative Innovation Networks, Oxford,
Oxford University Press.

Govindarajan, V., Trimple, C. (2010), The Other Side of Innovation: Solving the Execution Challenge, Boston,
Harvard Business Press.

Hage, J., Dewar, R. (1973), “Elite values versus organizational structure in predicting innovation”, Administrative
Science Quarterly, Vol. 18, No 3, pp.279-290.

Hebert, R., Link, A. (1989), “In Search of the Meaning of Entrepreneurship”, Small Business Economics. Vol. 1,
No 1, pp.39-49.

Hofstede, G. (1994), Value Survey Module 1994 Manual, Maastricht, Institute for Research on Intercultural
Cooperation.

Hofstede, G. (2001), Culture’s Consequences, Thousand Oaks, SAGE.

Huczynski, A., Buchanan, D. (2007), Organizational Behavior, Harlow, Prentice Hall.

Hughes, R., Ginnett, R., Curphy, G. (2009), Leadership: Enhancing the Lessons of Experiences, Boston, McGraw-
Hill/Irwin.

Kaplan, J., Warren, A. (2009), Patterns of Entrepreneurship Management, New York, Wiley.

Katz, R. (2003), The Human Side of Managing Technological Innovation, Oxford, Oxford University Press.

Korten, D. (2009), Agenda for a New Economy, San Francisco, Berrett-Koehler.

Kuratko, D. (2008), Entrepreneurship: Theory, Process, and Practice, Cincinnati, South-Western College Pub.

Lafley, A., Johnson, M. (2010), Seizing the White Space: Business Model Innovation for Growth and Renewal,
Boston, Harvard Business Press.

Lahovnik, M. (2010), “Corporate Governance in Slovenia after Sixteen Years of Transition”, Transformations in
Business and Economics, Vol. 9, No 2, pp.118-128.

TRANSFORMATIONS IN BUSINESS & ECONOMICS, Vol. 13, No 1 (31), 2014



V. Potocan, Z. Nedelko 58 ISSN 1648 - 4460

Special Editorial

Lawrence, A., Weber, J. (2007), Business and Society, New York, McGraw-Hill.

Lerner, J. (2009), Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and Venture
Capital Have Failed and What to Do About It, Princeton, Princeton University Press.

Lester, K., Piore, M. (2004), Innovation - The Missing Dimension, Cambridge, Harvard Business Press.

Leydesdorff, L. (2006), The Knowledge-based Economy, Boca Raton, Universal Publishers.

Martin, R. (2009), Opposable Mind: Winning Through Integrative Thinking, Boston, Harvard Business Press.
Melnikas, B. (2008), “The Knowledge-based Economy in the European Union: Innovations, Networking and
Transformation Strategies”, Transformations in Business and Economics, Vol. 7, No 3, pp.170-193.

Mulej, M. (2000), The Dialectical Systems Theory, Maribor, FEB.

Mulej, M. (2007), “Systems theory”, Systems Research and Behavioral Science, Vol. 24, No 3, pp.547-357.

Mullins, L. (2006), Essentials of organizational behaviour, Harlow, Prentice Hall.

Nedelko, Z. (2011), How to improve innovativeness of management in transition (In Slovene), Maribor, FEB.

O’Reilly, A., Chatman, J., Caldwell, D. (1991), “People and organizational culture: A profile comparison approach
to assessing person-organization fit”, The Academy of Management Journal, Vol. 34, No 3, pp.487-516.

Potocan, V. (2009), “What culture do we need for economic development”, The Business Review, Vol. 12, No 1,
pp.102-107.

Potocan, V., Mulej, M. (2007), From an institutional transition to a real one into an innovative enterprise, Maribor,
FEB.

Potocan, V., Mulej, M. (2009), “How to improve innovativeness of SMEs”, Management, Vol. 14, No 1, pp.1-20.

Potocan, V., Mulej, M. (2010), From an institutional transition to a real one into an innovative enterprise Il,
Maribor, FEB.

Potocan, V., Nedelko, Z. (2010), Survey of personal values of members in Slovenian organizations, Maribor, FEB.

Pyka, A., Scharnhorst, A. (2009), Innovation Networks, Berlin, Springer.

Ralston, D., Holt, H., Terpstra, H., Yu, C. (1997), “The impact of national culture and economic ideology on
managerial work values: A study of the United States, Russia, Japan & China”, Journal of International
Business Studies, Vol. 28, No 1, pp.177-207.

Rebernik, M. (et al.) (2000-2010), Global Entrepreneurship Monitor — GEM, Maribor, FEB.

Robbins, S. (2002), Organizational Behavior, New York, Prentice Hall.

Rogers, E. (2003), Diffusion of Innovation, New York, The Free Press.

Rokeach, M. (1968), Beliefs, attitudes, and values: A theory of organization and change, San Francisco, Jossey-
Bass.

Rokeach, M. (1973), The Nature of Human Values, New York, Free Press.

Russell, R., Russell, C. (1992), “An Examination of the Effects of Organizational Norms, Organizational Structure
and Environmental Uncertainty on Entrepreneurial Strategy”, Journal of Management, Vol. 18, No 4,
pp.639-656.

Schumpeter, J. (1934), The Theory of Economic Development, Cambridge, Harvard University Press.

Schwartz, S. (1992), “Universals in the content and structure of values: Theory and empirical tests in 20 countries”,
Advances in experimental social psychology, Vol. 25, No 1, pp.1-65.

Schwartz, S. (1994), “Are there universals in the content and structure of values”, Journal of Social Issues, Vol.
50, No 4, pp.19-45.

Sheshimski, E., Strom, R., Baumol, W. (2007), Entrepreneurship, Innovation, and the Growth Mechanism of the
Free-Enterprise Economies, Princeton, Princeton University Press.

Skarzynski, P., Gibson, R. (2008), Innovation to the Core, Boston, Harvard Business Press.

Swedberg, R. (2000), Entrepreneurship: The Social View, New York, Oxford University Press.

Tidd, J., Bessant, J. (2009), Managing innovation: Integrating Technological, Market and Organizational Change,
Chichester, Wiley.

Yammarino, J., Dionne, D., Uk Chun, J., Dansereau, F. (2005), “Leadership and Levels of Analysis: A State-of-
the-Science Review”, Leadership Quarterly, Vol. 16, No 6, pp.879-919.

TRANSFORMATIONS IN BUSINESS & ECONOMICS, Vol. 13, No 1 (31), 2014



V. Potocan, Z. Nedelko 59 ISSN 1648 - 4460

Special Editorial

VALDYMO NOVATORISKUMAS: SLOVENIJOS MAZU IR VIDUTINIU IMONIU ATVEJIS
Vojko Potocan, Zladko Nedelko
SANTRAUKA

Straipsnyje nagrinéjama, kokia jtaka pazangai daro asmeninés organizacijos suinteresuotyjy Saliy
vertybés. Siame kontekste aptariamos vadovybés ir pazangos sampratos, analizuojamos pasirinktos vadovy
vertybés (VCEN — kaip kulttiros, etikos ir normy subjekto dalis). Remiantis literatiros apzvalga, teigiama, kad
pasirinktosios vadovy asmeninés vertybés glaudziai susij¢ su valdymo pazanga. Atvejo studijos analizé atlikta
remiantis Slovénijos organizacijy ir jy vadovy asmeniniy vertybiy tyrimo rezultatais. Patvirtintas hipotetinis
modelis rodo, kad padidéjus pasirinkty valdymo vertybiy svarbai analizuotose Slovénijos organizacijose, pakilo ir
valdymo novatoriskumas. Sie duomenys itin svarbiis Centrinés ir Ryty Europos 3alims, jy organizacijoms ir
organizacijy valdymui. Siekiant pagerinti valdymo pazanga, jose bitini ,,vertybiy eiliSkumo pokyciai®.

REIKSMINILAI ZODZIAI: valdymas, pazanga, asmeninés vertybés, mazos ir vidutinés jmonés, vertybés-kultiira-
etika-normos (VCEN), Slovénija.
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