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Abstract

Innovative activity of small and medium-sized enterprises is one of the factors for effective business. The aim of the
article is to determine the innovative activities of small and medium-sized businesses in the frontier regions of Latvia
(Latgale region), Lithuania (Vilnius region, Alytus region, Utena region, Panevezys region, Kaunas region), Belarus
(Vitebsk region, Grodno region, Minsk region, Mogilev region). The novelty of the research has a cognitive character:
the authors have determined the level of innovation potential for small and medium-seized enterprises in the regions,
which is characterized by a complex of various resources, the amount of the production of innovative product and
innovative technology, service in the regions, the branch structure of innovations in the regions, dominance of certain
models of innovative entrepreneurship on the basis of innovative process organization in the companies located in the
frontier regions has been established. The following methods are used for the research: logical analysis and synthesis,
monographic and analytical method for studying economic theoretical and empirical sources of the international
level, quantitative and statistical methods of data processing — frequency analysis, sampling; for the collection of the

initial primary data the instrument of questionnaire was used.
Key words: Innovative entrepreneurship, innovation potential, cross-border regions.

Introduction

Innovative entrepreneurship is a process of
creation and commercial use of technical and
technological innovations. One of the tasks for the
entrepreneurs is to reform the production process by
the implementation of inventions, but in a broader
sense — by the use of new technological combinations
for the production of either new or the same product,
but using a new method, thanks to the discovery of
new raw material source or new market for finished
products — up to the reorganization of the previous
one or the establishment of a new branch of industry
(IlIymmerep, 1982).

The aim of the article is to determine the
innovation potential of small and medium-seized
enterprises, which is characterized by a complex of
various resources, as well as to define the models of
innovative entrepreneurship and the branch structure
of innovations in the frontier regions.

In order to achieve the aim, it was necessary to
solve the following tasks: to choose a corresponding
research methodology, to describe the methods of
collection and processing of empirical data, as well as
research limitations.

Materials and Methods

According to a narrow interpretation, innovations
mean: a radical updating (invention), technological
product, innovative process. According to Porter
(Porter, 1990), innovations can be defined in a broader
sense, i.e., they include advancements in technologies,
methods or ways of operation, which may result
in the changes in the products, technologies, new
marketing approaches, etc. A broader interpretation of

1 Small and medium-sized enterprises

innovations may include also those changes, which are
new for a certain company despite the fact that other
companies have already implemented such changes.
The authors give preference to a broader approach
to innovations as it allows to focus on the study of
the frontier regions in periphery (Storhmmar, 2003).
Small and medium-sized enterprises give a strong
impulse for the increase of employment and economic
growth in the regions due to their innovative activity
(Keizer, 2002). Innovative activity is one of the most
important means with the help of which small and
medium-sized enterprises foster economic growth
— innovations are even more crucial for small and
medium-sized companies than for large companies
(Fritz, 1989).

Innovations serve as a specific entreprencurship
instrument, which is aimed at the search for
novelties. “Entrepreneurs are distinguished by the
innovative way of thinking. Innovativeness is a
special entrepreneurship instrument” (Ipykep, 1992).
Innovative potential of an enterprise is necessary
in order to carry out innovative activity, which is
characterised as a complex of various resources.

Innovation — it is a new or significantly improved
product or service at the market (BIS.., 2014).

Product innovation — it is an innovation involving
the creation and subsequent introduction of new or
improved products (goods), or already implemented
in the production practice of other enterprises and
distributed through the technological exchange
(non-patent licenses, consultations) and ensuring
the growth of profits, broadening of market share,
maintenance of clients and increasing prestige.
Incremental innovations are modifications of already
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existing platforms and products. Radical innovations

are products, which are new both to the market and to

the company (Jovanovic et al., 2008).

Technology innovation — it is an innovation
involving elaboration and implementation of either
new, or considerably improved production processes
which provide for the application of new production
equipment, new methods for the organization of the
production process or a set of these methods aimed to
raise the productivity of labour and the economy of
resources which, in turn, allows to increase the profits
of a commercial organisation, improve the labour
safety, and ensure the effective use of intra-company
information systems.

In the glossary of the Central Statistical
Bureau of Latvia, there is a following definition of
innovation: «An innovation is the implementation
of a new or significantly improved product (good
or service), or process, a new marketing method, or
a new organizational method in business practices,
workplace organization or external relations. The
minimum requirement for an innovation is that the
product, process, marketing method or organizational
method must be new (or significantly improved) to the
enterprise» (Economically.., 2015).

Depending on the opportunities and strategic
goals, the enterprise may purchase innovations from
the other party or develop them itself. In the first case,
it is recommended to establish a strategic partnership
with specialized scientific research or designing
organization. In the latter case, it is preferable to
organize own specialized innovative subdivisions.

Thus, on the basis of the ways of organizing the
innovative process in the company, three models of
innovative entrepreneurship can be distinguished:

1) innovative entrepreneurship on the basis of the
internal organization, when an innovation is
created and adopted within the company by its
specialized subdivisions on the basis of planning
and monitoring of their interaction within the
innovative project;

2) innovative entrepreneurship on the basis of the
external organization by the way of contracts,
when an order to create and adopt innovations is
placed among the outside organizations;

3) innovative entrepreneurship on the basis of the
external organization, when the company founds
subsidiary venture capital companies which attract
additional external financing.

The basic data for the analysis of the cooperation
among small and medium-sized companies in the
researched frontier regions are collected with the
help of the survey of 620 entrepreneurs of small and

medium-sized businesses in the frontier regions of
Latvia (Latgale region), Lithuania (Vilnius region,
Alytus region, Utena region, Panevezys region,
Kaunas region), Belarus (Vitebsk region, Grodno
region, Minsk region, Mogilev region) within the
period from April to July, 20142 The survey was
made in the basic languages of communication
in the regions: in Latvian and Russian for Latvia,
in Lithuanian — for Lithuania, and in Russian for
Belorussia. The design of sample according to the
type of selection — combined, according to the method
— unrepeated, according to the way of sampling —
stratified by the main directions of the research. The
survey was carried out anonymously with the help of
a questionnaire available in paper format, as well as
on-line on the internet.

During the working process with the database
in SPSS programme, the data of the questionnaire
were subjected to weighting according to the main
directions of stratification; as the result, the deviations
of the parameters of sample from the parameters
of general population made up less than 6%. One
of the limitations of the empirical study is different
methodological approaches for the determination of
the scale of business in the EU and Belarus; therefore,
the EU criteria (Department.., 2015) were used for
weighting sample of the enterprises in the regions of
Lithuania and Latvia, but in the regions of Belarus —
criteria established by the legislation of the Republic
of Belarus (3akoHonarensctBo.., 2015), as weighting
is based on the statistical data, but the subsequent
analysis of the obtained data from the questionnaire
is based on the EU methodology. The method of
frequency analysis was used for data processing.

Results and Discussion
Results

It was found that all the regions have most of
the difficulties with financial potential of small and
medium-sized enterprises. In Vilnius region difficulties
with financial resources were found (11.3% of the
enterprises “have a shortage” or “have an absolute
shortage” due to the ineffective exploitation in 1.2%
of the enterprises), 9.2% of the enterprises have a
shortage in temporary resources due to the ineffective
exploitation in 1.2% of the enterprises, 1.2% of the
enterprises have a shortage in human resources,
although they are exploited effectively. Other
resources are also exploited effectively.

In Alytus region difficulties with financial
resources were found (29.3% of the enterprises “have
a shortage” or “have an absolute shortage” at the
effective exploitation in all the enterprises), 11.7%

2 The survey done within the framework of the project ,,The Establishment of the United Entrepreneurship Support and Networking
System for the Sustainable Latvia, Lithuania and Belarus Cross Border Cooperation” (B2B) funded by the cross-border cooperation
programme Latvia-Lithuania-Belarus ,,European Neighbourhood and Partnership Instrument 2007-2013”
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of the enterprises have a shortage of technological
resources due to the ineffective exploitation in 2.6% of
the enterprises, 2.7% of the enterprises have a shortage
in human resources, 2.6% of the enterprises have a
shortage in temporary resources. The effectiveness of
exploitation of human, energy, finance, information,
and temporary resources are rather high.

In Utena region 12.3% of the enterprises have
difficulties with financial resources, 5.3% of the
enterprises have a shortage in human resources,
3.9% of the enterprises have a shortage in temporary
resources, 2.9% of the enterprises have a shortage
in energy and technological resources. 2.9% of the
enterprises exploit information resources ineffectively.
The effectiveness of exploitation of human, energy,
finance, technological, and temporary resources are
rather high.

In Panevezys region most of the difficulties
concern financial resources: 32.2% of the enterprises
“have a shortage” or “have an absolute shortage”,
9.1% of the enterprises have a shortage in temporary
resources, 6.5% - technological, 3.7% - information,
1.9% - human resources. However, the effectiveness of
exploitation of all the resources is rather high (except
information resources — 5.8% of the enterprises exploit
them ineffectively).

In Kaunas region there are no serious problems
neither with resources nor with their effective
exploitation. Very slight difficulties are observed
concerning financial resources: 7.2% of the enterprises
“have a shortage” or “have an absolute shortage”,
6.7% of the enterprises have a shortage in temporary
resources, 5.1% - energy and information resources,
4.2% - technological resources. The effectiveness of
exploitation of all the resources is very high.

Thus, the enterprises in Latgale, as well as in
Belorussian regions have serious difficulties both
with the resource potential, and with the effective
exploitation of resources. In the regions of Lithuania
there is the most advantageous situation with the
effective exploitation of resources, as well as with the
resource potential.

Depending on the opportunities and strategic
goals, enterprises are either developing innovations on
their own by establishing own specialized innovative
subdivisions, or purchasing innovations from the
other party by establishing strategic partnership
with specialized scientific research or designing
organization.

The authors have found that innovative
entrepreneurship on the basis of internal organisation,
when innovations are created and (or) adopted within
the company by its specialized subdivision on the
basis of planning and monitoring of their interaction
within the innovative project is characteristic in the

3 Companies with ,,a high risk level”

following regions: the answers “partially agree”,
“agree”, and “totally agree” to the corresponding
questions were received from 67.8% of the enterprises
in Latgale region, 69.4% of the enterprises in
Kaunas region, 43.6% of the enterprises in Utena
region, 62.4% of the enterprises in Vilnius region,
33.6% of the enterprises in Alytus region, 39.9%
of the enterprises in Panevezys region, 46.6% of
the enterprises in Vitebsk region, 24.6% of the
enterprises in Grodno region, 23.9% of the enterprises
in Minsk region, 58.7% of the enterprises in Minsk,
and 67.9% of the enterprises in Mogilev region.
An important precondition for success here is the
level of scientific treatment, its perception at the
market, knowledge about the potential customers and
clients, availability of team members with innovative
management skills.

Innovative entrepreneurship on the basis of the
external organization by the way of contracts, when
an order to create and (or) adopt innovations is placed
among the outside organizations is characteristic in
the following regions: the answers “partially agree”,
“agree”, and “totally agree” to the corresponding
questions were received from 38% of the enterprises
in Latgale region, 51.1% of the enterprises in Kaunas
region, 28.6% of the enterprises in Utena region,
36.3% of'the enterprises in Vilnius region, 12.3% of'the
enterprises in Alytus region, 16.3% of the enterprises
in Panevezys region, 22% of the enterprises in Vitebsk
region, 15.2% of the enterprises in Grodno region,
38.3% of the enterprises in Minsk, and 67.3% of the
enterprises in Mogilev region.

Venture enterprises® are functioning mainly on
the stages of the development of a new product
or technology. They assess market perspectives
of innovations at the development stage, but, as
a rule, they are not dealing with the production
or organization of the production of products, but
deliver a final product to large companies. The
foundation of venture companies implies availability
of the following components: innovation ideas, public
demand and venture capital for financing (own or
external capital). Innovative entrepreneurship on
the basis of external organization with the help of
ventures is characteristic in the following regions: the
answers “partially agree”, “agree”, and “totally agree”
to the corresponding questions were received from
25% of the enterprises in Latgale region, 31.9% of the
enterprises in Kaunas region, 10.5% of the enterprises
in Utena region, 10.2% of the enterprises in Vilnius
region, 6.1% of the enterprises in Alytus region, 2.1%
of the enterprises in Panevezys region, 14.8% of the
enterprises in Vitebsk region, 11.7% of the enterprises
in Minsk region, 14.7% of the enterprises in Minsk,
and 50.5% of the enterprises in Mogilev region.
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Table 1

Number of enterprises by regions having 5 to 75% of innovative product or service (percent)*

o c a c »n S c 2 c R Moo= o c 3 c
Region 52| £2 E‘qg; g 8 % 2 £% é 2| €8 é % é -3
5|52 | <8 |58 | 28| 38|28 |88 5% 5 | B8
A 6.3 8 0 0 44.4 7.8 0 5.8 7.9 1.7 2.3
B 0 0 0 0 0 0 2 0 0 0 0
C 9.4 2 0 0 0 9.8 255 9.6 31.7 6.8 9.1
D 0 0 0 0 0 0 0 0 0 0 0
E 0 0 0 0 0 0 0 0 1.6 0 0
F 7.8 6 0 0 11.1 7.8 2 9.6 15.9 34 9.1
G 26.6 20 333 0 44.4 27.5 21.6 40.4 17.5 52.8 455
H 1.6 2 0 0 0 9.8 3.9 3.8 4.8 2.8 4.5
| 1.6 3 0 0 0 2 2 19 0 1.1 4.5
J 10.7 2 0 0 0 9.8 2 19 0 2.3 11.4
K 1.6 0 0 0 0 0 0 0 0 1.7 0
L 10.9 40 66.7 100 0 15.7 0 5.8 0 0 0
M 7.8 6 0 0 0 0 2 0 0 0 0
N 0 0 0 0 0 3.9 2 19 0 1.7 0
(¢} 0 0 0 0 0 0 7.8 7.7 0 6.3 0
P 6.3 4 0 0 0 3.9 11.8 0 0 5.7 2.3
Q 1.6 3 0 0 0 2 39 0 32 1.7 2.3
R 0 0 0 0 0 0 0 0 0 0 0
S 7.8 4 0 0 0 0 13.7 11.5 17.5 11.9 9.1

Source: authors calculations in SPSS according to the survey data in 2014 within the project ,,The Establishment of
the United Entrepreneurship Support and Networking System for the Sustainable Latvia, Lithuania and Belarus Cross
Border Cooperation” (B2B) funded by the cross-border cooperation programme Latvia-Lithuania-Belarus ,,European

Neighbourhood and Partnership Instrument 2007-2013”.

It was found that the share of innovative product
in the revenue of the enterprise in Vilnius region
makes up 31.6%, in Mogilev region — 26.8%, Kaunas
region — 26.4%, Utena region — 25.4%. Slightly lower
indicators are in Panevezys region — 20.7%, Latgale
region — 18.9%, Alytus region — 16.8%, Minsk —
15.2%. The smallest share of innovative product in
the revenue of the enterprise have the enterprises in
Vitebsk region — 10.2%, Grodno region — 8.1% and
Minsk region — 7.4%.

Concerning the branch structure of innovations,
the authors have found that the largest development of
innovations is characteristic for wholesale and retail
trade and car and motorcycle repair (G): from 5 to 75%
of innovative product or service have the companies
in Minsk — 52.8%, in Mogilev region — 45.5%, in
Panevezys region — 44.4%, in Grodno region — 40.4%,
in Alytus region — 33.3%, in Kaunas region — 27.5%,
in Latgale region — 26.6%, in Vitebsk region — 21.6%,
in Minsk region — 17% of the companies. Further,

according to the level of innovation development,
comes the branch of real estate operations (L): from
5 to 75% of innovative product or service have all
the companies in Utena region, in Alytus region —
66.7% of the companies, 40% of the companies in
Vilnius region, in Kaunas region — 15.7%, 10.9%
of the companies in Latgale region, 5.8% of the
companies in Grodno region. Next comes the branch
of manufacturing industry (C): from 5 to 75% of
innovative product or service have 31.7% of the
companies in Minsk region, 25.5% of the companies
in Vitebsk region, 9.6% of the companies in Grodno
region, 9.8% of the companies in Kaunas region, 9.4%
of the companies in Latgale region, 9.1% in Mogilev
region, 6.8% of the companies in Minsk. Innovations
in agriculture, forestry, fisheries are more developed
in Panevezys region — 44.4% of the companies have
from 5 to 75% of innovative product, next comes
Minsk region — 7.9% of the companies have from 5
to 75% of innovative product, then Kaunas region —

(A) Agriculture, forestry, fisheries, (B) Mining industry and opencast pit management, (C) Manufacturing industry, (D) Electric energy,

gas supply, heat supply and air conditioning, (E) Water supply; management and treatment of sewage and waste, (F) Construction, (G)
Wholesale and retail trade; car and motorcycle repair, (H) Transport and storage, (I) Accommodation and catering industry (hotels, etc.),
(J) Information and communication services, (K) Financial and insurance activities, (L) Real estate operations, (M) Professional, scientific
and technical services, (N) Activity of administrative and maintenance services, (O) State administration and security; obligatory health
insurance, (P) Education, (Q) Health and social care, (R) Art, entertainment and recreation, (S) Other services.
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7.8%, Latgale region — 6.3%, Grodno region — 5.8%.
Innovations exist also in construction (F): the leader
is Minsk region — 15.9% of the companies have
from 5 to 75% of innovative product, in Panevezys
region 11.1% of the companies have from 5 to 75%
of innovative product, in Grodno region 9.6% of the
companies have from 5 to 75% of innovative product,
in Mogilec region 9.1% of the companies have from 5
to 75% of innovative product, 7.8% of the companies
in Kaunas and Latgale region have from 5 to 75% of
innovative product. In Vitebsk region the sphere of
education (P) has also an innovative character: 11.8%
of the companies have from 5 to 75% of innovative
product or service. In the sphere of information and
communication services (J) 11.45% of the companies
in Mogilev region have from 5 to 75% of innovative
product, in Latgale region 10.7% of the companies
have from 5 to 75% of innovative product, in Kaunas
region 9.8% of the companies have from 5 to 75% of
innovative product (see Figure 1).
Discussion

The notions of ,,innovations” and ,,innovative
activity” are rather vague, not very clear: “An
innovation is a new or significantly improved
product or service on the market”. How does a
significantly improved product or service differ from
slightly improved product or service? Is there any
difference between the notions “a new product” and
“an innovative product”? Thus, the criteria for the
assessment of innovations and innovative activity
are also vague and unclear; they require deeper
clarification and detailed elaboration. Because of
the unclearness of the above mentioned definitions,
there arises a question about the objectivity of the
assessment of innovations and innovative potential of
small and medium-sized enterprises in the scientific
researches. In Latvia, according to the data from
2008 to 2010, on average 31.7% of the companies
are innovative, among the small-sized enterprises —
28.4% of the companies, among the medium-sized
enterprises — 36.9% of the companies, among the
large-scale enterprises — 66.1% of the companies
(Number.., 2015), in the UK in 2013 on average
44% of the companies are innovative (Fritz, 1989).
Therefore, the assessment of the number of innovative
companies in the frontier regions by the authors of
the research (with the indicated limitations) is rather
adequate, introducing specification of the number of
innovative companies in the small frontier regions.
Predominance of the innovative entrepreneurship on
the basis of the internal organization, considering
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