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Abstract. The empirical study defines typical investment behaviour of foreign-owned firms against
local firms and highlights benefits and any discrepancies of foreign capital. The paper focuses on
industrial enterprises in Slovakia mainly from the automotive, engineering and wood-processing
industry (N = 164). Results show the significant dependence of foreign ownership and better business performance compared with domestic firms. The performance was expressed through ROE
indicator. Enterprises with the foreign participation of property achieve better performance, most
typically with ROE above 10% (p-value < 0.05). The better performance, as well as distinctive feature of intangibles and research & development investments, are typically in foreign-owned firms.
Intangibles and R&D as crucial investments do not directly cause better business performance in
foreign-owned firms, and we discuss the reasons. The research results offer relevant and interesting
implications for managers behaviour, also public authorities as well as motives for further investigation of the business performance management and foreign direct investment issues.
Keywords: business economics, business performance management, foreign direct investment,
intangibles, foreign-owned firms, R&D investments.
JEL Classification: M21, M16, F21.

Introduction
FDI (Foreign Direct Investment) by multinational corporations (MNCs) a significant role in
the transformation of former centrally planned economies (Chidlow et al. 2009; Fisher et al.
2007; Giroud 2007). “The cumulative level of FDI is particularly high in those countries in
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which the transformation process was evaluated to be positive” (Beyer 2002; Ferenčíková,
Dudáš 2005). Gradual growth of FDI inflows in the last twenty years has led to the emergence and expansion of new industries. A good example is the automotive industry, which
belongs today in Central Europe to the principal industries (Dudáš, Lukáč 2014). Many
economic measures were undertaken since 2002 aimed at providing a business-friendly environment (Fisher et al. 2007; Giroud 2007; Virglerová et al. 2016, 2017; Ključnikov et al.
2016). Transition economies have to host inward-FDI to stay competitive (Fabry, Zeghni
2006). “FDI may help to achieve upgrading of industry and improve productivity by importing high-tech technologies and new knowledge base” (Fabry, Zeghni 2006; Kalotay 2002;
Bevan, Estrin 2004; Horta et al. 2016). The eclectic or OLI paradigm of FDI comprises three
sets of interdependent variables (Dunning 2000): ownership-specific advantages, location
and internalisation benefits. The fourth, home-country advantage (Kalotay, Sulstarová 2010),
what means home-country environment, may especially occur in the specific conditions
of emerging economies. FDI brings significant effects, among other things, regarding their
higher competitiveness and performance (Perkmann 2006). We attempted them to identify
and quantify in our empirical research conducted in conditions of the economy in Central
Eastern Europe country – Slovakia.
The research was conducted on a sample of randomly selected industry firms in Slovakia
mainly from the automotive, engineering and wood-processing industry. The core of mentioned research was at first to define specific parameters that are characteristic for the highest
performance, but also to point the parameters that cause only average or low performance.
Rajnoha et al. (2013) published the research results and demonstrated the significant impact
of the participation of foreign capital in the business performance. The primary objective of
this research has not been to analyse the effects of FDI, but just foreign capital (partial of fully
foreign ownership) as a significant factor for achieving higher performance of enterprises is
an important parameter of our research.
The objective of this paper, where we publish one part of our research, was to analyse the
area of investment management in companies and its impact on business performance. We
investigated main differences between foreign and domestic-owned firms.
The following hypotheses were identified:
1. Foreign ownership is in a relationship with better business performance.
2. Firms, whose origin of foreign capital is from Germany, are the most-performing
companies, considering the traditional business relationship of Slovakia just with
Germany.
3. Opposite the domestic firms investing allover, foreign-owned firms mostly invest in
certain – crucial kind of investment.
4. Just significant investment in case of foreign-owned firms causes better business
performance.
As appears from the above, defined hypotheses as the starting point of the research relate
to foreign enterprises, their typical behaviour in the scope of investment and significant differences from domestic firms influencing the business performance in the end.
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1. Theory and literature review
The examination of the performance management and measurement system worldwide, in
former centrally planned economies and also especially in condition of Czech Republic and
Slovakia is dedicated several research studies: the strategic orientation in the performance
management (Morgan, Strong 2003); the SPMS – strategic measurement performance system
(Bisbe, Malagueňo 2012; Gimbert et al. 2010); the impact of corporate governance on business performances in Romania (Achim et al. 2016); the role of SME sector in the economy
and necessity of innovations and entrepreneurship in business in the era of global competition (Czarniewski 2016); the SPMS on the base of managerial information support and Business Intelligence (Rajnoha et al. 2016; Zámečník, Rajnoha 2015); the business process performance measurement system (Tuček et al. 2013); a model for the entrepreneurial orientation
measurement (Belás, Sopková 2016); the model of specific factors in performance management (Rajnoha, Lesníková 2016); the model of specific factors in foreign trade (Dubravská
et al. 2015); analysis of a key competitive factor in the steel industry in Slovakia and Poland
(Štefko et al. 2012); the relationship between customer satisfaction and financial performance
on the case of banking sector (Belás, Gabčová 2016; Korauš et al. 2015); the impact of the
use of BSC on financial business performance in Czech Republic (Knápková et al. 2014); the
critical success factors of implementation of the BSC (Šoltés, Gavurová 2015); the combination the BSC with the DEA method in industrial companies (Kádárová et al. 2015). Jin et al.
(2015) evaluate the effects of M&A on acquirers’ financial performance. However, company
performance is one of the current, but not uniformly comprehended topics in the literature,
both regarding the definition of “performance” and its measurement (Žižka et al. 2016).
MNCs as foreign investors are at the centre of a constant debate about their benefits.
“The main dynamic in the post-war growth of the MNC has been a structural shift in favour
of technology-based goods, which has significantly increased investment in R&D” (Buckley
2009).
“Over the last two decades, Slovakia has undergone a radical transformation with a dominant orientation to Western Europe. Its open character is testified by the fact that total imports from other EU countries have ranged between 67.6% and 73% and total exports to the
EU amounted to 85.2% – 86.8% between 2004 and 2008” (Rybář 2011). It is reflected in different branches, mostly in the automotive industry. After declining of FDI inflows in Slovakia
during the depths of the global financial crisis in 2009, Slovakia has recorded continuous
increasing of FDI inflows next 3 years (UNCTAD 2013), despite two facts: FDI inflows in
groups of transition and developed economies decreased in 2012 (9% in transition economies; 32% in developed economies) and the European Union alone accounted for almost
two-thirds of the global FDI decline (UNCTAD 2013).
Several studies and analyses were dedicated to FDI issues in CEE countries (Gauselmann
et al. 2011; Ferenčíková, Dudáš 2005; Zajac, Baláž 2007; Dudáš, Lukáč 2014). Study of FDI
in the countries of the Visegrad Four (V4) found evidence that FDI has increased labour
productivity (Barrell, Holland 2000). Pavlínek and Smith (1998) in their research deal with
FDI in the Czech and Slovak Republics. Pavlínek (2002) discussed advantages of foreign
ownership for Czech enterprises. Rugraff (2008) focused on the efficiency of the FDI policies
in CEE countries of FDI (the spillover effects of FDI).
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Research concerning the FDI determinants and effects especially in Slovakia is limited.
The positive effect of FDI on the economic growth is an accepted fact in CEE countries
(Ferenčíková, Dudáš 2005). Dow and Ferenčíková (2010) directed their research to the specific FDI issues to Slovakia. An impact of FDI on Slovak economy also analyzed Hošková
(2001), indirect effects of FDI commonly referred to as spillovers and its potential in Slovakia defined Fifeková (2008). Quantification of the effects in Slovakia based on the theory
of Dunning (1993), where defined that countries in implementing of FDI went through
five developmental stages and described potential inward and outward FDI effects in certain phases, published Merková, Rajnoha and Novák (2012). The positive impact of FDI in
Slovakia was demonstrated in past research with the main objective to identify significant
quantitative and qualitative effects of FDI; findings published Merková, Rajnoha and Novák
(2012). The research was aimed at presenting the dependence in the period 1999–2008 and
demonstrated significant dependence between FDI stocks and GDP growth of Slovakia. Zajac
and Baláž (2007) state, that “Slovakia became a dual economy. Branch-plants of multinational
companies benefited from technology diffusion and accounted for high productivity levels.
Domestic companies generated low demand on innovative solutions and competed with low
costs of production” (Zajac, Baláž 2007). Horta et al. (2016) were demonstrated the impact
of internationalisation and diversification strategies on the performance of construction industry companies. The results obtained can guide the design of strategies to pursue company
growth and achieve competitive advantage (Horta et al. 2016).
However, effects of FDI and performance of MNCs in different countries may be influenced in opposite direction. A study in selected EU countries (Novotný 2008) states that the
rate of return on FDI in the country is higher with the lower effective corporate tax rate.
MNC can transmit profit before tax from one country to another through the transfer pricing (Breinek 2005). Transactions of transfer pricing are motivated by trying to minimize tax
liability of MNC as a whole, in particular by artificially shifting profits to countries with the
lowest tax burden (Pim et al. 2008). Different tax rates and legislation applied worldwide for
the taxation of MNCs are the main causes of global economic imbalances and suboptimal
allocation of resources (Simmons 2006). Transfer pricing worldwide further gains its importance in the current period, in particular in connection with the growth of globalization and
the ongoing financial and economic crisis. Specifically, in Slovakia should be growing interest
in such matters is directly proportional to the increasing share of foreign capital, the growth
of FDI and increasing number of MNCs. As stated in a recent study Karkinsky and Riedel
(2012), intangible assets such as patents and licenses play in the modern economy of MNCs
an important part of the value of their assets. MNCs are motivated to place their patents to
subsidiaries in countries with low tax rates to optimise their tax (Karkinsky, Riedel 2012).

2. Material and methods
2.1. Research questionnaire and sample
Data about the primary database of 1,457 enterprises from various industries of the Slovak
Republic we received from the information of several industry associations and those we have
subsequently supplemented by other companies by the extensive online survey. We asked
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businesses to participate in the research, and our questionnaire was distributed in two consecutive rounds. First, via e-mail (time for completion was two months, low latency – there
were completed only 45 research questionnaires). Subsequently, we have therefore used in the
second round the form of telephone and the most common form of a face-to-face interview
(time for completion was next two months, there were filled other 119 research questionnaires). After these two consecutive rounds, the questionnaires were correctly completed by
164 enterprises in the end, what means 11.26% response rate.
The data set consisted of all the surveyed firms (164 enterprises), out of which we created sets specifically aimed at firms from the industries of wood processing, engineering and
automotive industry. A separate set containing all the enterprises from the three industries
was also studied. The final two sets are defined by their core business (focus). The set 6 includes production firms and set 7 includes firms of trade and services. Table 1 presents the
data from the research sets.
Table 1. Basic data on the data sets analyzed (source: own)
Set

The industry focus

Totals

1

All industries

164 firms

2

Wood Processing

34 firms

3

Mechanical engineering

30 firms

4

Automotive

16 firms

5

Selected industries (Wood processing, Engineering, Automotive)

80 firms

6

Manufacturing

106 firms

7

Trade and Services

58 firms

We consider the size of the research sample as being sufficiently representative, whereas it
compares favourably with several other studies. The research conducted in Spain also focused
on the relation between the use of SPMS and the quality of strategic planning. The empirical
data was acquired from a sample of 349 middle and large companies (Gimbert et al. 2010).
We must emphasize, however, that Spain is a country more times greater and the total number of enterprises operating there is thus substantially higher than in Slovakia. Pangarkar
and Lim (2003) focused on the key determinants of the performance levels attained by FDI
undertaken by Singapore ﬁrms, based on research sample of 128 responses. Next study assessed the determinants and performance consequences, using sample from over 220 SinoJapanese joint ventures in China (Isobe et al. 2000). This study, published in the Academy
of Management Journal, what is ranked among the top five most influential and frequently
cited management journals worldwide, had the response rate of 14.4%. Based on the above
and taking into account the quantitative and qualitative aspect of our research, we consider
the sample size to be relevant.
The business performance measured by ROE indicator was key sorting parameter. Companies were initially analysed by distribution according to performance achievement within
six performance groups (the group from 0 to 5; group 0 – the worst performance with negative ROE, group 5 – the best performance with ROE above 10%). Few similar studies apply the ROE indicator. Liu and Anbumozhi (2009) presented the economic performance of
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companies in China by using the ROE indicator. Rothaermel (2001), studying strategic alliances, also used the ROE for expressing the firm performance. Urquía Grande et al. (2011),
analysing performance measures in Spanish small and medium enterprises, and also Dehaene, De Vuyst and Ooghe (2001) studying the performance of 122 Belgium companies,
focused on profitability indicators ROE and ROA.
Using of scale rather than a particular value of ROE was used because of the sensitivity
of the issue. The sufficient number of scales (6) will allow the variability of classifying businesses into different performance categories. In the case of low frequencies, we narrowed the
six categories for the following three following groups:
–– Inefficient firms (ROE < 0, ROE from 0% to 2%).
–– Average performance firms (ROE from 2% to 7%).
–– High-performance firms (ROE over 7%).

2.2. Statistical methods used in the research
Data from the research sample were processed and statistical evaluated by chosen methods,
we applied the chi-squared test. The research consists of qualitative – nominal variables; their
relationship cannot adequately describe the correlation and regression analysis. Pearson’s
chi-squared test (χ2) we applied to sets of categorical data. By Pearson’s chi-squared test of
independence we assessed whether observations on two variables, expressed in a contingency
table, are independent of each other. Results of the statistical procedure were evaluated by
reference to the chi-squared distribution. We calculated the chi-squared test statistic (χ2),
which resembles a normalized sum of squared deviations between observed and theoretical
frequencies. Then we made a decision that the observed frequency distribution is the same
as the particular theoretical distribution or there is difference between the distributions.
Results of chi-squared tests describe selected statistics: Pearson’s chi-square and significance p-value „p“, Maximum-Likelihood chi-square and p-value, Pearson’s contingency coefficient (CC), Adjusted contingency coefficient (Adj. CC) and degrees of freedom (df). The
Chi-square test becomes increasingly significant when the observations deviate further from
the expected pattern. Further information on this issue refers Pearson (1904); Everitt (1977);
Kendall and Stuart (1979) or Panik (2005). Assumptions for the chi-squared test are random
sample, a sample with a sufficiently large size, adequate expected cell frequencies, and independence of the observations. The 2x2 tables would be the value of the expected frequency
of each cell being in a table greater than 5. For larger tables, compliance of this condition is
often problematic. According to Finkelstein and Levin (2001) “for tables larger than 2x2 it
is recommended to have at least 80% of the expected frequency of greater than 5 or not the
expected frequency of less than 1 in more than 10% of cases”. The research sample complies
with the above assumptions and we consider the Pearson’s chi-squared test of independence
as a suitable testing method in our research.
We formulated the basic (null) hypothesis H0, H1 alternative hypothesis and the significance level α (α = 0.05) for statistical testing hypotheses. The aim was to try to challenge the
hypothesis H0. Null hypothesis – H0: There is no relationship between selected variables and
performance. Alternative hypothesis – H1: There is a relationship between selected variables
and performance.
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3. Research findings
In our research, we focused on finding the associations, context among confirmed hypotheses
and reasons of significant differences between foreign and domestic firms regarding of their
business performance. For each relation, we have present the results of statistics (p-value < 0.05).
Just from the results of residuals we can demonstrate relevant findings presented below.

3.1. Dependence between foreign ownership and business performance
From the descriptive statistics of variable business performance (categorised according to the
ROE indicator into six groups), presented on Figure 1 shows the mean 2.06, companies in
average create positive, but relatively low Return on Equity in the range of 2–4% in Slovakia.
Median is at level 2. Modus, the maximum frequency is represented in the second group
with a performance at the level of 0–2% ROE, which includes 47 (29%) of the total sample
of enterprises.

Figure 1. Histogram: business performance – ROE (source: own)

We assumed that some specific parameters, for example, industrial area, size of the company or the legal form could influence the performance of businesses in the sample. We
analysed certain specific parameters from the questionnaire with the aim to detect if they are
significantly linked with business performance. Results of statistical testing (Table 2), considering p-value p>0.05 in each relation, did not demonstrate the impact of these parameters
on business performance.
The starting point of the research was to find out the difference in performance of firms
with purely domestic capital compared to companies with foreign participation (partial or
full foreign ownership). The analysis presented in Table 3 means statistically very significant
dependence (p-value <0.001) with Adj. CC 0.40. From the values of residues (Table 4), we
show that firms with purely domestic capital typically merit in group 1 (very low ROE in
the range of 0–2%), enterprises with foreign participation participate in better performance
groups, most typically with ROE above 10%. These results demonstrate a statistically significant impact of foreign capital in better business performance, and there is confirmed the
first research hypothesis.
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Table 2. Contingency: specific parameters vs. business performance – statistics (source: own)
Business
Performance vs.
specific parameters

Counts

Pearson’s
chi-square

df

p

Contingency
coefficient
(CC)

Industry

164

19.04715

15

0.2116

0.32

Region of country

164

34.98657

35

0.4746

0.42

Legal form

164

17.02000

15

0.3177

0.31

Age of the company

164

13.84254

15

0.5375

0.28

Size of the company

164

20.04812

15

0.1701

0.33

Table 3. Contingency: foreign ownership × performance – statistics (source: own)
Foreign
investment
× Performance
(Statistic)

Pearson’s chi-square test

M-L Chi-square test

Contin- Adjustgency
ed CC
coefficient (Adj.
(CC)
CC)

Counts

chisquare

df

p

chisquare

df

p

164

19.205

5

0.00176

21.316

5

0.00071

0.32

0.40

Table 4. Contingency: foreign ownership × performance – frequencies (source: own)
Foreign
investment
× Performance

Group 0
ROE<0

Group 1
ROE:
0–2%

Group 2
ROE:
2–4%

Group 3
ROE:
4–7%

Group 4
ROE:
7–10%

Group 5
ROE>
10%

Row
Totals

Frequencies (Observed)
Domestic
ownership

18

44

26

16

6

10

120

Foreign
ownership

7

3

9

10

6

9

44

Totals

25

47

35

26

12

19

164

Frequencies (Expected)
Domestic
ownership

18.292

34.390

25.609

19.024

8.7804

13.902

120.00

Foreign
ownership

6.7073

12.609

9.3902

6.9756

3.2195

5.098

44.00

Totals

25.000

47.000

35.000

26.000

12.000

19.000

164.00

Frequencies (Residual)
Domestic
ownership

–0.2926

9.6097

0.3902

–3.0243

–2.7804

–3.9024

0.00

Foreign
ownership

0.2926

–9.6097

–0.3902

3.0243

2.7804

3.9024

0.00

Totals

0.0000

0.0000

0.0000

0.0000

0.0000

0.0000

0.00
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3.2. Performance of German capital invested in Slovakia
In the research of dependence between the origin of capital and business performance we
used optimal binning of classes in variable “origin of capital”. The research sample consisted
of 17 various answers, and we created four classes. Countries were sorted according to most
counts: 120 firms of domestic origin, 27 firms in the group of other foreign origins (21 firms
of 15 concrete foreign countries and six firms from the unnamed foreign country), ten firms
from Germany and seven from the Czech Republic. The analysis in Table 5 presents statistically very significant dependence (p-value <0.001) and Adjusted contingency coefficient
(Adj. CC) 0.50 means strong correlation. So, it is important if firms hold foreign capital,
but more important is from which foreign country. However, for testing of this hypothesis,
despite the binning of classes, did not fulfil the expected counts condition and the credibility
of the obtained results may not be entirely relevant. We are aware of the unfulfilled condition; nevertheless, the results we have interpreted. Residual frequencies (Table 6) signify the
best and stable performance in firms with German capital (performance group 3, 4 and 5)
and this result could confirm the second hypothesis. For the research class of other foreign
countries are positive residuals in performance group 0, 2 and 5, there is diverse, unreliable
performance and we cannot determine the typical results. The success and higher ROE indicator of these firms are possible as well as the negative or low ROE.
Table 5. Contingency: origin of capital × performance – statistics (source: own)
Origin of
capital ×
Performance
(Statistic)

Pearson’s chi-square test

M-L Chi-square test

Contingency
coefficient
(CC)

Adjusted CC
(Adj.
CC)

0.442

0.50

Group 4 Group 5
ROE:
ROE
7–10%
>10%

Row
Totals

Counts

chisquare

df

p

chisquare

df

p

164

39.860

15

0.00048

40.510

15

0.00038

Table 6. Contingency: origin of capital x performance – frequencies (source: own)
Origin of capital ×
Performance

Group 0
ROE<0

Group 1
ROE:
0–2%

Group 2 Group 3
ROE:
ROE:
2–4%
4–7%

Observed Frequencies
Domestic origin

18

44

26

16

6

10

120

Other foreign origins

6

2

7

4

1

7

27

Germany

1

1

0

3

3

2

10

Czech Republic

0

0

2

3

2

0

7

Totals

25

47

35

26

12

19

164

Domestic origin

18.2927

34.3902

25.6098

19.0244

8.7805

13.9024

120.000

Other foreign origins

4.1159

7.7378

5.7622

4.2805

1.9756

3.1281

27.000

Expected Frequencies

Germany

1.5244

2.8659

2.1342

1.5854

0.7317

1.1585

10.000

Czech Republic

1.0671

2.0061

1.4939

1.1098

0.5122

0.8110

7.000
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End of Table 6
Origin of capital ×
Performance
Totals

Group 0
ROE<0

Group 1
ROE:
0–2%

Group 2 Group 3
ROE:
ROE:
2–4%
4–7%

Group 4 Group 5
ROE:
ROE
7–10%
>10%

25.0000

47.0000

35.0000

12.0000

19.0000

26.0000

Row
Totals
164.000

Residual Frequencies
Domestic origin

–0.2927

9.6098

0.3902

–3.0244

–2.7805

–3.9024

0.00

Other foreign origins

1.8842

–5.7378

1.2378

–0.2805

–0.9756

3.8720

0.00
0.00

Germany

–0.5244

–1.8659

–2.1342

1.4146

2.2683

0.8415

Czech Republic

–1.0671

–2.0061

0.5061

1.8902

1.4878

–0.8190

0.00

Totals

0.0000

0.0000

0.0000

0.0000

0.0000

0.0000

0.00

3.3. Intangibles and research & development in foreign-owned firms
Focusing on investment activity, we asked in the questionnaire which kind of investment is
crucial in companies and were founding an association with domestic or foreign ownership
(Table 7). There is a statistically significant relationship in two kinds from nine possibilities
of investment, what confirms the third hypothesis. Crucial investments are:
–– Investments in Intangible assets: know-how, innovations, brands, reputations, other
knowledge capital, patents, licenses, rights, software.
–– Investments in Research and Development (R&D).
Residual frequencies demonstrate in both cases (Table 8 and Table 9), that occurrence of
these kinds of crucial investment is typical only for foreign firms, while these investments
are not considered as crucial in Slovak firms.
Table 7. Contingency: foreign ownership × crucial investment – statistics (source: own)

p

Contingency
coefficient
(CC)

Adjusted
CC
(Adj. CC)

1

0.119

0.121

0.17

3.831

1

0.050

0.151

0.21

51

0.676

1

0.795

0.203

0.29

164

46

1.088

1

0.297

0.812

1.15

Research and
development

164

19

7.287

1

0.006

0.206

0.29

Financial
investments

164

17

0.105

1

0.746

0.025

0.04

Vehicles

164

2

0.742

1

0.388

0.067

0.09

Quality assurance

164

2

0.553

1

0.456

0.058

0.08

Marketing

164

1

–

–

–

–

–

Foreign ownership ×
Crucial investment
(Statistic)

Counts

Positive
answers

Pearson’s
chisquare

df

Technology, machinery, equipment

164

128

2.426

Intangibles

164

55

Construction
investments

164

Training and staff
development

52
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Table 8. Contingency: foreign ownership × intangibles – frequencies (source: own)
Crucial Investment:
Intangible assets

Intangibles are not
crucial investment

Intangibles are
crucial investment

Row Totals

Observed Frequencies
Domestic ownership

85

35

Foreign ownership

24

20

120
44

Totals

109

55

164

79.7561

40.2439

120.0000

Foreign ownership

29.2439

14.7561

44.0000

Totals

109.0000

55.0000

164.0000

Expected Frequencies
Domestic ownership

Residual Frequencies
Domestic ownership

5.24390

–5.24390

0.00000

Foreign ownership

–5.24390

5.24390

0.00000

0.00

0.00

0.00

Totals

Table 9. Contingency: foreign ownership × research and development – frequencies (source: own)
Crucial Investment:
Intangible assets

R&D is not crucial
investment

R&D is crucial investment

Row Totals

Observed Frequencies
Domestic ownership

111

9

120

Foreign ownership

34

10

44

Totals

145

19

164

13.9024

120.0000

Expected Frequencies
Domestic ownership

106.0976

Foreign ownership

38.9024

5.0976

44.0000

Totals

145.0000

19.0000

164.0000

Domestic ownership

4.90244

–4.90244

0.00000

Foreign ownership

–4.90244

4.90244

0.00000

0.00

0.00

0.00

Residual Frequencies

Totals

3.4. No relationship between crucial investment and better performance
When in the third research hypothesis we have shown that for foreign-owned firms are typical some kinds of investment, we tried to prove that mentioned crucial investment results in
a higher business performance. Researching presented in Table 8, we conducted on the entire
sample (N = 164 firms) as well as in separate groups of foreign firms (N = 44) and domestic
firms (N = 120). If this dependence was confirmed (globally or just for foreign companies),
we could give to Slovak companies the clear message that intangible and R&D investments
affect their performance.
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Table 10. Contingency: crucial investment × performance – statistics (source: own)
Crucial investment ×
Performance
(Statistic)

Counts

Pearson’s
chi-square

df

p

Contingency coefficient (CC)

Adjusted
CC (Adj.
CC)

Intangibles (all
firms)

164

5.997

5

0.307

0.188

0.232

R&D (all firms)

164

1.662

5

0.894

0.100

0.123

Intangibles
(foreign firms)

44

1.490

5

0.914

0.181

0.223

R&D (foreign
firms)

44

3.120

5

0.682

0.257

0.317

Intangibles
(domestic
firms)

120

15.010

5

0.010

0.333

0.411

R&D (domestic
firms)

120

2.380

5

0.794

0.139

0.171

Table 11. Contingency: intangibles in domestic firms × performance – frequencies (source: own)
Intangibles in
domestic firms ×
Performance

Group 0
ROE<0

Group 1
ROE:
0–2%

Group 2
ROE:
2–4%

Group 3
ROE:
4–7%

Group 4
ROE:
7–10%

Group 5
ROE
>10%

Row
Totals

Observed Frequencies
Without intangibles

8

33

15

14

6

9

85

Intangible
investments

10

11

11

2

0

1

35

Totals

18

44

26

16

6

10

120

Without intangibles

12.750

31.167

18.417

11.333

4.250

7.083

85.00

Intangible
investments

5.250

12.833

7.583

4.667

1.7500

2.917

35.00

Totals

18.000

44.000

26.000

16.000

6.0000

10.000

120.00

Expected Frequencies

Residual Frequencies
Without intangibles

–4.750

1.833

–3.417

2.667

1.750

1.917

0.00

Intangible
investments

4.750

–1.833

3.417

–2.667

–1.750

–1.917

0.00

Totals

0.0000

0.0000

0.0000

0.0000

0.0000

0.0000

0.00

In case of foreign ownership, the contingency is not statistically significant. We cannot say
if certain investments influence business performance. Efforts to connect to two confirmed
research hypotheses (the first: better performance we can connect with foreign-owned firms;
the third: foreign firms are interested in intangible and R&D investments) were not successful, because the fourth hypothesis (better performance is caused just by crucial investments)
was not demonstrated considering foreign firms (Table 10).
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Research of dependence in domestic firms between intangibles and performance confirmed that there is statistically significant but moderate correlation (p = 0.01, Adj. CC = 0.41).
Moreover, because of unpleasant residual frequencies (Table 11), we can say that domestic
firms investing in intangibles reach lower performance than foreign firms.

3.5. Relations in tested research hypotheses
Based on the results of statistical analysis we had constructed a model of relations between
the research parameters, we visualised our statement to the results of testing hypotheses. Extensive model aimed at foreign-owned firms (Figure 2), consequently also model interesting
in domestic Slovak firms (Figure 3).

Figure 2. Confirmation of research hypotheses in foreign firms (source: own)

Figure 3. Confirmation of research hypotheses in domestic firms (source: own)
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4. Discussion
Results of the research based on statistical evidence as well as models presented above highlighted certain facts and relations and their possible occasions.
As follows from the results of our research, one of the key differences between domestic
and foreign companies operating in Slovakia is that foreign investors achieve better business performance by using certain manners in their management. Investments focused in
intangibles and R&D are connected with sophisticated production, higher added value and
economic growth. Foreign firms profit from advantages, which the host country provides,
uses inexpensive raw material resources and particularly the cheap labour force, which is
the main comparative advantage of Slovakia. This reality is often criticized as exploitation of
workers and natural resources without the positive impact on the economic growth of the
country. However, it is important to perceive proved positives, advanced technology in transition country of Slovakia is precisely because of foreign-owned firms. Supported result refutes sceptical views of the FDI opponents, who argue that foreign firms in Slovakia only use
outdated tools and procedures without requirements to develop and improve their knowledge
base. Local firms could benefit from the entry of multinational corporations (MNCs) thanks,
spillovers and improve own business.
Regarding country of origin of foreign capital, it was in our empirical study also uncovered
in Slovakia several remarkable facts. Power and success of German capital were proven. Applied
business planning, exactly determined goals and ways to achieve them, precisely developed
conceptions and methodological procedures. German firms use in strategic management modern, useful and efficient tools, manners, knowledge base, information systems based on business
intelligence, controlling with the positive impact on performance. Medium performance (ROE
groups 2, 3 and 4) reach firms with the origin of capital from the Czech Republic. This fact is
little surprising comparing the result of Slovak firms with lower performance (in performance
group 1). Even in recent past, there was a general view that firms of two countries from common state Czechoslovakia reach approximately the same (low) performance level. The current
reality in Slovakia is that Czech firms have better performance than domestic firms.
The focus of our research on the type of investment activity has shown that domestic
firms do not invest decisively into intangible and research and development activities have
shown that domestic firms do not invest crucially to intangibles and R&D. Similar results
also bring the research study presented by Zajac and Baláž (2007). There are several reasons
for the absence of these kinds of investment in local firms:
–– Lack of capital to invest.
–– If they have to choose the investment, seems to be more investment in direct relation
to the production – technology, machinery. Mentioned tangible investments often are
not as capital intensive as a serious R&D. Return on investment to technology begins
with its use, in contrast to R&D, where benefits come later and are less certain. As
for the second group – know-how, innovations, brands, reputations, other knowledge
capital, patents, licenses, rights, software – it may be that Slovak enterprises are not
considered important, they believe it is not necessary for their business success.
–– A typical sign of local firms is indifference and aversion of using new and unfamiliar
tools because they do not understand or do not trust those. If the company does
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not trust them, it does not expect possible future effects, especially improving performance. So, the firms use old customary manners without the need of change or
innovations.
Less than a quarter of domestic firms from research sample invest crucially to intangibles,
and, surprisingly, they proved lower performance than without intangibles. The most significant result in the performance group 0 (ROE<0) can have two reasons:
–– Slovakia according to UNCTAD is a member of developed countries group, but most
rankings, dealing with the business environment or country competitiveness, identify
Slovakia to transition countries. Domestic firms are “beginners” in investment activity to
intangibles, this start phase is not profitable, and the effect from intangibles will come later;
–– Slovak firms invest to intangibles, however, long-term unsuccessfully, and business is
not efficient, domestic firms do not know how to invest in the right area. However, as
demonstrates analysis in foreign firms, these are not the sure pattern.
The analysis in domestic firms is though less interesting than in foreign ones since intangibles and R&D are not a crucial investment for this sample.
It was logical to suppose if foreign and – according to the first confirmed hypothesis – the
best-performing firms purposely invest in intangibles and R&D, these investments directly
result in the better performance. However, intangibles and R&D are crucial and useful investments in foreign firms, but they do not cause better business performance. So, we consider
that the priority of specifically targeted investments is not the increased performance. Foreign firms invest, but for another purpose in given country. The goal of profit pursues a multinational enterprise as a whole, which is not always true for individual members of MNC.
One of the major factors that influence the strategic and operational decision of companies
is the tax policy of the state, respectively from the perspective of the company it is tax planning. MNC try to optimise profits to achieve savings from localisation of MNC members in
different countries of the world with different tax rates according to the principles of transfer
pricing. Institute of transfer pricing of corporate outputs provides the valuation of a transaction between related parties on the principles of independent relationship, but on the other
hand also allow to optimise profits and the tax burden of those dependents, within certain
limits allowed. As describe Bartelsman and Beetsma (2003), relatively small distortion of
transfer prices for large cross-border transactions within MNCs is difficult to detect for the
tax authorities, especially when there is no comparable external market for similar business
transactions and when a large part of their total value is realised in the field of intellectual
property. Results of the recent empirical research realised in Slovakia (Rajnoha et al. 2014),
where authors considered economic and tax aspects of transfer pricing, showed that even
nearly one-third of transactions examined in the selected sample of MNCs operating in
Slovakia was based on incorrect transfer pricing method. From this research also followed
another significant fact that the crucial part of these incorrectly set transfer prices concerned
mainly intangibles and R&D (Rajnoha et al. 2014). Therefore, the company can optimize
their profits because of adhering to the principles of transfer pricing and could also optimize
their tax liability by transferring the part of the profit to the country with favourable tax
burden and thus artificially reduce its business performance. Alternatively, the methodically
incorrect setting of transfer prices may cause long-term losses of the company and therefore
the lower total business performance.
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Intangible assets such as patents and licenses constitute in the modern economy of MNCs
an important part of the value of their assets and represent a significant portion of tax optimization within the MNCs operating in EU countries. MNCs are motivated to place their
patents to subsidiaries in countries with low tax rates to optimize their tax burden within MNC
(Karkinsky, Riedel 2012). Therefore, we believe that foreign firms are performing better than
domestic Slovak enterprises, but part of the research sample consisting currently of MNCs and
their multinational interests caused that our fourth hypothesis has not been statistically proven.
Because of these unusual results, we have focused our further research on the sample
consisting of only foreign enterprises (N = 44), which mainly invested in intangible assets
and R&D. By country of origin of capital, we have chosen three groups – Germany (10
counts), Czech Republic (7 counts) and other capital (27 counts). The results are presented
in Table 12.
Table 12. Contingency: origin of capital × crucial investment – statistics (source: own)
Origin of capital
× Crucial investment (Statistic)

Counts

Pearson’s
chi-square

df

p

Contingency
coefficient
(CC)

Intangibles

44

2.266737

2

0.322

0.221

R&D

44

0.589132

2

0.745

0.115

According to the statistical test, where p-value was more than 0.05 in both analyses concerning intangibles as well as R&D, did not demonstrate statistically significant contingency.
Thus, we cannot prove any differences in investing behaviour in tested countries; it does not
appear that Germany would invest in the field of intangibles and R&D more significantly
than the Czech Republic or other countries.

Conclusions
Several studies were dedicated to FDI issues in CEE countries (Dudáš, Lukáč 2014; Gauselmann et al. 2011; Rybář 2011; Dow, Ferenčíková 2010; Chidlow et al. 2009; Fifeková 2008;
Pavlínek 2002; Rugraff 2008; Zajac, Baláž 2007; Fisher et al. 2007; Giroud 2007; Fabry, Zeghni
2006; Ferenčíková, Dudáš 2005; Bevan, Estrin 2004; Beyer 2002; Barrell, Holland 2000).
Based on these macroeconomic studies and also own research, in which we have shown
the positive effects of the FDI at the level of macro environment (Merková, Rajnoha and
Novák 2012), we then hypothesised certain influence of foreign firms in microeconomics,
and we tested if companies with foreign capital are performing better.
Current research has confirmed in the first hypothesis that better business performance
is significantly dependent on financing from foreign capital. The best-performing companies
(the most typically reaching of ROE above 10%) are mainly or wholly financed from abroad,
and vice versa, for purely domestic firms are a characteristic lower performance with a value
of ROE in the range of 0–2%.
The second hypothesis about the best performance of German capital would be confirmed, but there did not fulfil the expected counts condition, and the credibility of the
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obtained results may not be entirely relevant. Nevertheless, concluded results suggest that
the country of origin of capital has statistically significant effect in achieving performance.
Consequently, we analysed individual kinds of investment comparing their participation
in local and foreign firms. The research of the third hypothesis found out that for the companies with foreign participation is typical focusing in certain investments: intangible assets
and area of research and development. Similar findings brings the research study posted by
Zajac and Baláž (2007) also Buckley (2009). Although they stated, opposite to our research
findings, the different reasons to this behaviour.
The fourth hypothesis, if these crucial investments positively influence the business performance, was not confirmed in a group of foreign firms, so intangibles and R&D are crucial
investments, but they do not directly cause better business performance. The result of statistics
could significantly affect the part of the research sample consisting of MNCs and their transactions through transfer pricing as a strategic element in corporate management, aimed to reduce
the tax burden effectively influencing the businesses performance just through intangible investments. According to Karkinsky and Riedel, intangible assets in the modern economy of MNCs
an important part of the value of their assets and represent a significant portion of tax optimisation within the MNCs operating in EU countries (Karkinsky, Riedel 2012). Similar conclusions
were declared also by other researchers (Pim et al. 2008; Novotný 2008; Simmons 2006; Breinek
2005; Bartelsman, Beetsma 2003). Also results of other own empirical research showed that even
nearly one-third of transactions examined in the selected sample of MNCs operating in Slovakia was based on incorrect transfer pricing method and the crucial part of these incorrectly set
transfer prices concerned mainly intangibles and R&D (Rajnoha et al. 2014).
The current research is not definitive, but existing results offer relevant and interesting
benefits as well as motives for further investigation. We have summarised the findings of
extensive empirical research in the following points:
1. Domestic capital and purely domestic enterprises in Slovakia are less powerful than
those with foreign capital.
2. Foreign capital in Slovakia achieves higher performance than domestic, and the just
German capital is most powerful.
3. Foreign capital has made crucial investments in intangible assets and R&D contrary
to domestic enterprises.
4. Despite the strategic investments of foreign enterprises in intangibles and R&D, those
have not effect in their higher performance. One of the reasons may also be purposefully setting of transfer prices in MNCs.
It is also appreciated that relevance of achieved findings is and likely always will be affected by the overall economic development when the research being carried out, furthermore by the size and quality of the research sample, or a parameter that is set in research
to assess the overall economic performance of the company. It is possible, also on the basis
above, suggest some important guidelines for future research on this issue:
–– We are aware that assessing the overall business performance according to the ROE
indicator can be distorted; and also due to the results achieved, we will in our further
research consider using the indicator ROA (Return on Assets) or EBITDA (Earnings
before Interest, Taxes, Depreciation and Amortization).
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–– It will be necessary to realise the study in the longer term since it is known that investments in intangible assets and R&D are considered as strategic investments bringing
higher profitability after a certain time. So, in our research, they did not have yet to
reflect fully in business performance measured by ROE indicator.
–– It is necessary to accurately separate the companies with foreign capital participation
from MNCs to gain a clearer picture of the performance in the two distinct groups.
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