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INNOVATIVE ACTIVITY IN THE INDUSTRY OF UKRAINE:
PROBLEMS, RISKS, AND DIRECTIONS OF STEPPING UP

The general status and recent positive trends in the innovative activities of enterprises in Ukraine have been discussed.
The key challenges and discouraging factors affecting the interest of Ukrainian corporations in innovations have been
analyzed. The risks of sustainability of the existing trends in the sphere of innovative and technological development, which
can lead to the preservation of outdated structure of the national economy have been identified. The priorities and medium-
term measures for overcoming the existing barriers in implementing a new model of economic development based on
investments into innovative activities, new industrialization, and industrial recovery have been offered.
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The modern period of world economic devel-
opment is characterized by deepening of global-
ization and liberalization of international trade,
when the manufacture of industrial goods goes
beyond national borders thereby forming a so-
called system of international production and
distribution relations referred to as «the global
value chains». As a result of specialization and
geographic fragmentation of the manufacture, its
more labor-intensive components are usually
transferred to the developing countries [1]. In re-
sponse to the challenges of new global reality, the
national industry should encourage and facilitate
the innovative activities as the most effective
means of improving the competitiveness of enter-
prises and joining the global value chains under
more favorable terms.

However, Ukrainian government still has not
formulated its clear attitude towards innovation.
In Ukraine, the main problem is a gap between
the political statements and the implementation
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of government decisions. The government fails to
back the official statements on the necessity of
innovative economic development by funding,
program documents, and mechanisms to encour-
age the innovative activities. The national inno-
vation policy is elaborated proceeding from the
theory of free markets and minimization of its
regulation by government, which manifests itself
in the rejection of active industrial policy, which
ultimately leads to de-industrialization and loss
of national technological framework for socio-
economic development and undermines the eco-
nomic security and freedoms.

The lack of approved strategy for the innova-
tion development of Ukraine causes problems
with the definition and practical realization of
the priority areas of science, technology, and in-
novation, complicates the formation of the na-
tional innovation system and, consequently, hin-
ders the transition of Ukraine’s economy to the
innovation-based way of development.

The above mentioned problems have drawn a
lot of attention from both Ukrainian and foreign
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researchers and scholars. The team of experts of
the Institute of Industrial Economics of NAS of
Ukraine believe that one of the main ways to ad-
dress the de-industrialization of national indus-
try is to promote the innovation activities and
the development of advanced manufacturing in-
dustry [2-4]. Key controversies, objectives, and
mechanisms for the effective development of na-
tional industry in terms of innovation and tech-
nological issues were highlighted by A. Amosha
[5, 6], I. Galytsia 7] Yu. Kindzerskyi |7, 8], L.
Fedulova [9], and M. Jakubowski [7].

Despite a large number of publications and re-
searches on the problem in hand, many issues
have remained unsolved because of their com-
plexity and novelty. So far, the industrial enter-
prises have not perceived the innovative activity
as major way to create a competitive advantage
for profit-making. It is a quite natural trend, giv-
en the peculiarities of the economic system of
Ukraine focused on subordinating the national
economic policy to the benefit of a narrow circle
of the people in power instead of serving the na-
tional interests.

The objective of this research is to discuss the
existing problems of innovative activity of indus-
trial enterprises in Ukraine, to identify the risks
of preserving the existing destructive tendencies

in the national industry, and to offer short- and
medium-term measures in order to overcome the
existing limitations.

The aggravation of socio-political situation in
Ukraine in 2013, the economy’s stagnation, and
the existing economic practice (mass corruption,
bureaucracy, corporate raiding (or illegal take-
over), and kickbacks as elements of the shadow
economy) are among the factors preventing the
industry leaders from doing the innovation. Ac-
cording to the State Statistics Service of Ukraine,
less than 20 per cent of industrial corporations
are involved in the innovative activity (see Table
1), which is well below the threshold (25%) [10,
125] and the leading advanced economies (Ger-
many (81.6%), Belgium (67.4%), Luxembourg
(66.1%), Ireland (66.0%), Sweden and the Ne-
therlands (60.3%), Austria (60.2%), and Finland
(59.2%)) [11].

It should be noted also that, as a rule, the inno-
vation activity of industrial corporations reduces
to the purchase of hardware, as evidenced by the
overall structure of innovation expenditure where
the cost of hardware and software dominate (see
Fig. 1; [12, 173], [13, 185]; [14, 2]).

However, in recent years, a positive trend to-
wards increase in spending on R&D activities has
been reported as in 2013 it added 6.7% (as com-

58 Science and Innovation. V. 10, no. 5, 2014



The World of Innovations

pared with 2012) and 9.6% (as compared with
2011). Despite the fact that in 2013 the innova-
tive activity of industrial corporations decreased
slightly, in general, over the past four years, this
index grew 1.2 times (as compared with 2010).
The share of industrial corporations that have
implemented innovations over the same period
increased as well; its growth rate accounted for
7.8%. The number of innovative products in-
creased 1.3 times, including new types of machin-
ery, equipment, appliances, and other hardware,
which grew 1.2 times. The number of new busi-
ness processes and manufacturing procedures
implemented in 2013 was the lowest in the last
three years and accounted for 77.1% as compared
with 2010 (see Table 1). Given the structure of
expenditure on innovation activities in the in-
dustry, one can conclude that decline in innova-
tive activities of industrial corporations in 2013
(as compared with the prior years) was caused by
unfavorable socio-economic situation in the co-
untry and by a cut in purchase of new equipment,
which in 2010-2012 was much higher.

The key problems of the national economy are
underdeveloped demand for innovation, its poor
quality, and weak market incentives for the de-
velopment of high-tech industry. There are a lot
of reasons for them. Firstly, there is no effective
system to stimulate innovation activities, as the
measures aimed at its development are canceled
as the state budget and other laws are revised an-
nually.

Secondly, the existing system of R&D funding
does not imply any commercialization of R&D
results. For the past six years, funding of science
in Ukraine varied within 0.74%-0.86% of GDP,
not reaching a threshold (over 0.9% of GDP) at
which science can significantly impact the devel-
opment of the economy (see Fig. 2; [12, 77], [15,
721, [16, 95], [17, 89], [18, 67], [19, 81], and [20,
30]). This situation substantially differs from the
practice of advanced economies, where material
financial resources, including the corporate funds
are allocated for R&D activities (see Table 2).

The chronic lack of funding undermines the in-
tegrity of R&D structure and continues to ex-

Table 1
Dynamics of Innovation Activity Indices of Industrial Corporations in Ukraine
Parameters 2010 2011 2012 2013

Number of corporations involved in innovative activities (% of 1462 1679 1758 1715
the total number of industrial corporations) (13.8) (16.2) (17.4) (16.8)
Number of corporations who have implemented innovations 1217 1327 1371 1312
(% of the total number of corporation involved in innovative (83.2) (79.0) (78.0) (76.5)
activities)
New business processes and manufacturing procedures 2043 2510 2188 1576
implemented

Including low-waste and energy saving technologies 479 517 554 502
Innovative products launched, descriptions 2408 3238 3403 3138

Including new machinery, equipment, appliances, and other 663 897 942 809

hardware
Innovative products sold (% of the total industrial goods 33697.6 42386.7 36157.7 35891.6
solved), UAH million (3.8) (3.8) (3.3) (3.3)
Innovative products sold overseas (% of the total innovative 13713.0 12630.6 13354.9 n/a*
products sold), UAH million (40.7) (29.8) (36.9)

Note. n/a* no data available.

Sources: [12, 163, 194, 203, 218, 219, 229]; [13, 175, 215, 230, 241]; [14, 1, 2].
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Fig. 2. The dynamics of knowledge intensity of Ukraine’s GDP

haust the staff: recently the number of employees
in R&D organizations has decreased by 12.7%,
including researchers by 10.6% (see Table 3).

The lion’s share of R&D funds is allocated for
salaries (in 2013, the salary accounted for 48.5%
of the total expenditure; in 2012, it made up
50.7%;in 2011, it amounted to 50.2% [22, 23]), at
the expense of upgrading the instruments and
equipment. Thus, about 75% of the equipment of
R&D institutions and laboratories of NASU has
been used for more than 15 years. For compari-
son, in the advanced economies, the service life of
equipment does not exceed 5—7 years [24, 5].

As a result, Ukraine has weak, mostly formal,
and unsystematic ties between the research sector
and the industry. There is no extensive infrastruc-
ture to render marketable state to the R&D re-
sults, to promote and to commercialize the research
products. The government target economic progr-
am for 2009—-2013 failed to address the problem of
incomplete innovation infrastructure [25].

Thirdly, the limited demand for innovations is
conditioned by manufacturing processes. The do-
minance of large businesses in the raw material seg-
ment, high monopolization in the majority of ma-
nufacturing sectors, limitation of innovation pro-
cesses at the enterprises that use ready-made te-
chnological solutions prevents the industry lea-
ders from funding the R&D sector and from using
the R&D products in the future. Moreover, under
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the current economic conditions the manufactur-

ers consider the innovative activity unprofitable

and even «dangerous» inasmuch as they have no
guarantee that the result of their investment in
new knowledge and technologies are protected

from expropriation by unlawful means [26, 46].
Until this economic model is replaced, the ow-

ners of industrial corporations will not be inter-

ested in a new model of development based on
investments in innovations, large-scale industri-
alization, and industrial recovery.

Given the above, one could state that currently
the priority objective is to elaborate a target gov-
ernment strategy for the innovation development.
This economic model implies the following mea-
sures:

+ To review the existing draft strategy of innova-
tive development of Ukraine elaborated pursu-
ant to the Resolution of Verkhovna Rada of
Ukraine of February 17, 2009, no. 965-VI on the
Parliamentary Hearings on the Strategy of In-
novative Development of Ukraine for 2010—
2020 in the View of Globalization Challenges.
For this purpose, it is necessary to establish a
committee consisting of representatives of go-
vernment, industry, science, education, culture,
and the general public, who will represent the
interests of individual institutions in discussing
the long-term objectives of the innovative devel-
opment of the country as a whole and its regions,
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in particular. The outcome of the commission’s
work should be updated (in order to meet new
challenges of deepening regionalization, global-
ization, and liberalization of world trade) strat-
egy (in the form of draft law) to be submitted to
Verkhovna Rada of Ukraine for approval;

+ To elaborate and to adopt the regional innova-

tive development strategies, to «reformat» the
existing regional strategies of socio-economic
development in accordance with the basic pro-
visions of the revised strategy of innovative
development of Ukraine;

Table 2
Investments and Government Support of R&D
in the EU Member States and in Ukraine (as of 2013)
oy | onRaD work (GERD), | Govrmmen ependis | Sharef s | Ve il

Belgium 2.22 0.70 68.5 0.307
Bulgaria 0.63 0.24 61.9 0.038
Czech Republic 1.88 0.87 53.7 0.056
Denmark 2.98 1.02 65.8 0.296
Germany 291 0.96 67.0 0.223
Estonia 2.15 0.90 58.1 n/a*
Ireland 1.73 0.53 69.4 0.196
Greece 0.69 0.45 34.8 0.045
Spain 1.29 0.61 52.7 0.192
France 2.23 0.78 65.0 0.307
Italy 1.22 0.53 56.6 0.138
Cyprus 0.40 0.34 15.0 n/a

Latvia 0.66 0.51 22.7 n/a

Lithuania 0.90 0.66 26.7 n/a

Luxembourg 1.49 0.49 67.1 0.538
Hungary 1.28 0.43 66.4 0.224
Malta 0.83 0.33 60.2 n/a*
Netherlands 2.15 0.93 56.7 0.300
Austria 2.83 0.88 68.9 0.134
Poland 0.89 0.56 371 0.234
Portugal 1.38 0.68 50.7 0.213
Romania 0.42 0.30 28.6 0.137
Slovenia 2.79 0.63 774 n/a*
Slovakia 0.82 0.48 41.5 n/a*
Finland 3.42 1.09 68.1 0.310
Sweden 3.39 1.08 68.1 0.289
UK 1.74 0.60 65.5 0.419
Croatia 0.75 0.41 45.3 n/a*
EU27** 2.06 0.75 63.6 0.277
Ukraine 0.75%12 0.33%12 23.3%12 n/a*

Note. 2 data for 2012; * no data available; ** generalized data for the EU with Croatia, the 28" Member State, exclu-

ded.

Sources: [12,77]; [20, 30]; [21].

Science and Innovation. V. 10, no. 5, 2014

61




The World of Innovations

Table 3
Dynamics of Number of Employees of R&D Institutions by Staff Categories
2010 2011 2012 2013
Total, % of the Total, % of the Total, % of the Total, % of the

employees total employees total employees total employees total
Total 141086 100.0 134741 100.0 129945 100.0 123219 100.0
Researchers 73413 52.0 70378 52.2 68599 52.8 65641 53.3
Technicians 16151 11.4 14591 10.8 13433 10.3 12212 9.9
Supporting staff 26032 18.5 24779 18.4 23866 18.4 22649 18.4
Others 25490 18.1 24993 18.6 24047 18.5 22717 18.4
Including
Doctors of Science 4478 3.2 4417 3.3 4489 3.5 4533 3.7
Candidates of Science 16944 12.0 16203 12.0 15963 12.3 15919 12.9

Sources: [12, 36]; [19, 41]; [22]; [23].

+ To specify in details the list of the current inno-
vation priorities as fundamental, key elements
of the state innovation policy!, for each of which
a comprehensive national program must be ini-
tiated to combine all components of the na-
tional innovation system;

+ To prepare proposals for gradual increase (over
2015-2020) in the share of budget funding of
R&D activities to 1.7% of GDP and to submit
the respective proposals to Verkhovna Rada of
Ukraine till June 1, 2015.

In the medium term (a 3—5 year period) the
Cabinet of Ministers of Ukraine should imple-
ment the following measures:

1) To make an inventory of existing organiza-
tional forms of cooperation between the science
and the industry; on the basis of its results to pre-
pare proposals for improving the effectiveness of
joint efforts and to extend the list with new forms
based on the principles of PPP, including, the
technology platforms. In this context, to consider
a draft resolution of the Cabinet of Ministers of
Ukraineon Approval ofthe Concept of Technology

! Currently, Ukraine uses front-end local approach to de-
termining the innovation priorities that contradicts the in-
ternational experience. For example, Japan has 6, Spain has
5, South Korea and the Netherlands have 4, and the UK has
2 priority directions of innovation development. Ukraine
should have about the same number of priorities.
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Platforms in Ukraine [27, 8] elaborated by the
State Agency for Science, Innovation, and IT
Development of Ukraine in 2012. To set forth the
use of public-private partnerships in the field of
innovation, especially for the creation of state-of-
the-art technologies, the development of innova-
tion infrastructure, and for the financing of indi-
vidual links of innovation chain;

2) To draft the state target economic program
on integration of academic science and the indus-
trial sector of the economy for the next 5-10 years,
which would determine the trends and mecha-
nisms of joint activities in the research and inno-
vation field; and

3) To draft the Law of Ukraine on the develop-
ment of the national innovation system; to revise
the Law of Ukraine on the innovation activity in
terms of its amendment with section «Infrastruc-
ture to Support the Innovation Activities» for
determining the role and place of innovation in-
frastructure, types of innovation infrastructure,
mechanisms for the promotion of innovative de-
velopment, as well as the tools for supporting the
operation and development of innovation infra-
structure by central and regional authorities.
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H.IO. ITudopuuesa

I/IHCTI/ITyT 9KOHOMUKU ITPOMBINIJIEHHOCTU
HAH ¥Yxpaumusi, [lonerx

NMHHOBAIIMOHHAA AEATE/IBHOCTD
B IIPOMBIIIVIEHHOCTU YKPANHbDI: IPOBJIEMBI,
PUCKU, HAITPABJIEHIA AKTUBUSALIIN

OcgerieHo o6Iee COCTOSTHUE W MOTOKUTENbHBIE TEH/ICH-
I[MU MHHOBAIIMOHHOM /IeTEIbHOCTH TPOMBIIIIJICHHBIX IIPE/i-
MPUATUI YKpauHbl B riocieinue rofpl. [IpoanannsnpoBanb
KJIIOYEBBIE TTPOGJIEMBI 1 JIEMOTHUBUPYIOIIHE (PAKTOPHI TTOBBI-
HIEHUS] 3aUHTEPECOBAHHOCTH IPOMBIIIIEHHBIX TIPEIITPU-
AaTuil B muHHOBauAX. Onpeziesenbl pUCKU COXpaHEeHUs nMe-
I0INXCS TeHAEHIMH B cdepe MHHOBAIIMOHHO-TEXHOJIOTH-
YECKOr0 PasBUTHUS MPOMBIIJICHHOCTH, KOTOPbIE MOTYT
IIPUBECTH K KOHCEPBAIIUU yCTapEeBIICH CTPYKTYPbI HAIlMO-
HAJBHOTO NPou3BoAicTBa. IIpesoxkensl mepBooyepeible 1
CPEZIHECPOYHBIE MEPDI 10 TIPEO/I0JICHHIO CYIECTBYIONIMUX OT-
paHUYeHNIl B Pealu3auyi HOBOW MOJIEIN 9KOHOMUYECKOTO
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Pa3BUTHS, OCHOBOI KOTOPOH SIBJISIOTCS WHBECTUIINN B WH-
HOBAIIMOHHYIO €ATEeJIbHOCTb, HOBas MHIYCTPUAIU3ALUA U
IIPOMBINLJIEHHOE OOHOBJICHNE CTPAHBL

Knrwouesvie cioea: nTHHOBAIMOHHAS IEATEIbHOCTD, 1PO-
MBIIIJIEHHOCTD, Hay4yHas cdepa, nHPPACTPYKTYpa, CTUMY-
JrpoBaHue, (pMHAHCUPOBAHME, CTPATETUS.

LIO. ITidopuuesa

IHcTHTYT eKOHOMIKY TPOMUCTIOBOCTI
HAH ¥Yxpainn, /lonersk

ITHHOBAIIIMHA JAIAJIBHICTD
B ITPOMUCJOBOCTI YKPATHU: TPOBJIEMU,
PU3UKU, HATIPSIMU AKTUBI3AIIIT

BucsiTiieno 3arajbHU cTaH Ta MO3UTUBHI TEHAEHITI 1H-
HOBAIIHOI iSJIBHOCTI IPOMUCJIOBUX IIIIPUEMCTB YKpai-
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HU B ocTaHHi poku. [IpoaHasi30BaHO KJIOYOBI IpobieMu Ta
JIeMOTUBYIOUI UYMHHUKY IIi/IBUIEHHS 3alliKaBJEHOCTI TIPO-
MUCJIOBUX HiANIPUEMCTB B iHHOBalisIX. BusHaueHo pusuku
36epeskeHHsT HagBHUX TEHIEHI y cdepi iHHOBaIiiHO-TeX-
HOJIOTIYHOTO PO3BUTKY ITPOMMCJIOBOCTI, Ki MOXYTb TIPU3-
BECTH 10 KOHCepBallii 3aCTapiyiol CTPYKTypH HAIiOHATbHOTO
BUPOOHUIITBA. 3aIIPOIIOHOBAHO IIEPIIOYEPTOBi Ta CEPeHbO-
CTPOKOBI 3aXO0/iM LIOJO MOAOJAHHS HasiBHUX OOMEKEHb B
peastizaliii HOBOi MoJieJli EKOHOMIYHOTO PO3BUTKY, OCHOBOIO
SIKO1 € IHBEeCTUIIi1 B IHHOBAIIHY JisS/IbHICTD, HOBA IHAYCTPi-
asrizailis i TPOMUCIIOBE BiJIHOBJIEHHS KPAiHU.

Knwouoei crnoea: inHoBaIliliHA MislIBHICTD, TIPOMUCJIO-
BicTb, HayKOBa cepa, iHdpacTpyKTypa, CTUMYJTIOBAHHS, (Di-
HAHCYBaHH:I, CTpATETis.
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