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BUSINESS PERFORMANCE AND PARTICIPATION
OF FOREIGN CAPITAL

This paper analyzes business performance based on the return on equity indicator, and reveals
certain common aspects for companies with better business performance. The results of statistical
testing proved positive dependences between turnover, performance and foreign ownership as well
as the importance of foreign capital origin for companies. Certain signs typical for companies with
participation of foreign capital against local firms are identified.
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Maprina MepkoBa, Pacricias Paiinoxa, SIn JloopoBua
BI3BHEC-IIOKA3HUKN TA YYACTb IHO3ZEMHOI'O KAITITAJTY

Y cmammi npoanaaizoeano 6iznec-nokaznuxu KOMRauiii, CRUparO4uUch Ha napamemp «npu-
0ymok na Kanimaa», 6uUdiieHO CRIAbHI pucu KoMRawii 3 Haukpawumu Oi3Hec-nOKA3HUKAMU.
Cmamucmuune mecmyGanHsi 6UABUA0 HAAGHICHb 83AEMO036 ’A3KY Midc 00icom, GizHec-noKasnu-
Kamu ma y4acmio iHO3eMHO020 KANIManiy, maxkoxc 006e0eHO 6aMCAUGICIMb KPAIHU NOXOONCEHHS
kanimaay. Onucano munogi pucu, AKi u2iOHO GUPIZHAIOMb KOMNAHIL 3 YACMKOI [HO3eMH020
Kanimaday 6i0 cymo micuesux, c108aubKux Qipm.
Karouoei caosa: Oiznec-nokasnuku,; 0oxionicms kanimany, inozemua eaaciicms,; Crosauuuna.
Dopm. 4. Puc. 1. Taba. 11. JTim. 26.

Maprtuna MepkoBa, Pactucias Paitnoxa, fIn JloopoBuy
BU3HEC-ITIOKA3ATEJ/IN 1 YYACTUE
NMHOCTPAHHOI'O KAIINTAJIA

B cmamuve RPOAHAAUUPOBAHDL OusHec-noKazameau lCOMIlaHllﬁ, OnupasaAcCv Ha napamemp
«npubbLIb HA KANUMAL», 6bL0EACHbL 001Ue Yepnibl KOMNAHWI C AyHuuMU OU3Hec-noKa3ameisamu.
Cmamucmuueckue mecmupoeanue 6oblA6UA0 HAAUYMUEC 63AUMOCEA3U Meola)y 060p0mom, ousnec-
noxkasameaamu u yvacmuem UHOCMPAHHO20 Kanumaanad, makice 00Ka3aH0 6aXdCHOCMb Cmpdanbsl
npoucxomaeuuﬂ kanumaaa. Onucanvl munu4nsie uepmol, Komopbole 6bI1200HO OMAUMAIOM KOM-
nanuu ¢ doaeli UHOCMPAHHO20 KANUMAAA OM CYy2y00 MEeCMHbIX, CA0BAUKUX (hupMm.

Karoueevie caosa: 6u3Hec—n0Ka3ame/1u; npuﬁbmwocmb Kanumana, UHOCMPAHHAA cobcmeeH-
Hocmy, Crosaxus.

Introduction. Transition countries have to deal with the challenge of globaliza-
tion: all countries, whatever their development level and historical background are,
have to host FDI to stay competitive (Fabry and Zeghni, 2006). As one of the most
popular destinations for foreign direct investment in Europe thanks to country’s
openness to foreign trade and investment Slovak Republic was positioned at some
moment (Index of Economic Freedom, 2011). This is reflected in various sectors,
most significantly in the automotive industry. Slovakia has long term been the largest
producer of cars per capita in the world (OICA). Up until now, Slovakia has had some
comparative advantages such as cheap and skilled labor, low transfer costs and infra-
structure quality. After declining of FDI inflows in Slovakia during the global finan-
cial crisis in 2009, Slovakia has recorded continuous increasing of FDI inflows in the
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next 3 years (UNCTAD, 2013), despite of two facts: FDI inflows in groups of transi-
tion and developed economies decreased in 2012 (9% in transition economies; 32%
in developed ones) and the European Union alone accounted for almost two thirds of
the global FDI decline (UNCTAD, 2013).

Theoretical framework. The relationship between FDI and economic growth has
been a topical issue in vast number of publications. FDI by multinational corporations
plays an important role in the transformation of former centrally planned economies
into vibrant market systems, since it provides capital inflow, management skills, and
jobs, alongside increasing exports and technology transfer (Chidlow et al., 2009). A
number of economic measures were undertaken since 2002 aimed at providing busi-
ness-friendly environment, ranging from governmental incentives for new investors to
decreasing corporate taxes (Fisher et al., 2007). Policymakers in a large number of
countries are engaged in creating all kinds of incentives (export processing zones, tax
incentives etc.) to attract FDI, because it is assumed to positively affect local econom-
ic development (Giroud, 2007). They also may help develop international trade
(Bevan and Estrin, 2004). Economies in transition are home to a large number of
export platforms, especially in the automotive and electronics industries (Kalotay,
2002). The eclectic or OLI paradigm of FDI comprises 3 sets of interdependent vari-
ables (Dunning, 2000). The advantages describe ownership and internalization advan-
tages of TNCs and locational advantages of host economies. The fourth, home-coun-
try advantage (Kalotay and Sulstarova, 2010), what means home-country environ-
ment and other home-country factors, may especially occur in specific conditions of
emerging economies, and transitional countries in particular. On the other hand,
through certain methods of transfer pricing (Rajnoha, Slivkova and Dobrovic, 2014)
for intangible assets MNEs can affect their profit in individual countries according to
corporate tax with the aim to increase global performance of the whole corporation.

There are several studies and analyses dealing with FDI issues in Central and
Eastern Europe. The analysis of locational advantages offered by Czechia, Hungary,
Poland, Romania and Slovakia suggests that investors in these countries are mainly
interested in low labour costs coupled with a well-trained and educated workforce
and an expanding market with high growth rates in the purchasing power of potential
buyers (Gauselmann et al., 2011). Study of FDI in other countries of the Visegrad
Four — Hungary, Poland and Czechia found evidence that FDI has increased labor
productivity levels in most manufacturing sectors (Barrell and Holland, 2000).
E. Rugraff (2007) focused on the efficiency of Central European countries' FDI poli-
cies by evaluating the spillover effects of FDI.

Research concerning FDI determinants and effects especially in Slovakia is li-
mited. D. Dow and S. Ferencikova (2010) directed their research dealing with spe-
cific FDI issues in Slovakia: predicting market selection, entry mode choice and per-
formance. Impact of FDI on Slovak economy was also analyzed by A. Hoskova
(2001), indirect effects of FDI commonly referred to as spillovers and its potential in
Slovakia are defined M. Fifekova (2008). Positive impact of FDI in Slovakia was
demonstrated in past research with the main objective to identify significant quanti-
tative and qualitative effects of FDI; such findings were published (Merkova, Rajnoha
and Novak, 2012; Merkova, Drabek and Jelacic, 2012). The correlation and regres-
sion analysis was aimed at presenting the dependence in the period 1999—2008 and
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demonstrated significant dependence between FDI stocks and GDP growth for
Slovakia. Positive influence and benefits of foreign ownership were proved for the
scope of business performance and investment management in companies (Merkova,
Rajnoha and Dobrovic, 2015).

The recent research analyzing macroeconomic statistical data of the whole
economy was followed by the research at the microeconomic level and was aimed at
businesses in various industries in Slovakia. We focused on both traditional key indi-
cators such as accounting profit, value added, wages and labor productivity as well as
non-traditional way of performance measuring. Company managers use a number of
concepts for performance management including Balanced Scorecard (BSC),
Economic Value Added, benchmarking and many others (Knapkova et al., 2010).
Corporate Performance Management (CPM) is an integrating concept, which con-
nects business methodologies as Balanced Scorecard, Economic Value Added,
Activity Based Management. CPM is an umbrella term describing all of processes,
methodologies, metrics and systems needed to measure and manage performance of
an organization (Mihok and Vidova, 2006). Lean manufacturing, team working, con-
tinuous process improvement, knowledge management and e-business are just a few
of practices that organizations use in search for effectiveness (Chromjakova and
Rajnoha, 2012). Managing the company’s performance and efficiency is very impor-
tant, one of the conditions to maintain competitiveness and performance is the abili-
ty to work properly and timely with information not only about past and present but
also and especially about future (Rajnoha et al., 2014).

Objective and methodology.

1. Research objective. The objective of the research was to analyze the extent of
traditional and modern indicators use, methods and models of performance manage-
ment on the sample of randomly selected companies in various industries of Slovakia,
based on relevant mathematical and statistical methods to identify the cause and the
subsequent context and determine their influence on achieved business performance.

In this paper we present the results of partial research and focus on business per-
formance based on the return on equity (ROE) indicator. We selected parameters
from the questionnaire with the aim to detect if they are significantly linked with fac-
tor business performance as basic sorting parameter in the research. Consequently, we
aim to find out differences between local and foreign firms in the business perform-
ance and other research parameters. We try to find out certain common aspects for
companies with better business performance as well as some aspects typical for com-
panies with participation of foreign capital.

2. Research questionnaire and sample. Online questionnaire was created through
Internet application for data collection from companies in Slovakia. The question-
naire was distributed via e-mail, telephone and during face-to-face interview; in total,
over 1500 randomly chosen businesses were asked to participate in the survey during
the year 2013. We maintain complete anonymity of participating firms. The size of the
research sample was 164 counts at the end. Relatively low frequency resulted mainly
from the reluctance of companies, their negative mood and skepticism about eco-
nomic development, lack of time or lack of interest. Nevertheless, the research sam-
ple of 164 firms we consider as relevant with sufficient expressive capability. Table 1
presents the data from the research sets.
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Table 1. Basic data on the data sets analyzed, authors’

Set The industry focus Totals
Set 1 All industries 164 firms
Set 2 Wood processing industry 34 firms
Set 3 Mechanical engineering 30 firms
Set 4 Automotive industry 16 firms
Set 5 Selected industries (wood processing, engineering, automotive) 80 firms
Set 6 Production companies 106 firms
Set 7 Trade and services 58 firms

We analyzed and statistically tested selected the following variables:

- business performance;

- industry;

- region of country;

- legal form of company;

- age of company;

- ownership;

- origin of foreign capital;

- size of company;

- value of turnover.

3. Statistical methods used in the research. Data from the questionnaire were
processed and evaluated by the chosen statistical methods, we applied chi-squared
test, commonly used for testing the independence between two categorical variables.
The research consists from qualitative — nominal variables, their relationship cannot
adequately describe the correlation coefficient. Association between variables we
examined with contingency coefficients and contingency tables.

The results of chi-squared tests describe the selected statistics: Pearson’s chi-
square and significance p-value "p", Pearson’s contingency coefficient (CC), adjust-
ed contingency coefficient (Adj.CC) and the degrees of freedom (df).

Pearson’s chi-square:

k
1222[(f0,- _fei)z/feill Whlle z(fo—fe)zo_ (l)
i=1
Pearson’s contingency coefficient CC:

cc =72 /(x* +N). (2)

Maximum contingency coefficient CC,,y:

CCmax =V (q_1)/q (3)

Adjusted contingency coefficient:

AdjCC=CC/CC while CC<CC,,,. 4)
where f,; — the observed frequency in an field of the table; f,; — the expected (theo-
retical) frequency in an field of the table; k — the number of cells in the table; N — the
sample size; g — the number of rows or columns (in square tables).

Pearson's contingency coefficient may occur in different maximum values
depending on the number of categories for the studied variables. G. Clauss and

max?
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H. Ebner (1988) report the maximum values for square tables, CC,,,,, for rectangular

tables can be roughly estimated by averaging the maximum values for square tables.
We analyzed various types of rectangular tables in this paper, so we have prepared data
with calculated CC,,,,, (Table 2).

Table 2. Maximum values of contingency coefficient for rectangular tables,
authors’ own

. umber of columns ’ 3 4 5 6 7 3

CCax at 2 TOWS 0.707 | 0.762 | 0.787 | 0.801 | 0.810 | 0.817 | 0.821
CCax at 3 rows 0.762 | 0.816 | 0.841 | 0.855 | 0.865 | 0.871 | 0.876
CCax at 4 rows 0.787 | 0.841 | 0.866 | 0.880 | 0.890 | 0.896 | 0.901
CCax at 5 Tows 0.801 | 0.855 | 0.880 | 0.894 | 0.904 | 0.910 | 0.915
CCax at 6 TOWS 0.810 | 0.865 | 0.890 | 0.904 | 0.913 | 0.920 | 0.924
CCax at 7 Tows 0.817 | 0.871 | 0.896 | 0.910 | 0.920 | 0.926 | 0.931
CCax at 8 Tows 0.821 | 0.876 | 0.901 | 0.915 | 0.924 | 0.931 | 0.935

For clear interpretation and relevant comparisons of the contingency coeffi-
cients of several analyzes we calculated the adjusted contingency coefficient (Adj.CC),
which takes into account the calculated CC and the corresponding CC,, 4
(Formula 4). That ranges from 0 to 1, values close to 1 mean stronger dependence of
two variables.

The only assumption underlying the use of Chi-square (other than random
selection of the sample) is that the expected frequencies are not very small. The 2x2
tables would be the value of the expected frequency for each cell being in a table
greater than 5. When the expected cell frequencies fall below 5, those probabilities
cannot be estimated with sufficient precision. For larger tables, compliance to this
condition is often problematic. The result is inaccurate approximation of the test
characteristics of the chi-square probability distribution. However, 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.

Findings. The presented findings are primarily focused on statistically significant
dependence (p-value < 0.05, which is the alpha level associated with the 95% confi-
dence level) with fulfilled condition of expected frequencies. For each significant
association we present and analyze contingency table. Just from the results of residu-
als we can demonstrate relevant, scientifically based findings and state certain logical
conclusions presented below. If the mentioned condition of expected frequencies is
not satisfied, despite the fact that the p-value < 0.05, it is not suitable to interpret
findings from contingency table (residuals) and contingency coefficient.

1. Observed business performance. For the basic sorting parameter, business per-
formance (ROE indicator), we analyzed the selected descriptive statistics of one vari-
able. Achievements in various sectors as well as in the related research samples are
presented in Table 3, the distribution of observed business performance in tested
companies is presented Figure 1.
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Table 3. Descriptive statistics: business performance (ROE indicator),

authors’

Industry Counts Mean Median Mode Counts (mode)
Pharmaceutical industry 1 5.00 5 5 1
Automotive industry 16 2.94 3 multiple 4
Electrotechnic industry 8 2.25 2 1 3
Construction 15 2.13 2 1 5
Engineering industry 30 2.00 2 multiple 7
Wood harvesting and transport 5 2.00 2 multiple 2
Other 55 2.00 2 1 15
Wood industry 21 1.90 1 1 8
Furniture industry 11 1.27 1 2 4
Pulp and paper industry 2 1.00 1 multiple 1
Common samples:

Sample of all the companies 164 2.06 2 1 47
Manufacture 106 2.02 2 1 32
Services and commerce 58 2.14 2 1 15

The descriptive statistics of the variable "business performance” (categorized
according the ROE indicator into 6 groups), presented in Figure 1 shows the mean
2.06, companies on average create positive, but relatively low ROE in the range of
2—4% in Slovakia. Median is at level 2. Modus, the maximum frequency is repre-
sented in the second group with a performance at the level of 0—2% ROE, which
includes 47 (29%) of the total sample.

50 30%
29%
40 } 41 24%
8 30} {18%
g 15%
ko]
8 20 12% {12%
10 / \\ {6%
) 0%

ROE<0% ROE 0-2% ROE 2-4% ROE 4-7% ROE 7-10% ROE>10%

Performance groups (ROE)

Figure 1. Business performance (ROE indicator), authors’

2. Dependences in relation to business performance. In all the presented depen-
dences the same variable was used — business performance, analyzed relatively to
other selected parameters, described in the methodology. The results of statistical
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testing (Table 4) demonstrate three significant facts, observed performance in com-
panies is influenced by the parameters of:

- ownership;

- origin of foreign capital;

- turnover value.

Table 4. Contingency: business performance vs. other variables — statistics,

authors’

. Pearson’s Contingency| Number Ma?umum Adjusted
Business . . contingency| CC
Counts| chi- |df| p coefficient of . .
performance square (CC) categories coefficient | (Adj.
(CCuay) 89)
Industry 164 [19.04715(15]0.2116 0.32 4x6 0.890 0.36
Region of country 164 [34.98657(35|0.4746 0.42 8x6 0.924 0.45
Legal form 164 [17.02000(15]0.3177 0.31 4x6 0.890 0.34
Age of company 164 |13.84254(15]0.5375 0.28 4x6 0.890 0.31
Ownership 164 [19.20522(5 (0.0018 0.32 2x6 0.810 0.40
Origin of capital 164 [39.86017(15[0.0005 0.44 4x6 0.890 0.50
Size of company 164 [20.04812(15]0.1701 0.33 4x6 0.890 0.37
Value of turnover | 164 (31.34774]15[0.0079 0.40 4x6 0.890 0.45

Relation between turnover and business performance did not fulfil the expected
frequencies condition and we did not consider it in detail. Besides we will address the
variable of turnover further.

On the other hand, we analyzed explicitly through contingency tables the next
two statistically significant relations of business performance with variables ownership
and the origin of foreign capital.

Regarding the variable "ownership", this research confirmed the difference in
performance of firms with purely domestic capital as compared to companies with
foreign participation (partial or full foreign ownership). The analysis shows statisti-
cally strongly significant dependence (p-value < 0.001) with Adj.CC 0.40. From the
values of residues (Table 5) 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 par-
ticipation are sorted in better performance groups, most typically with ROE above
10%. These results demonstrate a statistically significant impact of foreign capital in
better business performance.

In statistically significant dependence between the origin of capital and business
performance we used the optimal binning of classes in variable "origin of capital”. The
research sample consisted of 17 various answers, we created 4 classes. Countries were
sorted by most counts: 120 firms of domestic origin, 27 firms in the group of other for-
eign origin (21 firms of 15 specific foreign countries and 6 firms from unnamed for-
eign countries), 10 firms from Germany and 7 from Czechia. The results demonstrate
very significant dependence (p-value < 0.001) and Adj.CC 0.50 means strong corre-
lation. So, it is important whether firms dispose foreign capital, but more important-
ly is from which country. But despite the binning of classes, the expected counts con-
dition not fulfiled was and the credibility of the obtained results may not be entirely
relevant. We are aware of unfulfilled condition, nevertheless, the results we have inter-
preted. Residual frequencies (Table 6) signify the best and stable performance in firms
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with German capital (performance group 3, 4 and 5). For the research class of other
foreign countries are positive residuals in performance group 0, 2 and 35, there is
diverse, unreliable performance and we cannot determine typical results. The success
and higher ROE indicator of these firms is possible as well as the negative or low ROE.

Table 5. Contingency: foreign ownership x business performance
— frequencies, authors’

Group O | Group 1 | Group 2 [ Group 3 | Group 4 | Group 5

]fl?srf;f:s ‘;ggitrmnfgc’; ROE< | ROE= | ROE= | ROE= | ROE= | ROE > tlz:’a‘;’s
0% 0-2% 2-4% 4-7% | 7-10% 10%
Observed frequencies
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

Expected frequencies
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 | 5.0975 | 44.00
Totals 25.000 | 47.000 | 35.000 | 26.000 | 12.000 | 19.000 | 164.00
Residual frequencies
Domestic ownership -0.292 | 9.6097 | 0.3902 | -3.0243 [ -2.7804 | -3.9024 | 0.00
Foreign ownership 0.292 | -9.6097 | -0.3902 | 3.0243 | 2.7804 | 3.9024 [ 0.00
Totals 0.000 | 0.0000 [ 0.0000 | 0.0000 | 0.0000 [ 0.0000 | 0.00

Table 6. Contingency: origin of capital x business performance - frequencies,
authors’
Group 0 | Group 1 | Group 2 | Group 3 | Group 4 | Group 5

blgigelsns ‘;iffaoprﬁ‘;‘ce ROE< | ROE= | ROE= | ROE= | ROE= | ROE> tlzfa‘f’s
0% 0-2% 2-4% 4-7% | 7-10% 10%
Observed frequencies
Domestic origin 18 44 26 16 6 10 120
Other foreign origin 6 2 7 4 1 7 27
Germany 1 1 0 3 3 2 10
Czechia 0 0 2 3 2 0 7
Totals 25 47 35 26 12 19 164
Expected frequencies
Domestic origin 18.293 [ 34.3902 | 25.6098 | 19.0244 [ 8.7805 | 13.9024 | 120.00
Other foreign origin 4.1159 | 7.7378 | 5.7622 | 4.2805 [ 1.9756 | 3.1281 | 27.000
Germany 1.5244 | 2.8659 | 2.1342 | 1.5854 | 0.7317 [ 1.1585 | 10.000
Czechia 1.0671 [ 2.0061 | 1.4939 | 1.1098 [ 0.5122 | 0.8110 | 7.000
Totals 25.000 | 47.0000 | 35.0000 | 26.0000 | 12.0000 [ 19.0000 | 164.00
Residual frequencies
Domestic origin -0.293 | 9.6098 | 0.3902 | -3.0244 | -2.7805 | -3.9024 | 0.00
Other foreign origin 1.884 | -5.7378 | 1.2378 [ -0.2805 | -0.9756 | 3.8720 0.00
Germany -0.524 [ -1.8659 | -2.1342 | 1.4146 | 2.2683 | 0.8415 0.00
Czechia -1.067 [ -2.0061 | 0.5061 | 1.8902 [ 1.4878 | -0.8190 | 0.00
Totals 0.000 | 0.0000 | 0.0000 [ 0.0000 | 0.0000 | 0.0000 0.00

3. Dependences in relation to foreign ownership. Positive dependence between for-
eign capital and better business performance as described previously we have consid-
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ered as the basic finding and consequently we focus our research on the variable of
foreign capital. We tried to find out certain common aspects typical for companies
with participation of foreign capital and these findings are supported by statistical
testing. So, in all other dependences the same variable was used — foreign capital,
analyzed relatively to other parameters and variables. The results we present in
Table 7.

Table 7. Contingency: foreign ownership vs. other variables — statistics,

authors’

. Pearson’s Contingency| Number Ma?umum Adjusted
Foreign . . contingency | CC
. Counts| chi- |dff p coefficient of - .
ownership square (CC) categories coefficient | (Adj.
d ¢ (CCm) | CO
Industry 164 | 13.0248 |3(0.00458 0.27 4x2 0.787 0.34
Region of country | 164 |10.55772(7(0.15913 0.25 8x2 0.821 0.30
Legal form 164 9.528031]3(0.02304 0.23 4x2 0.787 0.30
Age of company 164 [0.753718|3]0.86050] 0.07 4x2 0.787 0.09
Size of company 164 | 52.0283 |3(0.00000 0.49 4x2 0.787 0.62
Value of turnover | 164 [50.31809(3]0.00000; 0.48 4x2 0.787 0.62

The variable of industry has been studied in 4 dominant groups (Table 8). It
would be better to analyze each branch in the questionnaire separately, but due to low
observed counts we put together low numerous groups. Despite this, however, the
results have shown statistically significant differences by branches. Engineering and
automotive industry is characterized by foreign capital significant presence, against
wood processing and other industries with typically domestic capital. By comparison,
56% of the automotive companies are capitalized via foreign capital, but 82% of the
wood processing companies have only domestic ownership.

Table 8. Contingency: industry vs. foreign ownership — frequencies,

authors’
Industry | Other | Wood processing | Engineering | Automotive | Row totals
Observed frequencies
Domestic ownership 67 28 18 7 120
Foreign ownership 17 6 12 9 44
Totals 84 34 30 16 164
Expected frequencies
Domestic ownership 61.46341 24.87805 21.95122 | 11.70732 | 120.0000
Foreign ownership 22.53659 9.12195 8.04878 4.29268 44.0000
Totals 84.00000 34.00000 30.00000 | 16.00000 | 164.0000
Residual frequencies
Domestic ownership 5.53659 3.12195 -3.95122 -4.70732 0.00
Foreign ownership -5.53659 -3.12195 3.95122 4.70732 0.00
Totals 0.00000 0.00000 0.00000 0.00000 0.00

In the analysis of legal form we specified 4 types of companies (Table 9).
Statistically significant results proved that foreign capital is the most typical for Ltd.
companies (80%), less in capitally more intensive joint stock companies. On the other
hand, for self-employed persons and other legal forms domestic capital is typical.
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Table 9. Contingency: legal form vs. foreign ownership — frequencies,

authors’
Legal form Self-employed | ¢y Join stock Ltd. Row totals
person company
Observed frequencies
Domestic ownership 18 13 19 70 120
Foreign ownership 1 1 7 35 44
Totals 19 14 26 105 164
Expected frequencies
Domestic ownership 13.90244 10.24390 | 19.02439 76.8293 120.0000
Foreign ownership 5.09756 3.75610 6.97561 28.1707 44.0000
Totals 19.00000 14.00000 | 26.00000 105.0000 164.0000
Residual frequencies
Domestic ownership 4.09756 2.75610 | -0.024390 -6.82927 0.00
Foreign ownership -4.09756 -2.75610 |  0.024390 6.82927 0.00
Totals 0.00000 0.00000 [ 0.000000 0.00000 0.00

Size of company was selected in four groups (Table 10). According the statisti-
cally significant results we can see the proportional growth of enterprises with foreign
participation with a growing number of employees in company. For micro and small
companies with max. 50 employees domestic capital is typical, but in bigger compa-
nies foreign ownership precails. Almost 70% of large companies (over 250 employees)
is financed by foreign capital, compared with 6% of foreign ownership in micro enter-
prises (to 10 employees).

Table 10. Contingency: size of company vs. foreign ownership — frequencies,

authors’

Size of company Micro (1-10 | Small (11-50 Medium Large Row
(number of employees) | employees) (51-250 (over 250 totals
employees) employees) | employees)

Observed frequencies
Domestic ownership 47 43 19 11 120
Foreign ownership 3 4 14 23 44
Totals 50 47 33 34 164
Expected frequencies
Domestic ownership 36.58537 34.39024 24.14634 24.87805 120.000
Foreign ownership 13.41463 12.60976 8.85366 9.12195 44.000
Totals 50.00000 47.00000 33.00000 34.00000 164.000
Residual frequencies
Domestic ownership 10.4146 8.60976 -5.14634 -13.8780 0.00
Foreign ownership -10.4146 -8.60976 5.14634 13.8780 0.00
Totals 0.0000 0.00000 0.00000 0.0000 0.00

Size of company, given by the number of employees, can be also classified
according the value of turnover. In our research, the dependence between foreign own-
ership and the size of company, given by both variables the number of employees as well
as the value of turnover, demonstrated the same results, very close and strong depend-
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ence with p-value 0.00000 and adjusted contingency coefficient 0.62, the highest dur-
ing the whole testing.

As we can see from the residuals in the dependence between foreign ownership
and turnover (Table 11), at enterprises with turnover up to 2 mln EUR here is non-
participation of foreign capital. Conversely, with increasing turnover increases the
relative frequency of enterprises with foreign participation, most of them are in the
category with the turnover of over 50 min EUR.

Table 11. Contingency: turnover vs. foreign ownership — frequencies,

authors’
Turnover, minEUR | 02 | 2-10 | 1050 | Over50 | Row totals
Observed frequencies
Domestic ownership 79 25 11 5 120
Foreign ownership 6 11 10 17 44
Totals 85 36 21 22 164
Expected frequencies
Domestic ownership 62.19512 | 26.34146 15.36585 16.09756 120.0000
Foreign ownership 22.80488 9.65854 5.63415 5.90244 44.0000
Totals 85.00000 | 36.00000 | 21.00000 [ 22.00000 | 164.0000
Residual frequencies
Domestic ownership 16.8049 -1.34146 -4.36585 -11.0976 0.00
Foreign ownership -16.8049 1.34146 4.36585 11.0976 0.00
Totals 0.0000 0.00000 0.00000 0.0000 0.00

Discussion. Detailed view on the impact of foreign capital to higher performance
made us assume some differences of domestic companies in terms of management.
Also thanks to already published results (Merkova, Rajnoha and Dobrovic, 2015) we
ecidenced that local firms don’t use or use in low level some sophisticated practices,
techniques, concepts or methods in investment management and they achieve worse
performance. There are several reasons for the absence of useful knowledge funda-
mentals in local firms. The most important issue is the lack of capital to buy or form
own know-how. But it is possible to mention the typical sign of local firms — indif-
ference and aversion to use new and unfamiliar tools, which they do not understand.
If a company doesn't trust them, it doesn't expect possible future effects and per-
formance improvement. Foreign investors bring and implement tools in their invest-
ment decision-making, measurement and management, what causes better business
performance. Local firms benefit from the entry of foreign capital and improve their
knowledge base. Investments focused in intangibles and R&D are associated with
sophisticated production, higher added value and economic growth. Foreign firms
benefit from advantages, which a host country provides, uses inexpensive raw mate-
rial resources and particularly cheap labor force, which is one of the main compara-
tive advantage of Slovakia. This reality is often criticized as the exploitation of work-
ers and natural resources without positive impact for economic growth of the coun-
try. However, it is important to understand the proved positives, advanced technolo-
gies in Slovakia are available precisely because of foreign-owned firms presence. The
supported result refutes skeptical views of FDI opponents, who argue that foreign
firms in Slovakia only use outdated tools and procedures without requirements to
develop and improve their knowledge base.
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Regarding the parameter origin of foreign capital in companies in Slovakia, se-
veral remarkable facts have been revealed in our study. Power and success of German
capital was proven, with its applied business planning, exactly determined goals and
the ways to achieve them, precisely developed concept and methodological proce-
dures. German firms in their strategic management use modern, useful and efficient
tools, manners, knowledge base, information systems based on business intelligence,
controlling etc. with the positive impact on performance. Medium performance
(ROE groups 2, 3 and 4) was reached by the firms with the origin of capital from
Czechia. 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 the ex common state Czechoslovakia reach approxi-
mately same (low) performance level. Current reality in Slovakia is that Czech firms
have better performance than the domestic ones.

From all the parameters we can see only one — turnover — as dependent on both
primarily tested variables, foreign ownership as well as business performance. Based
on the results of the analysis between turnover on business performance, apart from
the fulfillment of the condition for expected frequencies, it could be concluded that
higher turnover has impact on achieving greater efficiency and this is reflected in all
the categories of turnover and achieved performance. Borderline results therefore say
that companies with the highest turnover (over 50 mln EUR / year) achieved excel-
lent performance in groups 4 and 5 (groups with ROE of 7—10% and over 10%), while
enterprises with the lowest turnover in 2 min EUR / year have, although positive, but
the lowest ROE of 0—2%. Most companies automatically expect that if they increase
turnover, they will perform better, although of course it is not always true. The
increased turnover will increase the absolute value of profit, but in relation to increas-
ing costs or invested capital the ratio indicator of profitability can remain the same.
In this research, where we used the ROE indicator, is the result of a statistical test
slightly surprising, but certainly positive. In terms of future research it would certain-
ly be appropriate for the two parameters — turnover and ROE to be analyzed not only
in categories, but in concrete values with the possibility of applying correlation analy-
sis to find out the concrete influencing values between turnover and profitability.

Conclusion. As the meaningful finding we have considered positive dependence
between foreign ownership and better business performance. The best performing
companies (the most typically reaching ROE above 10%) are mainly or wholly
financed from abroad, and vice versa, purely domestic firms have lower performance
with the value of ROE in the range of 0—2%.

We focused our research on the variable of foreign capital. We found certain
common aspects typical for companies with participation of foreign capital against
local firms and these findings are supported by statistical testing.

From all the parameters we can see only one — turnover — as dependent on both
primarily tested variables, foreign ownership as well as business performance.
Dependence between foreign ownership and turnover demonstrated a very close and
strong dependence with p-value 0.00000 and adjusted contingency coefficient of
0.62, the highest during the whole testing.

Benefits of these research findings are at the microeconomic as well as macro-
economic aspects. Companies can increase their performance with foreign partner-

ACTUAL PROBLEMS OF ECONOMICS #6(180), 2016



156 EKOHOMIKA TA YINPABJIHHS NIANPUEMCTBAMU

ship. National economics can argue with the fact of positive FDI effects and GDP
growth in government decisions for investment aid. Finally, foreign ownership is typ-
ical for automotive industry, the branch with dominant impact on GDP growth in
Slovakia, so with indirect positive effect of foreign capital at the macroeconomic
level.
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