Marie Cerna

University of West Bohemia, Faculty of Economics, Department of Finance and
Accounting, Husova 11, 306 14 Pilsen, Czech Republic
email: macerna@kfu.zcu.cz

Innovation for Competitiveness - Sole Trader
in the Construction Sector

Abstract

The period we live in is characterized by constant change in every field of science and
also in every field of human activity. New business environment places greater
requirements on business units. They have to change ordinarily used tools and
methods for newly created ones in a very short time period to be able to offer
successfully their products or services in today’s competitive environment. It is
unpleasant for huge companies, but almost impossible in a case of small companies or
sole traders. Sole traders have to overcome many problems connected with
production process and availability of sources. To be able to ensure the safety and
usefulness of all sources used in business, each company has to use tools provided by
disciplines like informatics, information technologies, management, financial
management, risk management etc. Sole trader’s possibilities are limited by available
funds. This may be the reason why many sole traders do their businesses nowadays
the same way they did it years ago (without the use of new tools and technologies).
This article seeks to answer the question how to optimize final output and use of
sources to achieve maximum business success in a case of the sole trader in the
construction sector with use of available tools provided by modern information
technologies. In the beginning, it summarizes general information about sole traders
and their business potential in a given area. Then the practical problems solved in a
daily business are described and the alternative solutions are suggested. The practical
case of sole trader’s decision-making process is given and the findings are described
and evaluated at the end of the article.
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Introduction

New business environment is nowadays characterized by many changes. Everything,
technology, culture, economy, business, politics etc.,, changes quickly. Business units
have to solve problems that have arisen in connection with this situation, with
increasing pressure to improve their existing products or services. [1] Possible solutions
are presented by constantly developing disciplines such as informatics, information
technologies, management, financial management, risk management, etc. The proposed
solutions operate with the assumption that main problems which have to be solved are
connected with the relationship between the quality and quantity of used sources and
the final output of the production process or the process of providing services. Another
problem is the availability of all necessary sources. Sources are represented most often
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by production inputs, money, information, information technologies etc. All these inputs
are necessary for the smooth running of production process that enables future
successful business. To be able to ensure the safety and usefulness of all sources used in
business, each company has to use tools provided by disciplines described at the
beginning of this paragraph.

Limiting factors in the decision-making process of all business entities are time and
available funds. Final decision-making about changes in the way of providing products
or services depends on the type of business entity and many other factors (financial and
non-financial).

If the decision-making process is provided by the sole trader, the responsibility for final
solution of the problematic situation is up to this only person, even if there is the
possibility to ask the expert on a given area. All possible scenarios of future
development have to be considered. All possible outputs, benefits and negative impacts,
have to be described and assessed. All additional spendings connected with designed
changes have to be detected and evaluated.

A few years ago, there were a lot of sole traders who decided to continue with their
activities the same way they did it before. Currently, the situation changes. Even if the
change of existing business activities takes money and time, many sole traders decide to
accept the change. The reason is the change of the way of their thinking and view of
innovation. They are able to recognize its positive impact on their future business
activities, Such an acceptance may sometimes be the only possibility to maintain the sole
trader’s position in the competitive market,

Typical problems in the decision-making of the sole trader are solved in the part number
five. This part of the article tries to detect information that enables sole traders to
answer the question how to optimize final output and use of sources to achieve
maximum business success with use of available tools provided by modern information
technologies. Seeking the answer to this question is the main aim of this article. The
practical case of sole trader’s decision-making process connected with innovation is
given and the findings are described and evaluated at the end of the article.

The real view of innovation and its adoption differ business unit to business unit,
country to country, area to area. [9] Everything depends on many factors such as the

type of the business unit, final output (business sector), type of used production process
or process of providing services,

1. General information - innovation and sole trader

1.1 Innovation
The driving force of the business is innovation. Innovation is defined using many
different ways. One possibility of defining this term is described by the following

definition.
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"Innovation is the process of translating an idea or invention into a good or service that
create value or for which customers will pay. To be called an innovation, an idea must be
replicable at an economical cost and must satisfy a specific need." [15]

Types of innovation:

deliberate application of information,

imagination and initiative in deriving greater or different values from resources,
generating new ideas and their conversion into useful products,

ideas applied by the company in order to satisfy the needs and expectations of the
customer.

Innovation is used as a tool that helps to create new methods (alliance creation, joint
venturing, flexible working hours, creating buyer’s purchasing power). Sources of
innovation opportunities can be divided to internal and external.

Internal sources of innovation opportunities (inside the enterprise):

unexpected events (success or failure),

contradiction (reality vs. expected reality),

innovation as the answer to process requirements (necessity of the innovation),
changes in sector structure or market structure,

External sources of innovation opportunities:

¢ demography,
¢ changes in the world view, moods and meanings,
e new knowledge (scientific and non-scientific). [4]

Innovation is usually associated with activities of large enterprises. They have the
necessary financial sources that help them to ensure also activities in the area of
development and innovation. Their main aim is to be successful in future business. This
is usually the reason for selecting the group of people that specialize in the field of
development and innovation, [10]

The situation of small companies and other business subjects is different. Innovation in a
case of a sole trader can be represented by new ways of thinking about processes that
are necessary for smooth running of the business. Sole trader can make a decision about
the use of new tools of management in business process or about the use of modern
information technologies. Advantages connected with the use of modern managerial
methods are usually visible in a relatively short time period. Their use leads to greater
business success. Main problems with implementing innovative thinking to business
seem to be the lack of financial funds and time.
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1.2 Sole trader

Definition of the sole trader: "Sole trader or sole proprietor is when a business is owned
and controlled by one person who takes all the decisions, responsibility and profits from
the business they run.” [13]

This type of business represents the simplest businesss structure (the easiest way of
trading). The owner makes all decisions, does all the work. Sole traders can hire other
people if they want or need to. On the other side, sole trader is also liable to pay any
debts that the business may incur.

Tab. 1 Advantages and disadvantages of running business as a sole trader
Advantages Disadvantages
Clearly defined ownership

Full responsibility for business activities

Full control of busi ctiviti I
ull control of business activities (losses and liabilities)

Simple business structure Irreplaceability of the sole trader
Simple documentation Lack of time for planning business strategy
Taxation advantages - connected with low profit Taxation dlsadvantaﬁt:(s)gl tconnected with high
Financial information is kept private Need to engage the external accountant

Decision making process is fast

Difficulties in obtaining larger contracts
(low capacity,...)
Source: author, according to [5]

Closer relationships with customers

Sole trader is classed as a small business or SME (small enterprise), because there is the
only employee who is also the owner of the company. [7]

2. Current division of innovation

Innovation is currently described as the situation when the product or service is new
from its producer’s point of view (subjective point of view). Current division of
innovation is: product innovation, process innovation, marketing innovation and
organizational innovation.

Fig. 1 Main types of innovation

Product Innovation

Innovative
Enterprise

Marketing
Innovation

Process
Innovation

Organizational
Innovation

Source: author, according to [12]
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¢ Product innovation is introduction of new products or services or products or
services significantly improved with respect to its characteristics or intended uses.
This is represented by the significant improvements in technical specifications,
components and used materials, software, user-friendliness or other functional
characteristics.

e Process innovation is introduction of new or significantly improved production
processes or delivery methods. This includes significant changes in techniques,
equipment and/or software. Process innovation includes new or significantly
improved methods for service production or provision. They may include significant
changes in equipment, software used in enterprises oriented to services or
procedures or techniques used to deliver services. Process innovation also includes
new or significantly improved techniques, equipment and software in associated
supporting activities such as purchasing, accounting, computing and maintenance.

e Marketing innovation is introduction of new marketing method including
significant changes in product or packing design, product placement, promotion or
pricing.

¢ Organizational innovation is introduction of new organizational method in
business activities of the enterprise, in workplace organization or external relations.
It is the type of innovation that was never used by the company in the past and is the
output of strategic decision adopted by management. Examples of such innovation
are new methods of education in the company, new methods of knowledge sharing
inside the company, new methods of division of responsibilities, etc.

Innovative enterprise is defined as the enterprise that implemented any kind of
innovation (technical or non-technical) in a given time period. [12]

3. Business units and innovation in the Czech Republic

The approach to innovation in the Czech Republic is influenced by many factors. The
main difference between our republic and other countries like for example the USA may
be seen in risk aversion and in different approach to innovation. In the Czech Republic
innovation is usually described and explained as something that has been invented and
can be transferred to new (other) conditions (countries, types of businesses). Possible
chance to improve the situation in innovative thinking is seen in implementation of new
methods of education, The aim is to provide students the new perspective on innovation
and to motivate them this way to their own future business activities. [6]

Situation in innovation and its implementation in czech business was described in 2012.
This part of the article uses the secondary data. Data are provided by AMSP CR
(Association of Small and Medium-Sized Enterprises and Crafts of the Czech Republic).
[3] The research conducted by AMSP CR and Cesk4 sporitelna from 9th May 2012 till
21st May 2012 answered the questions connected with innovation and its application
within the small and medium-sized enterprises. The reserach involved 514 respondents
from small and medium-sized enterprises from all regions of the Czech Republic.
Researched areas were production, trade and services.
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Findings of described research were summarized in the final report. This report sets out,
among others, the following facts. In last two years innovation was realized by 91 % of
respondents. The enterprises often cooperate with other external subject. Innovation is
usually realized as the answer to customer’s requirements.

Tab. 2 Most often realized innovation

Type of innovation % of respondents
Service innovation 72

Marketing innovation 48
Product innovation 37

Source: author, according to [3]
Innovation is usually financed by internal financial sources of the enterprise.

Innovation in small and medium-sized enterprises is conducted irregularly. Most of the
owners or managing directors of the companies have experience with any kind of
innovation. Innovation is seen by them as an important part of activities ensured by
business units. Small enterprises are actively engaged in innovation processes. They
explain them as the meaningful activities. Future situation in implementation of
innovation seems to be similar to the current state. [2]

4. Selected problems solved by the sole trader

One possibility how to run business is to become the sole trader who is classified as a
small enterprise. Advantages and disadvantages of this way of running business were
described in chapter "General information - innovation and sole trader”. Situation of the
sole trader is similar to the situation of small and medium-sized enterprises. Current
extremely competitive environment faces this type of business unit to many problems
[14] connected with the fulfillment of its objectives. (Usual objectives are to make a
profit and to remain on the market.)

Generally, the main problems of current sole traders in construction sector are
connected with finance and customers. There is no certainty that the sole trader will
receive the agreed payment for provided and delivered services. Problems with bed
debts are also solved by other enterprises, but in a case of the sole trader, this problem
represents serious existential problem. This type of problem has to be solved without
the existence of sufficient legislative support. That is the reason why the sole trader
reaches its objective (agreement) only in a small number of cases.

Solution to some of the problems described in the table number three can be seen in
innovative thinking. It represents the sole trader’s tendency to improve his current
situation with the use of available inputs. Which type of innovation (product innovation,
process innovation, marketing innovation or organizational innovation) will be selected
depends on factors such as business sector of the sole trader, available financial sources,
other available sources, etc.
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Tab. 3 Division of the selected problems solved by the sole trader
Area of concern Specification of the problem
Sole trader’s skills and abilities
Substitutability of the sole trader
Lack of time for planning business strategy
Decision-making on
- production inputs / inputs in the provision of services
Decision-making on
Business activities - production process changes / changes in the provision of services
Decision-making on
- the outputs of the production / outcomes in the provision of services
Maximal possible use of sources
Ensuring the legal obligations
Decision-making on the use of external accounting services
Investment
Maximal possible use of sources
Enforceability of receivables (bad debts)
Setting of the payment deadlines
Communication - use of modern technologies
Setting of appropriate relationships with the suppliers
Setting of appropriate relationships with the customers
Difficulties with obtaining larger contracts

Organizational structure
- sole trader

Finance

Relationships
with suppliers
and customers

Source: quthor

5. Decision-making process of the sole trader - case study [8]

Selected business unit is the sole trader offering his services in the construction sector -
processing of construction projects and related documentation. He has close
relationships with four other sole traders that offer similar type of services. This
represents the possibility of cooperation and the possibility to ensure advice almost
immediately if necessary. Financial issues are ensured by cooperation with the external
accounting company.

The sole trader thinks about innovation suitable for his business. His aim is to optimize
costs. He also wants to improve the quality of final services (by the use of modern
technologies). His funds are limited, but he doesn’t want to use external financial
sources (bank loan, ...). All investments will be financed using prepared financial funds
(300 000 CZK). Which suggested alternative should be selected in this case and why?

Decision-making process of the selected sole trader, according to [11]:

1. Objectives definition.
*  Costreduction.
* Improvement of the final services quality.
» Extension of the service portfolio.
2. Development and consideration of all alternatives.

Alternatives:
* 1 - No changes: no additional costs - no time optimization - no additional
benefit.
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»  2-Processinnovation 1:
- additional costs (technologies and other inputs) - time optimization
- additional benefits (higher amount of processed contracts, better
customer services
- increase in customer satisfaction).
» 3 - Process innovation 2:
- additional costs (technologies and other inputs) - time optimization
- additional benefits (higher amount of processed contracts, better
customer services, increase in customer satisfaction).
Types of investments:
* Al - Noinvestment.
* A2 - Purchase of new hardware and upgrade of existing hardware.
» A3 - Purchase of software.
" A4 - Entrepreneurial education.
» A5 - Website creation,

All alternatives involve different types of investments, Alternative 3 involves also the
investment A5 that is not involved to evaluation of the alternative number 2. This is
caused by the need to offer the sole trader alternatives that bring similar type of
improvement with different demands on financial resources. The suitable
alternative has to be selected and implemented in a short-time period and the sole
trader has prepared limited amount of money.

3. Evaluation of selected alternatives.

Tab. 4 Selection of suitable alternative

Alternative Type of Investment costs | Total investment Investment
investment () costs (&) income {t14)
1 Al 0CZK 0CZK 0CZK
A2 150500 CZK
2 A3 74 500 CZK 250 000 CZK 384 000 CZK
A4 25000 CZK
A2 197 000 CZK
A3 112 500 CZK
3 Ad 25 000 CZK 350 000 CZK 576 000 CZK
A5 15 500 CZK

Note: to... year of the decision-making process; t1o ... ten years after the decision-making process
Source: author, according to [8]

4. Adoption of suitable alternative, its solution and implementation.

The most suitable alternative seems to be the alternative 2. This alternative doesn’t
require additional financial sources. It will change the quality and speed of production
process using modern information technologies (new software for preparation of
construction projects). This may enable future higher amount of annually processed
contracts, greater customer satisfaction and bring additional income (profit).
Implementation of this alternative leads to increase in competitiveness of the sole
trader.
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Implementation of the alternative 2 represents the first step of innovative process that
will be followed by an effort to implement the product innovation. Implementation of
product innovation seems to be more difficult (many complementary activities, higher
implementation costs, etc.).

This case study uses primary data obtained on the basis of an expert interview
conducted with the sole trader that operates in the construction sector. [8] Data was
processed in accordance with the procedures described in the available literature. [11]

Conclusion

According to changes in market conditions, business units try to increase their
competitiveness. The result of their effort, success or failure, depends on many factors
(type of business unit, business sector, available sources, required outcomes, external
conditions - legislative, etc).

Innovation as the driving force of the business represents one possibility how to
increase the competitiveness of the enterprise successfully. The approach to innovative
activities differ country to country. Situation in the Czech Republic is unique in approach
to innovative thinking as to something that can enable future success of business
activities, but is too financially demanding. [16] Innovation is often perceived more as a
transfer of existing solution (idea) to different type of business. Situation is different
according to size of the enterprise. Small and medium-sized enterprises have positive
approach to innovative activities. They are trying to implement great amount of
innovation each year. They prefer to finance all innovative activities using their
company sources. Generally, the situation in innovative activities has become better and
the future predictions are also quite optimistic.
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