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Bucnoeku. KoHuenuis AMHaMIYHUX 3710HOCTEl MOKe po3IIsiIaTiCs SIK MiJIXiJ, 110
PO3BUBAETHCS Ta MOTEHIINHO IHTETpye HOBITHI JKepena KOHKYpeHTHuX mnepesar. Jlo-
CITIDKEHHS TT0Ka3aJ10, M0 KOHIICTIIisI THHAMIYHAX 3M10HOCTEH TSHKIE O CTBOPEHHS ITi-
JCHOI aHATITHYHOT CXeMH, Ha OCHOBI SIKOT MOKJIMBO SIK IHTETpyBaTH HAasBHI KOHIENITY-
abHI Ta EMITIPUYHI 3HAHHS, TaK 1 PO3pOOIIOBATH MPaKTUYHI pexoMmeHmarii. Haykosa
HOBH3HA OJIEPYKAHUX PE3yJIbTATIB IMOJISITa€ Y TOMY, IO BIIEpPIIE 3alPOIIOHOBAHO BUOK-
pEeMITIOBATH TMHAMIYHI OpraHi3aiiifHi 3110HOCTI B 001aCTi iIHBECTUIIIMHOTO 3a0e3eUeH-
HS JISUTBHOCTI miAnpueMcTB. [lepcrekTHBH MOanbIIUX JOCHIHKEHb OB’ SI3aHO 3 BH-
BUCHHSIM MPUKJIAJHUAX AaCHEKTIB YOpPaBIiHHSA JUHAMIYHHUMH  OpraHi3aliiHUMH
3110HOCTSAMU, BUMIPIOBAaHHSM iX BIUIMBY Ha €()EKTUBHICTH 1 pe3yJIbTaTUBHICTh JISUIBHO-
CTI MIANPUEMCTB, @ TAKOXK 1HTETPALIEI0 Y CYyYaCHI CUCTEMH MEHEIKMEHTY.
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Abstract. An analysis in innovation policy with relevance to raising the
economy’ competitiveness, to enhancing entrepreneurship, to untapping the huge
technical potential of Ukraine, and to stimulating investment and innovations in
Ukraine is given. The presentation is intended to contributing to an interactive
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discussion on those policy options for action both from innovation policy and
legal framework sides likely to contribute to leading Ukraine to a knowledge-
based economy.

The trilogy «Innovation Policy: European Benchmarking for Ukraine» is outlined. It
presents three consecutive steps how to lead Ukraine to a knowledge-based competitive
economy. Considerations on important mechanisms which proved useful in EU Member
States in the area of innovation were taken into account.

In Innovation Policy: European Benchmarking for Ukraine Volume 1»Key features
of innovation policy as a basis for designing innovation enhancing measures leading
Ukraine to a knowledge based competitive economy — Comparison EU and Ukraine»'
thirteen topics in research and development, technological and innovation policy in the
EU and in Ukraine likely to have a major impact on the competitiveness of Ukrainian
economy were analysed. Main comparisons between Ukraine and EU countries were
drawn. Strategic policy issues and challenges for action were drawn.

e In Innovation Policy: European Benchmarking for Ukraine Volume 2 «The
analysis of the legislation of Ukraine in the sphere of research, development and
innovation activity and suggestions for amendment of legislation»” the legal frameworks
regulating the issues as of Volume 1 in Ukraine, in the EU and in its Member States is
analysed. Based on the comparative analysis proposals on improving legislation in the
field of innovation, research and development in Ukraine were elaborated.

e The analysis carried out in Volumes 1 and 2 were the basis to draw policy options
for action laid down in Innovation Policy: European Benchmarking for Ukraine
Volume 3_«Innovation in Ukraine- Policy Options for Action»’. The effort was
concentrated in identifying some main barriers and drivers to innovation in order to
propose 87 sets of actions that could be useful for the policy makers to consider. The
proposed sets of actions/measures have been grouped under main six policy action lines:
«Better governance in favor of innovation»; «Enhancing innovation in enterprisesy;
«Bridging R&D potential with Industry»; «More Innovation in Regions»; «Developing
an innovative culture»; and «Globally competitive on Eco-innovation». Each proposed
action therein is characterized as framework modification, new programme or mode of
financing and, changes or additions in the legislation/regulation conditions, and each
policy action contributes to leading Ukraine to a knowledge-based competitive
economy. Among those 25 policy actions were ranked with high priority. It is estimated
that the proposed measures could lead to a substantial improvement of the Ukrainian
positions in innovation relevant indicators to move Ukraine from the group of
«catching-up» countries to the group of «moderate innovatorsy.

The materials are promoted at http://innopolicy.com.ua/?page id=934&lang=en
They can be used by policy makers for the analysis, discussion and adoption of specific
decisions on the development of major areas of science, technology and innovation
policy.

" Rumpf G., Strogylopoulos G., Yegorov I. — Kyiv 2011. Innovation Policy: European Benchmarking for
Ukraine Volume 1 «Key features of innovation policy as a basis for designing innovation enhancing measures leading
Ukraine to a knowledge based competitive economy — Comparison EU and Ukraine» http://innopolicy.com.ua/wp-
content/uploads/GR_Monograph Volume 1 EN.pdf
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legislationy» http://innopolicy.com.ua/wp-content/uploads/Monograph Volume 2 EN.pdf
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Introduction. Congratulations to Ukraine for its 20™ anniversary on 24.8.2011. The
country has come a long way in the difficult and still ongoing transition process from
state to market economy.

The basis of the article was the observation that upon suddenly and unexpectedly
acquiring its independence in 1991, Ukraine’s technological, scientific and educational
communities found themselves in a curious position. They had been a major and formidable
player in the technological-scientific enterprises of the former Soviet Union. As such, they
had at their command a wealth of developed scientific knowledge, a powerful scientific
community, an extensive high technology industry, an advanced educational system, and a
highly educated literate population thoroughly grounded in the sciences and technology.

With such substantial attributes, one might expect that after a certain period of
adaptation, Ukraine would be ready to forge ahead and be able to compete effectively in
the global marketplace of applicable ideas and technology, as well as in the areas of
research and innovation. However, that is not what happened. Although in its study of global
sustainability, «Geoinformatics and sustainable development» (http://www.wdc.org.ua), the
World Data Center assessed that Ukraine at the end of the 1980’s had one of the best
starting conditions among the countries of the former Soviet Union and its sphere of
influence, it also noted that Ukraine had not managed to benefit from its advantage.
During the last four years, the rating table of the index of global competitiveness shows a
decline from 72nd place to 82nd out of 139 countries ranked (http://www.weforum.org).
And so, now after 20 years of independence, Ukraine is still struggling and unable to
fully capitalize on its significant educational, scientific, and industrial strengths.

Considering the various positive developments that could arise from having a strong
Ukraine, the major question at this stage is: «Can Ukraine’s economic decline be turned
around and, if so, how?» An understanding of why such a technologically advanced
country did not thrive would begin to give us insight both into what was lacking and
what is needed now.

The obstacles to economic and commercial success for Ukraine were numerous
ranging from the shock of the breakup of the Soviet Union to the realization that
Ukraine was not fully prepared for independence and was not prepared to fit into a
market driven consumer economy, let alone to reap any benefits from it. A market
economy requires a lot of initiative and capital. Initiative, while often available, was not
always promoted. There were no precedents for business development on a large scale.
There were no ready ways to know who owned what especially when it came to
intellectual property. There were no laws to protect inventors, investors, businessmen,
and their businesses. Both among potential innovators and among lawmakers, there was
a lack of knowledge and experience in how Western style market economies work. As
for capital, Ukraine was hard pressed to maintain itself and had no capital for innovation
and commercialization investment. Foreign capital, given the legal uncertainties and the
risks, shied away from investing in Ukraine.

Evidence shows it is difficult for Ukraine and other countries of the former Soviet
Union to change. The world is witnessing the struggles that arise when a country and its
populace must consciously choose another approach to living and conducting their
affairs. In the former Soviet system scientific research and innovation were basically
state property and as such had to be strictly guarded and controlled. Since independence,
Ukraine and the other CIS countries have tried to develop legal systems to help manage
their scientific activities. The Western models for business creation and operations were,
and are still regarded with suspicion by some. Changing a country’s old habits and
beliefs takes education, re-training, re-interpretation and time.
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The old centrally planned economy had failed. The old system had determined the
value and worth of the various scientific and technological endeavors according to how
they furthered the priorities of the state. Foremost among these priorities was the
military complex. Generally, rewards were not linked with economics or the consumer;
consumer innovation and commercialization were being a central priority of the state
run economy.

Changing to a consumer market driven system meant that the state’s priorities had to
change — a difficult process under any circumstances with Ukraine being no exception.
In turn, a change in priorities would also mean changes in the established systems of
rewards, honors and privileges. Such changes cause major disruptions that test and fray
the existing social fabric of a country. Today, Ukraine is still struggling with these
disruptions. Some segments of society have been willing to cast aside many of its
former values; other segments have not. The formation of a viable, unifying and
dynamic Ukrainian identity is ongoing, and the struggle to bring about useful and
workable changes goes on. In such a climate Ukraine’s economy help is especially
critical in the areas of science, innovation, technology, commercialization, and
international collaboration through knowledge management and exchange.

In terms of growth, the economies of the West are knowledge-based. Technology is
the major driving force, and through patenting and licensing and the formation of new
start-up companies high technology jobs are created. Success leads to profits and more
jobs which then lead to national well-being, national stability and further investment and
success. These are all sorely lacking in Ukraine at present; the world of commerce is
still relatively new and the world of consumer product commercialization still holds
many mysteries. And yet, each year approximately 100,000 students graduate from
Ukrainian universities only to discover that Ukraine’s economy still has to create
enough suitable jobs in order to absorb this annual flow of newly educated
professionals. The development of high-tech ideas and products that can compete in the
marketplace is a necessity, but so far it has not gained momentum.

There are many obstacles to the commercialization of scientific research in Ukraine:
scientists lack adequate knowledge, experience, and preparedness for commer-
cialization; management lacks effective managerial skills as regards research activities;
financing for innovation is markedly insufficient; commercialization of research activity
is hampered by the shortcomings of the legal structure; and overall there is the absence
of an effective infrastructure for innovation. In contrast, market economies are
empowered by their utilization of trained business and commercialization experts
ranging from MBAs to patent and corporate lawyers, from knowledge and innovation
managers to business development experts. Such experts are scarce in Ukraine.
Formerly there had been no perceived need for them or their services. Now, however, it
is becoming clear they are needed.

Statistics in Ukraine show that only 14,2 % of enterprises are involved in
innovative activity and only 6,7 % by sales volume is realized through innovative
production. All of these factors highlight the need for training, experience, and
exposure to effective practices. In order to compete globally, various Ukrainian
professional and social institutions need to understand how technology makes
money and affects the economy, and then to coordinate their efforts toward
rewarding goals.

Certainly there are obstacles that Ukraine has to overcome, however, the foundation
and potential for innovation do exist. Ukraine, today, has more than 100,000 industrial
enterprises, about 300 scientific institutes and universities, and an active scientific
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community of approximately 100,000 scientists. In terms of the total volume of natural
resources, Ukraine occupies one of the leading positions in the world for coal, metals,
uranium ores, and minerals. Although Ukraine’s exports consist largely of metallurgy
products (up to 35 %), every year the share of machine-building, high precision
equipment construction, and information technologies is growing. Even more indicative
of technological potential is the fact that today’s Ukrainian university graduates and
scientists are welcomed in all parts of the world, and Ukraine remains a world leader in
the areas, among others, of space and aviation technology, cardiovascular surgery, high-
tech specialized metal welding, and in the preparation of certified computer
programmers.

Furthermore it is important to recognize that, even at such a time of economic
difficulties, collaboration between investors and scientist-innovators can be mutually
rewarding, and that the commercial potential from scientific discoveries and technology
developments can be great if one takes the time to uncover them and to work
collaboratively with them. Ukrainians scientists are eager to see their developments and
inventions in use by consumers in the global arena, and they are seeking collaborative
opportunities with Western investors and the formation of joint ventures. The more
training, experience, and exposure to the West that they can get, and the more trained
business and managerial professionals that they can work with, the more smoothly will
it be possible for them to participate in the global market economy. It is clear that
training business/managerial professionals is central to Ukraine’s transitioning to a
market economy.

This introduction has shed some light on Ukraine’s major difficulties in transitioning
to a global market economy. An analysis on Western and Ukrainian experiences in
detail in thirteen areas in innovation policy likely to having either a beneficial or a
hampering effect on leading Ukraine to a knowledge-based competitive economy was
carried out. The analysis brings us back to the major question posed earlier above: Can
Ukraine’s economic decline be turned around and, if so, how? In this publication we
discuss the major concerns. The aim is to turn to the issue of reversing Ukraine’s
economic decline: «Can it be done?» By the analysis the author wants to contribute to
the answer «Yes.» Ukraine has much to offer and all effort must be made to untap its
enormous potential.

Information and analytical materials that characterize the current state of policy in
science and innovation in the EU and Ukraine is provided (see literature reference 1).
Thirteen topics of importance in research and development, technological and
innovation policy were reviewed:

¢ Innovation driven, sustainable growth models

¢ Financing innovation

e Promoting R&D and innovation: Tax incentives and support services

e Innovation Culture

e Setting priorities for innovation and technological development

¢ Networking innovation and business support infrastructure

e Coordination, roles, and responsibilities within National Innovation System (NIS)

e State programmes in research and innovation

e State and regional policy for SMEs on research and innovation

¢ Innovation indicator tools

e Regional innovation programmes

e Decentralisation factors

e Peculiarities of innovation development of steal and coal regions
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These topics were analysed in the EU and in Ukraine with the help of international
and Ukrainian specialists. Main comparisons between Ukraine and EU countries were
drawn. Strategic policy issues and challenges for action drawn. The legal framework of
these issues was analysed (see literature reference 2). Moreover this analysis was the
basis to draw policy options for action (see literature reference 3).

Statement of the problem. Ukraine’s international position over the last two years
has unfortunately worsened in most of the global competitiveness indicators. According
to the 2011 World Bank Doing Business Report, Ukraine, a lower middle-income
country, is 145th of 183 countries by the indicator of ‘ease of doing business’. In
chapters 1 to 5 in the above mentioned strategy paper «Innovation in Ukraine. Policy
options for Action» (also called «Action Plan») (see literature reference 3) the
competitive position of the country globally, the role of the enterprises in the Ukrainian
economic system, the main infrastructures and their functionality, the main
characteristics of the system governing innovation at national and regional level, as well
as the most important framework conditions that support or inhibit innovation activity
are described.

Results. The effort was concentrated in identifying some main barriers and drivers to
innovation in order to propose (in Chapter 6) sets of actions that could be useful for the
policy makers to consider. The proposed sets of actions/measures have been grouped
under main six policy action lines (PAL) chapter 6. Policy Options for Innovation
Support in Ukraine (see literature reference 3):

e Policy Action Line 1: Better governance in favour of innovation

e Policy Action Line 2: Enhancing innovation in enterprises

e Policy Action Line 3: Bridging R&D potential with Industry

e Policy Action Line 4: More Innovation in Regions

e Policy Action Line 5: Developing an innovative culture

e Policy Action Line 6: Globally competitive on Eco-innovation

Each proposed action therein is characterised as framework modification, new
programme or mode of financing and, changes or additions in the legislation/regulation
conditions. We estimate that the proposed measures could lead to a substantial improvement
of the Ukrainian positions in innovation relevant indicators to move Ukraine from the group
of «catching-up» countries to the group of «moderate innovatorsy.

Among the proposed actions in Chapter 6 of the «Action Plan» the following
topics/proposed actions of particular interest for the scope of the conference are highlighted:
Gap stated policy goals and actual implementation
Governance public institutions
Protecting property rights and investors
Co-ordination design and implementation innovation policy
Structured process for priority setting
Financial market development and venture financing
Tax incentives
Innovation and business support infrastructure leading to internationalisation of
enterprises and research institutes.

1. GAP STATED POLICY GOALS AND ACTUAL IMPLEMENTATION

A key problem in Ukraine is the gap between the stated policy goals and actual
implementation of policy measures. The idea of knowledge-based economy, driven by
innovation, has been discredited in the Ukrainian society, due to many ineffective and
inconsistent actions by the public authorities and announced measures that were never
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been put in practice. In addition, mechanisms for implementing innovation policy
tended to suffer due to the fact that innovation policy has not been given a high priority
by the state authorities. Legal acts on innovation support have, in many cases, a lower
priority when compared to other state regulations (e.g. Law on the State Budget). This
results in innovation initiatives being blocked. Such unfavourable developments have
created a gap between science, education and the economy (businesses).

It is recommended to clearly define responsibilities and budget. Clear linkages
between expected results of activities and their impact and performance need also to be
established. Official declarations regarding the need for innovative development need to
be supported by carefully tailored measures and, especially by appropriate and efficient
mechanisms, programmes and framework conditions.

2. GOVERNANCE PUBLIC INSTITUTIONS

Another key problem in Ukraine is the missing adherence to international standards
of governance. This often puts impedes the adequate implementation of decided actions
and measures geared at stimulating innovation.

It is recommended to introduce European governance standards to public
institutions by applying to criteria for an effective legislative framework: 1.
Identification and punishment of violations; 2. Definition of norms and procedures for
the decision-making process and prevention of discretionary decision-making; 3.
Safeguard the independence of controlling or supervisory bodies from those under
supervision; 4. Mandatory regular controlling and monitoring of organizations,
procedures and standards; 5. Provision of constant oversight over the effectiveness of
legislated norms and rules; and 6. Universal application of deontological rules, that is, a
code of conduct for public servants.

3. PROTECTING PROPERTY RIGHTS AND INVESTORS

Another key problem in Ukraine is the unsatisfying protection of property rights and
investors representing a major barrier to economic development impeding decisions
towards much needed FDI into Ukraine. According to the International rating of
Ukraine by Global Competitiveness Indices (GCI) 2011/12 Ukraine ranks 137 (!) out of
142 countries in protecting property and investors. This position has been worsening
over the last years.

It is acknowledged that international trade rules and practices and intellectual
property agreements strongly influence countries’ abilities to attract partner and foreign
investments, benefit from technology transfer through increased trade opportunities, and
stimulate local innovation. Governments endeavour to create an adequate framework to
build an enabling environment that is both attractive to foreign investment and locally
supportive to innovation, adaptation of technology, and dissemination of knowledge.
Government policies to support innovation should embark on reforms that update the
regulatory and institutional framework for innovation and remove bureaucratic,
legislative and regulatory obstacles to innovation. These obstacles affect competition
laws, licenses to operate, government authorizations, technical norms and standards,
customs procedures, and many other regulations and processes.

It is recommended to guarantee property right protection according to international
standards. This embraces the evolvement of the legal system to cover transaction and
disputes that arise over the possession, use, transfer, and disposal of property, most
particularly involving contracts. Accompany the law defining such rights with judiciary
adjudicating and enforcing property rights. This legal certainly will positively contribute
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to the investment climate that determines also the degree to which transnational
corporations are encouraged to raise local capabilities. More Foreign Direct Investments
(FDIs) will result and will be important channels for technology and knowledge transfer
to Ukraine.

4. CO-ORDINATION DESIGN
AND IMPLEMENTATION INNOVATION POLICY

Another key problem in Ukraine is the weak definition of responsibilities of key
actors in design and implementation of innovation policy. There were several state
ministries and agencies in Ukraine responsible for support of innovation activities,
but their competences were and still are overlapping and not clearly defined. Most of
them had historically no sufficient resources to conduct innovation policy
effectively.

To focus on the still strong scientific and technological structures is an economic
challenge for the country. New innovative enterprises could be developed and used as a
model for the rest of the economy. More efficient public coordination and
infrastructures is needed in order to succeed in this. Reforms should not be related
towards single changes in the system but should represent a coordinated effort. Also,
changes and activities on many «fronts» require a well-developed communication and
coordination mechanism supported by policy makers, the administration, the science
and innovation community and the wider public. This approach cannot be supported
with the creation of ad-hoc Committees, without putting adequate political weight on
both decision-making and budgets. Building an innovation driven development strategy
constitutes a radical shift in the development paradigm of the country and conforms to a
swing into the European development path. A necessary precondition for this is the
elaboration of a strategy that is supported by the major stakeholders in the society. Such
a strategy would allow the creation of efficient decision-making and coordination
structures. Coming up with a shared and operational vision for Ukraine may be the
biggest challenge of all.

It is recommended to specify in detail the responsibilities of the bodies that should
design and/or implement innovation policy in the country, in addition to the recent
approval of the MEDT, MESYS and SASII regulations by the President. The distinct
role of SASII (the innovation agency) with fixed political value, scope, functions, long-
term existence and budget is very important in order to perform the policy directions
and to implement the measures decided. Additionally, the policy shaping mechanism
should also be elaborated further. It is proposed to create an effective advisory body by
the President solely for policy development, like the case of Finland. The Finnish
Research and Innovation Council consists of the Prime Minister, the Ministry of
Education, the Ministry of Economy, the Ministry of Finance, up to four other
ministries, leading funding organisations, business and industry employee organisations,
universities, and other qualified members. It is managed by a Council Secretariat with
three staff that initiates and elaborates proposals. The Council convenes four to six times
per year do discuss key problems of S&T and innovation development and to generate
recommendations to the government.

5. STRUCTURED PROCESS FOR PRIORITY SETTING

Another key problem in Ukraine is the implementation mechanism of agreed
priorities. A lot of effort had been put to legislation and steering of activities but the set
priorities were not properly implemented, monitored or evaluated.
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In industrial countries technology (and later innovation policy) has always had a
strong focus on promoting specific themes, technologies and industries that are expected
to contribute to the societal and economic policy objectives. Setting of priorities for
technology development has therefore been a key issue for innovation policy from the
beginning.

Based on the developments in the priority setting process different kinds of priorities
exist today in innovation policy:

e Mission-oriented priorities

e Functional priorities

e Thematic priorities

The first relates to various targets for innovation policy. A typical example has been
the 3 % target for R&D expenditure as a share of GDP in the EU RTDI policy priorities
or internationalisation of research. The second type of priorities refers to the
development of specific functions in the national innovation system such as financing or
researcher mobility. Examples of these can be e.g. the recent priorities in the Finnish
National Innovation Strategy that emphasize e.g. promoting business R&D investments
is to develop more market incentives for firms and other organizations to innovate. The
thematic priorities are often related to specific technology or business areas such as
nanotechnology, services or eco-innovation.

It is recommended to set up a structured process for setting priorities for R&D and
innovation policies in Ukraine. A key factor of success is the co-ordination of the
involved actors. Research and innovation priorities should be shaped taking into
consideration forecast-analytical studies and global technological trends based on the
results of the National Foresight-type programme with broad involvement of the
representatives of national business circles and foreign experts The Ukrainian
authorities should mandate the relevant bodies (Academies, agencies, funds etc.) to
prepare the methodology for this priority setting process. The process should involve
identification of themes, experts/stakeholders/users consultation, budget estimates, etc.
It is important to increase the share of competitive financing of R&D and
implementation of co-financing principles for industry-oriented research.

6. FINANCIAL MARKET DEVELOPMENT
AND VENTURE FINANCING

Another key problem in Ukraine is the overall low level of R&D financing in
Ukraine. The proportion of GDP has declined over the last years and has reached its
lowest ever record since the country gained its independence. According to the
International rating of Ukraine by Global Competitiveness Indices (GCI) 2011/12
Ukraine ranks 116 out of 142 countries in financial market development. This position
has been worsening over the last years. The recent years and in addition to the banking
crisis, corporate and consumer lending to innovative enterprises by the banks has been
very limited. In addition, the amount of investments for private equity is also limited
and it is less than 0,1 % of any given year. There are more than 500 so-called «venture
funds». However, these fund are mainly focused on real estate projects and do not invest
in high-tech and start-up companies. As far as international venture funds are concerned,
they do not show strong interest in Ukrainian technology projects also because there is a
strong focus on the technology itself and not on the business aspect.

Ukraine faces several challenges related to innovation financing, namely

e Increasing the overall volume of investment into innovation, both from the public
and private sources
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e Improving the governance of the innovation system, with consequences to
innovation financing

e Filling in the gaps in the innovation financing, such as development of effective
innovation support instruments for the business sector, particularly for SMEs and
encouragement of seed and venture capital

e Driving the overall balance of R&D and innovation financing from state
institutional financing more towards competitive and transparent, project-based funding
with clear innovation objectives.

It is recommended to

e Create an Ukrainian Fund for Innovation-Based Start-up Enterprises, a state-owned
financing company to provide start-up capital in the form of loans on a competitive
basis. The loans can be used for investments in machinery and equipment, as working
capital, for other start-up or expansion innovation projects. The programme is suggested
to be implemented by SASII — to execute the overall management of the Fund; to form
an Expert Council; to organise business plans competition for innovation-based start-ups
on an annual basis; to monitor the activity of the Fund; to assess the performance, and
by MEDT and the Ministry of Finance — to foresee funding for the initiative in the
yearly approved state budget.

e Ensure allocation of fixed percentage of State Budget R&D expenditures (UAH
3,398.6 m in 2009) for credit support of SMEs. Establish within SASII a finance and
credit institution and its further transformation into the National Venture Company.

7. TAX INCENTIVES

Another key problem in Ukraine is a lack of effective economic incentives for
enterprises to carry out technological modernisation based on new knowledge. There are
no tax incentives for investments in R&D in Ukraine.

There are significant differences in the EU member states concerning the utilization
of this tool. Some countries have no tax incentives at all, while in most of the countries
different types of tax incentives exist: tax allowances, tax relief, etc.

It is recommended to investigate if and how R&D tax incentives can be embedded
within the overall taxation policy. It is hard to quantify the exact correlation between
R&D tax incentives and the global deployment of R&D. In any event tax preferences
should be given only to enterprises that can prove their innovation and R&D activities.
Policy makers may wish to decide to more directly steer innovation policy interventions
towards specific technologies and sectors. Care must be taken to balance the policy mix
rather than to focus on choices between R&D subsidies versus tax incentives.

8. INNOVATION AND BUSINESS SUPPORT
INFRASTRUCTURE SUPPORTING INTERNATIONALISATION
OF ENTERPISES AND RESEARCH INSTITUTES

Another key problem in Ukraine is the low level of international business and
research activities of companies and research institutes. Evidence shows that research
institutes, universities, and SMEs need services to support technology transfer, research
internationalisation, and business incubation services as otherwise they miss out on
business and technology cooperation opportunities. Researchers seldom engage in
international FP7 consortia and projects. Companies seldom close international
technology deals. Start ups often die prematurely as they are not properly supported.
Likewise the Ukrainian economy misses out on international business opportunities
leading to growth and jobs. In addition, Ukrainian innovation and business support
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infrastructure is «under-networked» when compared to their Western counterparts both
bilaterally and within networks. Being cut out from accumulated international learning
experiences, best practices, methodologies and tools ignites a virtuous circle. The
downward spiral of professionalism of provided innovation and business support
services makes it increasingly losing their raison d’ktre for assisting Ukrainian business
in becoming more competitive. Likewise the gap to state of the art business support
infrastructure widens and its actors are less and less able to provide state of the art
business support services designed to help client organisations become more
competitive in the globalised economy.

It is recommended to equip Ukrainian innovation and business support infrastructure
with appropriate resources and with international state of the art business support services
methodology and tools to help minimize and close this gap by setting up:

e Enterprise Europe Network Ukraine (EEN) to provide state of the art technology
transfer and brokerage services to Ukrainian SMEs and research institutes;

e A comprehensive Ukrainian NCP support system with thematic NCPs to be
systematically trained by the coordinating NCP; and

e Pilot Science and Technology Parks according to international standards. Such
parks would host large and small companies and would foster collaboration between
them. It would promote foreign direct investment. Said pilot Science and Technology
Parks should host a business incubator.

Conclusions. Ukraine has a well known reputation in the various fields of
Fundamental and Applied Research. It is fully understand that Ukraine is a big country
with excellent education potential, strong traditions in Science and Technology. There
are a number of persons and specialists who are doing the best of their efforts for the
transformation of Ukraine from an innovative economy perspective.

The EU countries went through a long and not so simple way of innovation
development. As a result some EU countries became word-wide innovation leaders;
some countries significantly improved their positions in terms of innovations. There is a
useful experience including positive and negative aspects. The author’s purpose was to
review it carefully, adapt to the Ukrainian conditions and to study together with
Ukrainian partners the opportunities of its implementation in Ukraine.

The presented suggestions do not represent something to teach anybody about, on the
contrary the author is are grateful for the long lasting and continuous cooperation,
interaction and validation process she has benefited from you and major stakeholders.
Some specific mechanisms applied in the innovation sphere in EU countries,
specifically those from the Balkans and the Central Eastern Europe which joined the EU
over the last years, proved their effectiveness.

Innovation really can be seen as major driver for economic development and
competitiveness and a source for profitable business. For instance, eco-innovation has
opened new markets leading to profitable business over the last years. Also innovation
in products and processes can add to more growth and jobs in both traditional and
organic agriculture in Ukraine.

The author hopes that the analysis and conclusions are useful for the design and
implementation of innovation policy and strategies in Ukraine.
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A. II. Osuapoea, HayKOBUl CIIBPOOITHUK
JY «IHCTUTYT €KOHOMIKH Ta POTHO3YBaHHS
HAH VYxkpainn»

EKOHOMIYHA OIITHKA IHBECTI’IHIfIHIjZX ITPOIIECIB
Y KPAIHAX CHA Y IIOCTKPHU30OBHH IIEPIO

AnoTania. Y crarti mpoaHasizoBaHO TeHAEHIiI B iHBecTUlliliHill cdepi B
Ykpaini Ta kpainax CH/I y mocTKpHu30BUil IIepios, BU3HAYEHO OCOOAMBOCTI 3aAy-
4YeHHs IHBECTHUIIiHl B OCHOBHHH KalliTaA, BUSBACHO AUCIIPOMIOPILI B po3romiai iHBe-
CTHUIIIH 3a BUOAMH €KOHOMIYHOI OiIABHOCTI i B perioHaABHOMY PO3pi3i Ta po3pob-
A€HO TIPOMO3MWILI III0A0 CTPATEeriYHUX IIPIOPUTETIB MOEP3KaBHOI IIOAITHKU B
iHBecTHLINHIH cdepi.

Karo4oBi cAaoBa: iHBecTHIll, OCHOBHHI KalliTaA, BUAHM €KOHOMIYHOI MiIABHOC-
Ti, IpsAMi iHO3eMHi iHBecTHIli], iHBeCTHIIiliHA ITPUBaOAUBICTD

Beryn. CrorosHi iHBeCTHIIIT BiAITpalOTh iCTOTHY poib y (DYHKIIOHYBaHHI i po3-
BUTKY €KOHOMIKH. 3MiHM B KiJIbKICHUX CITIBBITHONICHHSAX 1HBECTHUIIIN BILIUBAIOTH Ha
00csr CycniJibHOro BUPOOHUIITBA I 3alHATOCTI, CTPYKTYpHI 3pyIIEHHSI B €KOHOMIII],
PO3BUTOK raiy3eil 1 chep rocmogapcTBa. 3a0e3neuyloyud HarpoMajkeHHs (OHIIB
HiIPUEMCTB, BUPOOHMYOIO MOTEHIliaTy, IHBECTHIIlT Oe3MocepeIHbO BINIMBAIOTH Ha
NOTOYHI W MEpCIEeKTHBHI pe3yibTaTH TI'OCNOAAPCHKOI JiSIBbHOCTI Ta €KOHOMIYHUMN
PO3BUTOK KpaiHHU.

B noctkpuzoBuii nmepion y kpainax CHJI nyke roctpo cToiTh mpobiema 3abe3me-
YeHHS SIKICHOTO OHOBJICHHS Ta PO3IIMPEHHS OCHOBHUX 3aC00iB, OCKUIBKH TOHAJ
40 % OGanaHCcOBOi BapTOCTI OCHOBHHMX 3aC00iB CTaHOBJIATH 00’ €KTH BikoMm monan 30
pokiB. CepenHiil CTymiHb 3HOCY OCHOBHHX 3ac00iB mepesumiye 60 %. [aBectuuii B
ocuoBHmi kamitan (OK) B ocTaHHi 2 pOKHM 3HAXOIATHCS, HANPUKIAL B YKpaiHi, Ha
piBHi 13—16 % BBII. V¥ Toii xe 4ac, y kpainax €C Hopma iaBectuiiit B OK no Bia-
HomeHHio 10 BBII ne nmxue 30 %. ¥ Kurai )k B ocTaHHI pOKH L€l TOKa3HUK CKJIa-
nae 40—46 % [1].

301IbIICHHS KaIMiTAIOBKIAJEHb, B €KOHOMIKY Oararbox kpain CHJI y mepeaxpuso-
BUH IEpioJl HE CIIOHYKAJIO 10 MEepepo3Io/Iily IHBECTULIIHHUX pecypciB Ul MacOBOI 3a-
MiHM OCHOBHMX 3ac00iB, SIKI BIATIpallOBajJy HOpMAaTUBHUHM TepMiH. HaBiTk Ti 0oOcsiru
KOIITIB, IO JUIS IIbOTO BHILISUIACS, HE CTBOPWIIM MaTepialibHO-TEXHIYHE MIATPYHTS IS
e(heKTUBHOT poOOTH BUPOOHUYIOTO TIOTEHITIAITY.
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