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REGIONAL SMART SPECIALIZATION:
MICROBUSINESS IMPACT

Yevheniia Polishchuk’, Alla Ivashchenko? Anna Kornyliuk®

Abstract. SMART specialization is a basic approach to the development of regional innovation policy. It involves
identifying priority sectors of the local economy with the involvement of key stakeholders. Currently, statistics on the
development of regions are presented in terms of large business, small and medium. In this context, the generally
accepted methodology from the Joint Research Center of the European Commission has limited application.
Because it does not take into account the performance of microbusiness (individual entrepreneurs). For countries
with economies in transition, this is critical, as they reach 80% of the business structure. Therefore, considering
their voice is also necessary. Our approach involves a combination of quantitative (assessment of innovation and
economic potential of the region) and qualitative (survey of microbusiness representatives) methods to identify
priority areas of SMART specialization. Approbation of the offered method was carried out on the example of the
Mykolaiv region which is in the south of Ukraine. The results of the study have shown that the innovation of micro-
enterprises is at a low level. At the same time, they demonstrate a high level of desire to be involved in the process

of SMART specialization and innovation of production.
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1. Introduction

In developed countries, a SMART specialization is
an important tool to overcome regional development
imbalances and improve their economic and social
situation. The concept of SMART specialization
provides a set of strategic programs based on the
identification of the most promising and innovative
industries for each region. That is why when selecting
particular core sectors for the implementation of
SMART specialization, it is critical to take into account
the existing and potential level of innovation activities
of the business in the region.

Microbusiness enterprises play a key role in the
development of regional SMART specialization, as
most of them are locally or socially rooted businesses
and act as drivers of innovative transformations in
the region. At the same time, they perform not only
an economic but also an important social function -
the creation of jobs for the local community. At the
same time, such individual entrepreneurs due to lack
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of managerial skills and low levels of financial strength
experience are under the high level of bankruptcy risk
in case of economic crisis, which in turn negatively
affects the effectiveness of SMART specialization
implementation in the region.

Akey feature of SMART specialization is the ability
of the regional business community to innovate.
Unlike the use of aggregated statistical information,
the use of survey method allows to obtain detailed
information in the context of each microenterprise,
which allows to identify and evaluate the main
aspects of innovation activity of such companies in
a much detailed way.

The article is structured as follows. Literature review
section analyses papers on SMART specialization
implementation and the role of main stakeholder in this
process. Next section provides the methodology of the
presented research and describes the main features of
the survey. The last section provides the conclusions of
the research.
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2. Literature review

A considerable amount of literature has been
published on SMART specialization. A key aspect
of SMART specialization is the collaboration
between four main stakeholders: business, academic
sector, NGOs and public authorities. The mutual
performance is deeply studied in different papers.

There are a lot of papers where a certain country's
process of SMART specialization is described.
For instance, Almeida, Afonso and Silva (2020)
put Portugal case in the focus of their research;
Andryeyeva and Tiutiunnyk (2020) assess the
innovation and investment potential in Ukrainian
regions; Gedminaité-Raudoné, Vidickiené & Vilke
(2019) emphasize the unused potential of SMART
specialization stakeholders in the case of Lithuania;
some operational issues of SMART specialization
in Finland are shown by Kaivo-Oja, Vahisantanen,
Karppinen, & Haukioja, T. (2017); the input
and output approach in SMART specialization
analysis is applied on the example of the Western
Balkans countries (2020); Mueller-Using, Urban, &
Wedemeier (2020) consider SMART specialization
as an opportunity for better internalization of SMEs.
One more interesting country aspect is examined by
Martin, Orden-Cruz, & Zergane (2020), where they
research Islamic finance and Halal tourism as a bridge
for SMART specialization.

Most studies on SMART specialization are
conducted within general analysis of regional
innovation policies and strategies in the EU countries
and their regions (Benner, 2020; Gebhardt&
Stanovnik, 2016; Lepore & Spigarelli, 2020; Gifford
& McKelvey, 2019). General approach of the EU
Eastern cooperation is described in the paper of
Prause (2014).

Several investigations of SMART specialization have
shown significant increases in stakeholders’ specifics
in this process. It can be explained by the entrepre-
neurial discovery process which has started recently
in the EU countries where stakeholders play a crucial
role. For example, Farinha et al. (2020) explain how
different groups of stakeholders assess the impact of
SMART specialization on their regional development.
Jékabsone (2019) investigates the participation of
different actors in policy making in the EU.

There are studies about certain groups of stakeholders
participation in the SMART specialization process. For
instance, Roman, Varga, Cvijanovic & Reid (2020)
regard the role of NGOs through the Quadruple
Helix Models in the SMART specialization process.
Zubareva, Kuramshina, & Zavedeev (2020) reveal
how SMEs modernize the regional economies through
SMART specialization approaches. Marinelli & Elena-
Perez (2017) describe the participation of Catalonian
universities in the entrepreneurial discovery process.
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Another major study relates networks of SMART
specialization stakeholders with regional productivity
(Cortinovis & Oort, 2018).

Opverall, these studies show the versatility of such
phenomena as SMART specialization and the role
of stakeholders in this process. Nevertheless, worth
mentioning that such stakeholders as individual
entrepreneurs are missed in all regarded studies.
For a country such as Ukraine, where more than
80% of businesses are individual entrepreneurs, it
can cost wrong estimates of SMART specialization
priorities. The statistics which are used for economic
and innovation potential usually represents SMEs’
performance, but not individual entrepreneurs because
there is no appropriate data for SMART specialization
priority assessment. Taking into account such a huge
part of individual entrepreneurs and their possible role
in this process, there is a need to hear their voice and
measure their impact on regional innovation ecosystem
development.

Therefore, the aim of the article is to evaluate
the impact of individual entrepreneurs on regional
innovation ecosystem development.

3. Methods

The study investigates the factors that affect the level
and efliciency of microbusiness innovation activity on
regional level.

The survey used web mode through Google Forms
and was conducted among regional microbusiness
representatives during July-August 2020. In total
380 individual entrepreneurs participated in the
research. The distribution of respondents was as
follows: 32% represented the manufacturing sector
and 68% of respondents were engaged in various
service sectors.

The questionnaire was designed by authors in
consultation with the researchers from the Joint
Research Centre of European Commission and based
on close-ended questions of various types: single-
and multiple-choice, matrix, dropdown. The survey
design covers both quantitative data (e.g. number of
employees, percentage of turnover that was invested in
innovation activities) and qualitative data (e.g. types of
introduced innovations, plans for further investments in
innovations).

Data processing was conducted using exploratory
analysis techniques.

4. Features of microbusiness innovation
activity within SMART specialization
(case of Mykolaiv region)

The survey of “Individual entrepreneurship in the

development ofinnovation potential of Mykolaivregion”
was conducted in order to identify the main features
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of performing innovation activity by microbusiness
regarding assessment of regional potential within
SMART specialization.

More than 380 Ukrainian individual entrepreneurs
were interviewed to reveal problems concerning
features of innovation implementation, ways of its
funding, barriers and drivers for such activity as well
as its possible impact on business KPIs. Along with
this the possible impact of COVID-19 pandemic was
estimated by interviewed individual entrepreneurs.
As the result of the survey some problems related to
innovation activity of microbusiness were identified.

The  distribution of interviewed  business
representatives was presented by such spheres as
light manufacturing/food industry — 16.6 %; trade —
14.5 %; financial consulting/R&D services — 12.5 %;
heavy industry — 10. %; services (including educational,
law, entertainment,beautyetc.) -10.4%); transportation /
logistics — 6.2 %; renewable energy / energy efficiency —
5.2 %; construction — 5.2 %; transport repair — 4, 16 %;
IT - 4.1 %; medical sphere — 3.1 %, tourism - 2 %;
other - 1.54 %.

More than 45 % of respondents have had positive
impact during last 3 years from business activity,
namely becoming easier and more attractive for
customers to use one of products or services
(see Figure 1).

Considering the fact that multiplied choice was
used by a lot of surveyed entrepreneurs, equal number
of respondents exemplified as 37.4 % improved
characteristics of at least one of their products or services
as well as improved at least one of their products by
changing components and raw materials. About 27.5 %
business representatives improved the use of at least one
of their products or services.

Respondents also indicated that 56 % of them
did not conduct any research projects, but 44 % did
some research, among which some entrepreneurs

Has it become easier and more attractive for customers to
use one of your products or services?

Improved the characteristics of one of your products or
services?

Have you improved your products by changing

components and raw materials?

Have you improved the use of one of your products or
services?

0%

Figure 1. Entrepreneurial activity changes during the last 3 years

implemented from 1 to more than 3 research projects
(Figure 2).

According to interview responses in each group
a great share of entrepreneurs did not implement any
research projects over the last 3 years, which means the
low level of microbusiness innovativeness in Ukraine.
However, respondents noted that 1 research project
is the most numerical example of existent innovative
activity of interviewed respondents (28 % in avg.)
in each group exemplified as completed, rejected or
failed and projects in progress.

A lot of respondents pointed out that for the last
3 years they implemented 2 projects, in particular:
11.7 % for completed projects, about 12 % for rejected
or failed projects and 16.6 % for projects in progress
from all received interview responses.

More than 3 research projects are typical for
completed projects and for projects in progress, which
share amounted 10.6 % and 9.4 % respectively.

About 33 % of interviewed microbusiness
representatives do not consider their activity as
innovative one, which means that they have not been
implementing innovation during the last 3 years. At
the same time 67 % from them conduct innovation
activity which could benefit to regional innovation
potential which has the great importance in process
of industry selection in the context of SMART
specialization. Almost 42 % of them attracted
outsourcing services in order to conduct innovation
processes.

At least almost 41 % of respondents cooperated with
other firms and organizations to carry out joint research
activity, only 11 % of all interviewed businessman
obtained investment sources from International Funds
and about 21 % of them cooperated with universities
over the past 3 years.

From the authors’ perspective, all these figures
confirm the fact, that the level of cooperation and

37,4%

37,4%

5% 10% 15% 20% 25% 30% 35% 40% 45% 50%
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Figure 2. Number of research projects implemented in the last three years, units

collaboration between business, academia, other
partners and companies is too low and the ability of
microbusiness to obtain finance from International
funds is very limited.

Inaccordance with interview responses, share of total
turnover revenues for innovations were distributed
in such way as shown on Figure 3 as well as possible
impact of innovations on entrepreneurial activity (see
Figure 4).

Conducted survey defined, that 67 % of all
respondents distributed about 1-10 % of gross
revenues to innovations, at the same time 14.3 % of
them — 11-20 % and 18.7 % — more than 20 %. So,
the main share of interviewed entrepreneurs, who
perform innovation activity, do not allocate a lot of
funds for innovations.

14,3%

=1-10% =11-20%

= more than 20 %

Figure 3. Share of total revenues distributed
to innovation projects
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The assessment of innovation impact on business
activity shows, that entrepreneurs indicates that
innovations effect: 1) attracting new customers
(29.7%); 2) income growth (20.9 %); 3) entering new
markets (19.8 %); 4) cost optimization (12.1); S) wage
growth (2.2 %). 15.4 % of business representatives
pointed out other reasons how innovations influence
their business.

79.1 % of interviewed entrepreneurs have stated
that the main sources of their innovation activity are
their own sources; 15.4 % of them successfully apply
for grants; 11 % get funding from bank loans and
17.6 % consider other sources as the main funding for
innovation performance (see Figure 5).

Among the main barriers for innovation
development or/and implementation there were

15,4%

29,7%

20,9%

19,8%

12,1%

2,2%
= Attracting new customers = Entering new markets
= Wage growth = Cost optimization

= Income growth = Other

Figure 4. Impact of innovation implementation
on entrepreneurial activity
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resources

Grants [l 15,4%
Bank loan [l 11,0%

Other [ 17,6%

0% 20% 40% 60% 80% 100%

Figure S. Sources of innovation funding

considered lack of funding (61.5 %); lack of
knowledge and skills (27.5 %); no need of innovation
activity (13.2 %) and other reasons (20.9 %). The
results obtained from survey also define that only
about 19 % of respondents applied for patents in the
last three years, which also proves the low innovation
activity of microbusiness in Ukraine.

The low level of microbusiness innovativeness in
Ukraine was aggravated by COVID-19 pandemic
crisis.  The  expectations of microbusiness
representatives are shown on Figure 7.

Taking into account survey responses, a lot of
microbusiness representatives (34.1 %) expect that
Covid-19 pandemic will lead to innovation expenses
growth, but 27.5 % of them suggest no changes for
business activity.

Atthe same time 17.6 % of interviewed respondents
indicate that innovation expenses will be reduced
and 12.1 % will completely abandon innovation.
14.3 % of respondents indicated other consequences
for their business due to COVID-19 crisis.

Lack of funding [N 61,5%

Lack of knowledge and
skills B 27,5%

There was no suchneed [l 13,2%

Other [ 20,9%

0% 20% 40% 60% 80%

Figure 6. Obstacles for developing
(implementing) innovations

So, in the context of regional SMART specialization
it is essential to promote innovations on regional
level, especially in microbusiness which has ability
to develop and implement innovation projects and
which is not taken into account for official statistics.
So, encouragement of cooperation and collaboration
with other companies, universities, R&D institutions,
outsourcing companies on regional level could
enforce the innovativeness level of microbusiness
which might become drivers of regional economic
development.

S. Conclusions

SMART specialization is impossible without the
participation of key stakeholders (business, regional
authorities, NGOs, academia). They must jointly
identify the priority areas of development of the
region. These directions concern the definition of
the areas on which the regional innovation policy
will be focused. Regional authorities should provide

The expenses on nnovation il nreese | >

The company will work without changes _ 27,5%

The expenses on innovation will be reduced _ 17,6%

The company will completely abandon innovation _ 12,1%

0%

5% 10% 15% 20% 25% 30% 35% 40%

Figure 7. Expectations regarding the impact of COVID-19 on the innovative development
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institutional support for SMART specialization; non-
governmental organizations should support among
civil society, the academic sector should provide
research support and support in training necessary
for the development of innovative industries;
business should support this process financially.
Creating institutional, financial and organizational
preconditions for the implementation of regional
innovation policy will help to bring the region
to a new level of competitiveness not only at the
national level but also globally. Correctness in setting
priorities is extremely important.

The key requirement for the regional strategic
planning in the context of SMART specialization
approach is the as-is analysis and decent design of
the business environment and innovation climate
monitoring systems in the region in terms of
key areas of innovation, cooperation with major
stakeholders and sources of innovation projects
funding. The proposed in the study approach allows
to accurately assess the views of microbusiness on
current and forecasted innovative development
activities. Using newly-obtained data enables to
apply an evidence-based approach to SMART
specialization implementation and adjust it

Vol. 6, No. S, 2020

according to the changes in the regional business
climate microbusiness views.

The survey results show that the level of
microbusiness innovativeness in Mykolaiv region
is extremely low due to the fact that a great share
of individual entrepreneurs did not implement
innovations at all or had implemented only one
innovation project during the last 3 years. Taking into
account the fact that innovations are mostly financed
by own funds of microbusiness representatives and
lack of funding is considered as the main constraint
for innovation implementation, regional policy should
be directed to enhancing innovation potential of
individual entrepreneurs as well as their cooperation
with other stakeholders.

In addition, it should be noted that individual
entrepreneurs should be involved in public discussions
with other potential stakeholders in the process
of priority industry selection within SMART
specialization because they could be the main drivers of
regional innovation development. Such surveys should
be conducted on a regular basis and can be used as the
additional tool of qualitative analysis in order to provide
more accurate expertise of regional development
specifics identification.
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