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Abstract. The goal of this study is to identify the problems and barriers that impede the growth and development of small and medium
innovative enterprises (innovative SMESs) and suggest ways to overcome them. The main methods of the study include a survey of the
founders of innovative companies from Russia and Belarus, as well as expert interviews. The study involved both mature companies and
startups. The results of the study indicate that most innovative companies lack personnel with the necessary education and experience. At
the same time, the number of researchers is decreasing, and external part-timers are being involved to carry out the research. The
innovative activities in the countries under study remain low. The main barriers to the growth of this indicator include the lack of financial
resources, the difficulties with raising external financing, as well as the shortage of the professional personnel. A set of measures to
financially encourage researchers and tax incentives for innovative entrepreneurship are proposed as the main incentives to increasing the
innovative activities.
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1. Introduction

There has been an increase in investment in innovation worldwide in recent years; the use of intellectual property
has reached record levels (The Global Innovation Index 2019). According to Eurostat, R&D expenses increased
by 53.5 % in the EU member states, by 65 % in the US, and almost 2.9 times in South Korea for 2009 — 2017
(Eurostat, 2020a).

Most of the global R&D expenses were in the business sector. The share of private sector investment in R&D
amounted to 61.2 % of the total R&D expenses in the EU member states, 73 % in the US, 78.8 % in Japan, and
79.4 % in South Korea in 2017.

SMEs have traditionally been recognized as the driving force behind growth and innovation in the economy. For
example, the business sector of the EU member states (27) accounts for 66.4 % of the total domestic R&D
expenses (Eurostat, 2020b). The European business sector employs 51.3 % of the total R&D personnel (Eurostat,
2020c).

Despite the relatively small R&D budget, a third of the annual patent applications at the European Patent Office
are filed by innovative SMEs (Patent Index 2019).

However, the level of innovative activities of SMEs in middle-income countries, including Russia, Kazakhstan,
and Belarus, is significantly lower than that in high-income countries. For example, about 72 % of the total
number of SMEs are introducing a new product or business process in Sweden, 71 % in Norway, 67 % in
Belgium, 64 % in the US, and 62 % in Germany. This indicator is about 5 % in the Russian Federation (OECD,
2020), 7.2 % in Kazakhstan (On the innovative activities of enterprises in the Republic of Kazakhstan, 2018), and
4.3 % in the Republic of Belarus (National Statistical Committee of the Republic of Belarus, 2018).

Small businesses trying to market the innovative technology products and services often face unique problems
and barriers that large multinational corporations do not face, and they often need to overcome such barriers with
fewer resources (Bushueva, et. al. 2020). The shortage of human resources is a particular problem for SMEs,
because the number of specialists who are knowledge holders and have the necessary competencies and
experience in innovations is extremely limited (Dudin et al. 2020).

Encouraging employment in the innovative sector and encouraging youth to start their own businesses and to
create breakthrough technology become important measures to expand the innovative activities of SMEs
(Muraya, et. al. 2019). Significant potential for attracting personnel to innovative areas lies in the development of
new forms of employment. For example, such forms of employment as freelancing, self-employment with hired
workers, etc. are becoming more common in European countries (Danilina, et. al. 2020)

The problems faced by individual entrepreneurs and fast-growing SMEs when trying to commercialize an
innovative product or service have been examined in this study.

The hypothesis has been formulated during the study that the encouragement of the forms of self-employment and

the creation of new SMEs in research and innovation are flexible tools for the growth of innovative activities and
are vital for the economic growth of countries with developing economies.
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2. Literature review

Innovations represent the introduction of a new or significantly improved product (goods or services), a process, a
new marketing method, or a new organizational method in business practice, workplace organization, or external
relations (Mohd Rosli & Syamsuriana Sidek 2013).

Many studies confirm the positive impact of innovation on business performance (Galindo & Méndez-Picazo
2013; Saiz-Alvarez, et. al. 2013; Lucchese & Pianta 2012; Wang et al. 2019; Kumar, 2019; Lauzikas, Militité,
2020).

It is important to note that new products and services must be commercialized, i.e., marketed in order to be
considered innovations (Klyver, et. al. 2012). Innovative entrepreneurship is one of the main means by which new
knowledge and technology are transformed into economic and social benefits (Baumol 2010).

A significant share of the works in the contemporary scientific literature is devoted to studying the degree of
influence of innovative entrepreneurship on the socioeconomic development of a country (De la Hoz-Rosales, et.
al. 2019; Acs, et. al. 2012; Aparicio, et. al. 2016; Karshalova, et. al. 2017), the factors that determine innovative
behavior and the offer of new products by SMEs (Velilla & Ortega 2020; Castafio, et. al. 2015), and the
innovative entrepreneurial education (Lee, et. al. 2020; Chen, et. al. 2018).

Financing problems (Li, et. al. 2015; Giraudo, et. al. 2019; Bertoni, et. al. 2019; Colombo, et. al. 2013; Giudicic,
et. al. 2018), patent protection issues and incentives for investment in innovative startups (Cumming, et. al. 2017,
Grilli, et. al. 2018), and government support measures (Ruchkina, et. al. 2017; Mas-Tur & Simén 2015; Grilli, et.
al. 2018) for young innovative companies are some of the relevant areas of research.

The development of innovative entrepreneurship and the digital transformation of the society have led to the
emergence of new forms of work that are significantly different from standard labor relations. Certain aspects of
the development of new employment forms in SMEs are reviewed in the works of Orlova (2017), Kirchhoff
(2007), Serrano (2010), Alois (2020), and others.

The studies indicate that the forms of employment based on open and temporary contracts, freelancers, and self-
employment with hired workers are gaining popularity in the world now (Eurofound, 2018).

The study of the scientific literature reveals that there have been relatively few empirical data around the world
until recently to answer the question about the participation of SMEs and self-employed workers in the
development of an innovative economy. The early studies relied on data from officially registered companies,
leaving informal forms of employment, which in many countries were the largest source of employment, out of
the picture.

As such, the problems of entrepreneurship development and self-employment in innovative sectors of the
economy remain poorly explored.
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3. Methods

The trends based on the opinions and intentions of the population and the heads of SMEs, describing the
dynamics and scale of innovative processes, factors constraining innovative activities, and barriers to the
development of innovative entrepreneurship have been revealed in the course of a specially organized market
observation.

The key questions addressed in this study are the following: how innovative are SMEs in various sectors and by
international standards? Why and when do SMEs invest in research and innovation? Where are the barriers and
potential for research and innovation?

A methodology was developed to accomplish these tasks, which included the collection and analysis of primary
gualitative and quantitative data. A random sample was made for the survey to ensure that the opinions expressed
during the survey were representative.

The goals of sampling included maximizing the number of responses and ensuring the representativeness of the
population and SME enterprises. The survey was conducted online.

The experts were selected based on the professional status of a person. They included people whose professional
activities were related to the relationship between the institute of entrepreneurship for more than two years. The
sample included two groups of respondents: 516 respondents from the population of three countries in the post-
Soviet space (Kazakhstan, Russia, and Belarus) and 244 SMEs engaged in innovative activities.

During the study, the SMEs were asked to evaluate their satisfaction with various aspects of their development.
The evaluations had to be given on a 10-point scale, where 1 meant absolute dissatisfaction, 10 meant absolute
satisfaction, and 0 meant that this indicator was not significant for the company development or difficult to
evaluate.

In addition, the respondents could choose multiple answers for some questions. The substantiated answers were
obtained from the generalized comments of the respondents.

All participants were warned about the purpose of the survey and that the study organizers were planning to
publish the generalized results of the study in the future. All expert quotes were provided in the article
anonymously. The experts chose the language they answered the question (Russian or English) themselves.

4, Results

The average age of the SMEs participating in the survey is 2.5 years. The main share is made up of the companies
created less than one year ago (Figure 1).
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M Less than 1 year
W 1-3years

W More than 3 years

Figure 1. Age structure of the SMEs participating in the survey, % of the total number of respondents
The largest share of the enterprises surveyed (52.7 %) are research organizations and higher education

organizations (22.3 % of the respondents). The companies surveyed in the three countries do not have significant
differences, depending on the type of business (Figure 2).
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Figure 2. Structure of the innovative SMEs, % of the total number of respondents
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The areas of activity of the SMEs participating in the survey are quite diverse. For example, almost half of the
experts surveyed represent the telecommunications, media, and technology sector (Figure 3). About 22.8 % of the
surveyed companies work in the biotechnology and pharmaceutical sectors, 16.1 % of the companies participating
in the survey create technological solutions for specific industries, 10.3 % create innovations in instrument
engineering, and the remaining 4 % of the innovative companies specialize on the developments for the consumer
sector and education.

Other; 4,0%
Instrument

engineering; 10,3%“

Technologies for
industries; 16,1%

Telecommunications,
media, and
technology; 46,9%

Biotechnology,
pharma; 22,8%

Figure 3. Structure of the respondents by field of activities, %

The vast majority of the companies participating in the survey are mature. At the same time, 10.7 % of the experts
noted that their company was at the stage of the stable product monetization. Most of the companies surveyed are
in the business scaling stage, i.e., according to experts, their enterprise is able to cope with an increase in the
volume of work or output in a cost-effective and reasonable way at the current stage of development (Figure 4).

The share of mature innovative enterprises is at approximately the same level and amounts to 22.3 % in Russia
and 21 % in Kazakhstan. This indicator is slightly lower in Belarus and amounts to 16.9 % of the total number of
innovative companies.
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Figure 4. Structure of the respondents by the stage of development of innovative activities, % of the respondents

About 17 % of the companies surveyed are currently at the startup stage and have no revenue, while the annual
revenue of 27 % of the companies is less than USD 15,000. The distribution of respondents by average annual
revenue is provided in Figure 5.

= No revenue

m less than $15,000

" $15,000 to $150,000
B more than $150,000

u Refused to respond

Figure 5. Distribution of the respondents by annual revenue for the previous year, % of the respondents
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The experts were asked to evaluate the degree of their innovations during the study. For example, the majority
(43.3 %) of the companies say that their product is an improvement in innovation. More than a third of the
companies surveyed (37.9 %) describe their products as having advantages and disadvantages over peers, but not
being significantly better. Radical innovations are created by 17 % of the companies that offer fundamentally new
solutions and provide a technological breakthrough. The distribution of the expert opinions on the level of
innovation of their products or services is presented in Figure 6.

technology %

Technologies for industries

M Radical innovation that providesa
breakthrough and a fundamentally new
problem solving or need satisfaction

B Improvement in innovation, significant
improvement of the existing products

M High-tech product/technology/service with
advantages and disadvantages over peers,

but slightly superior to them

® Product that is inferior to peers, but for

some reason having its own niche inthe
0% 50% 100%

market

o

%

Figure 6. Distribution of the expert opinions on the level of innovation of their products or services

The managers of almost 62 % of the surveyed SMEs indicated an increase in internal spending on R&D over the
previous three years (Figure 7).
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Figure 7. Evaluation of internal spending on R&D, % of the respondents

The total number of the personnel in the surveyed organizations was 5,824 people. As such, the average number
of employees in innovative SMEs is 26 people.

The results of the study indicate that the companies with up to five full-time employees dominate in the
innovative sector today, their largest part being from Russia. Most of the innovative companies from Kazakhstan
and Belarus participating in the study have full-time personnel of six to 20 people. Almost every fourth company
employs from 21 to 50 people. The distribution of the innovative companies among the three countries by the
number of personnel is presented in Figure 8.

217


http://jssidoi.org/jesi/
http://doi.org/10.9770/jesi.2020.8.2(13)

ENTREPRENEURSHIP AND SUSTAINABILITY ISSUES
ISSN 2345-0282 (online) http://jssidoi.org/jesi/

2020 Volume 8 Number 2 (December)
http://doi.org/10.9770/jesi.2020.8.2(13)

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

40,2%

m 51 to 100 people
21 to 50 people

m6tp 20 people

1to5 people

33,0% —

38,0%

25,4%

Russia

Kazakhstan Belarus Total

Figure 8. Structure of innovative enterprises by the number of personnel

About 90 % of the respondents say that about half of the personnel in their organizations are researchers. At the
same time, 178 respondents (79.8 % of the respondents) noted that the number of researchers had decreased over
the previous three years, 16.5 % of the experts said that the number of researchers remained the same, and only
3.7 % noted an increase in this indicator. At the same time, similar trends in the decrease in the number of
researchers employed by innovative enterprises are observed in Russia, Belarus, and Kazakhstan.

The widespread part-time format is an interesting feature of the labor market in the innovative sector. Almost half
of the experts (48.7 %) from the SME managers note that they involve external part-timers and researchers under
civil law contracts to carry out the research work.

The structure of employment of part-timers in innovative companies in Russia, Belarus, and Kazakhstan is
similar: the majority of part-timers work in science and education and in the high-tech industry (Figure 9).
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Figure 9. Employment structure of part-timers in innovative companies, % of the respondents

About 58 % of the experts noted that self-employed workers (freelancers) were involved in the development of
individual topics, projects, as well as for the performance of certain works or provision of certain services.

One expert from the high-tech industry noted that R&D freelancers were involved in research that did not require
experiments at scientific laboratories and the use of sophisticated equipment.

According to the expert, it is easier and cheaper to find a qualified freelancer for a one-time project than to adapt a
new employee today.

The managers of more than 40 % of the companies noted that independent experts were involved in the
implementation of individual projects. The most popular freelance professions involved in innovative projects are
“web and mobile design”, “development of other software”, “development of desktop software”, “e-commerce

9 6

development”, “product management”, and “Q&A testing”.

It must be noted that, despite the possibility of hiring part-timers in the innovative sector, more than half of the
innovative companies (51.8 %) lack staff with the necessary education and experience.

The companies feel the particularly acute lack of specialists in the following activities: promotion, sales, and PR
were indicated by 58.6 % of the innovative companies experiencing staff shortages; research and analytics (52.6
%); information technology (45.7 %); and strategic management (44 %).

At the same time, staff shortages are not a critical problem for the research participants in the development of
their activities. The experts name a shortage of financial resources, difficulties in raising external financing, as
well as a shortage of professional personnel as the main obstacles to the growth of the innovative activities of the
population and SMEs (Figure 10).
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Figure 10. Barriers to increase innovative activities, % of the respondents

The analysis of expert opinions indicates that the relevance of barriers depends on the stage of development of an
innovative product and/or technology.

For example, the main problems at the startup stage are the lack of funding and the difficulties of translating the
idea into a product and the difficulty of obtaining external financing. More mature enterprises are more likely to
experience difficulties associated with business growth, staff shortages, and the organization of internal processes.

5. Discussion

The results of the study reveal that many aspects of the development of innovative ecosystems in Russia, Belarus,
and Kazakhstan are quite similar and generally do not correspond to the scientific and technological potential. The
development of innovative SMEs in the three countries has common problems: the limited access to financing, the
low motivation for innovative activities, and the lack of personnel with the necessary level of education and
experience. This is generally consistent with the results of studies on entrepreneurship issues (Biryukov, et. al.
2020; Suglobov, et.al. 2020; Dudin et al. 2020; Krasnov, et. al. 2019). However, attention should be paid to some
important issues.

The vast majority of the experts (89.7 %) expressed the view that the development of innovative entrepreneurship
depended on the efficient measures aimed at encouraging the inventive activities of the population and at creating
favorable conditions to reduce the shortage of professional and experienced personnel in innovative companies.

Three quarters of the experts agree that financial support measures for inventors and tax incentives are the main
incentives for innovative activities (Figure 11).
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Figure 11. Incentives for innovative activities of the population, %

The experts name the need for legislative consolidation of the responsibility of employers for the late payment of
remuneration to the inventors, as well as establishing minimum amounts for paying for the creation of intellectual
property results as the priority measures aimed at enhancing the financial motivation of inventors (Figure 12).
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Figure 12. Priority measures to enhance the financial motivation of inventors

The rules for the payment of remuneration to the authors of employee inventions, utility models, and industrial
designs are currently established at the legislative level in the countries under study. However, the need to
conclude special agreements and the lack of responsibility for nonpayment of such remuneration established at the
legislative level discourage employees of universities, research institutes, and innovative companies.

In the course of the interview, the experts proposed introducing standards into national laws providing for the
procedure for paying remuneration for the creation of intellectual property results and the commercialization of
inventions, models, and industrial designs.

About half of the experts (48.7 %) consider it necessary to consolidate the responsibility of employers for the late
payment of remuneration to the inventors at the legislative level, and 43.3 % of the respondents spoke in favor of
setting the minimum amount of payments for creating the intellectual activity results. About 39.3 % of the
respondents note the possibility of establishing the minimum amount of remuneration to the author or the team of
authors in the event of the conclusion of a licensing agreement between the employer and the third party for the
right to use an employee invention.

A third of the experts surveyed (33 %) noted the need for a mechanism to offset the costs of “commercial
packaging” of the invention.
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The mechanism of an innovative voucher can solve this problem. The experts proposed to study the innovate
experience of the EU member states and to prepare the necessary regulatory framework in order to launch the
mechanism for using innovative vouchers. Innovative vouchers provide firms with a financial incentive on a
noncompetitive basis (as opposed to cooperative R&D grants) to introduce small-scale innovations by
establishing links between the SMEs and the state research institutions. They serve the dual purpose of directly
encouraging the exchange of knowledge and of building long-term relationships between the industry and the
knowledge providers. Voucher schemes provide small amounts of the state subsidies to the SMEs to help them
access external support to develop specific competencies. An analysis of international experience in applying
voucher schemes suggests that they can help SMEs increase their innovative potential and overcome specific
barriers to their development, such as risk aversion.

Slightly less than a third of the experts (31.8 %) note that there are no mechanisms allowing inventors to
participate in exhibition and forum events abroad on favorable terms today. They offer to extend the mechanism
of cost compensation for the participation in such events as measures of financial motivation.

About 27.7 % of the experts believe that the rules for compensation for the costs for patenting abroad in force in
the countries under consideration do not apply to individuals. They noted the need to include these rules in the
program to support the export of intellectual property rights.

Almost a quarter of the experts (24.1 %) propose creating a mechanism similar to the deposit insurance system,
which will allow banks to lend against intellectual property while insuring the risks in insurance companies.

Tax incentives were mentioned by 72.3 % of the experts as a motivation for the development of innovative
entrepreneurship. The experts propose the abolition of VAT, the introduction of a multiplier for the costs of patent
services, tax exemptions for transactions with intellectual property rights, and the payment of compensation
through taxation of the expenses for patenting abroad as the main tax incentives (Figure 13).
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Figure 13. Tax incentive measures, % of the respondents

The existing VAT collection schemes in Russia, Belarus, and Kazakhstan create a barrier between the innovative
SMEs and the large companies that require “input” VAT. The experts (24.6 %) made a proposal to replace VAT
on products manufactured in the countries under study with sales tax. This will allow to transfer the tax burden to
the retailer without budgetary losses as the final link in the production and sale chain.

Due to the postponed economic effect of inventive activities, there are currently no patent services in the structure
of many companies. About 18.8 % of the respondents suggested that the costs associated with the maintenance of
patent offices should be attributed to the production costs for income tax purposes.

More than 16 % of the experts identified exemption from taxation on the transactions related to the payment of
author’s royalties, sale of rights under license agreements, and sale of exclusive rights to inventions as incentive
measures.

The experts indicated infrastructure support for intellectual property (43.3 %), the development of new forms of
integration of universities and industrial enterprises (39.3 %), customs protection of domestic copyright holders
(36.2 %), and improving the technology transfer system (33.9 %) almost twice less often than the financial
support for authors and tax incentives.

As such, it can be stated with great confidence that the application of the above incentive measures in
combination with the efficient mechanisms for creating a market for new inventions will create favorable
conditions for the development of entrepreneurship and forms of self-employment in innovative sectors of the
economy.

Conclusion

The results obtained in the course of this study have confirmed the hypothesis and are an important step towards
the formation of a comprehensive identification of the existing innovative landscape in the three countries of the
EAEU integration association and the development of directions for its development.

Despite the available innovative potential, the level of innovative activities remains quite modest. The main
barriers to the development of innovative entrepreneurship are the lack of financial resources, the unforeseen
expenses, processes, etc., and difficulties in raising the external financing.

The main measures to encourage the innovative activities of the population in the EAEU member states include
financial incentives for inventors, tax incentives, infrastructural support for intellectual property results,
development of new forms of integration of universities and enterprises, customs protection of domestic copyright
holders, and improvement of technology transfer systems.
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