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IMonano xapakTepucTHKY (aKTOpiB, 110 BH3HAYAKTbL OCOOJUBOCTI PO3BHUTKY
iHcTuTyuiiinoro cepenopumia. JlopeneHo HeoOXiIHiCTh TITHOUMHHINIOTO TOCTITKEHHS MPOOIEM,
siki moB’s3aHi 3 iHcTUTYHioHAJMiI3auicl0 iHHOBaWili, Yy KOHTEKCTIi 3MillHEHHSI €KOHOMiYHOI
0e3nmekM BCiX YYACHUKIB PHHKY 1 NOKpalleHHs mpoueciB YNpaBJiHHA KamiTaji3aniero
€KOHOMiKH. AKIIEHTOBAHO YBAry Ha MOCHJIEHHI mpoieciB iHcTUTyHioHAaNi3amii iHHOBamiii B
YMOBaXx 3arocTpeHHsI CHCTEMHOI KPU3H B YKPpaiHi.

KarouoBi ciioBa: iHCTUTYIIOHATI3AIS,  IHCTUTYI[IOHATI3AIliS IHHOBAIIM, KamiTai3alis,
eKOHOMIYHA Oe3IeKa.

INSTITUTIONALIZATION OF INNOVATIONSIN THE CONTEXT
OF STRENGTHENING ECONOMIC SECURITY OF A STATE
AND ENTERPRISES

© Brytskyi R M., 2014

The description of factors that determine the characteristics of the institutional
environment is given in the article. The necessity of a more in-depth study of the problems
associated with institutionalization of innovation in the context of strengthening the economic
security of all market participants and improving management capitalization economy is
proved. Attention is focused on strengthening the processes of institutionalization of
innovation in terms of exacer bation of systemic crisisin Ukraine.

Key words: ingtitutionalization, institutionalization of innovations, capitalization, economic
security.

The formation of problem. The need in formation of economic security in Ukraine requires
practical implement of new philosophy in innovational processes management and balance of strategical
gods in the system, such as “society-country-investor-enterprise», where the significance of value
categories is identified not only by economic benefits, but also by social values . Innovations — are the
main carriers of such values. Among the main functions of national security in the Law of Ukraine “ About
National Security of Ukraine” [1] is highlighted the importance of continuous monitoring of various
processes in the political, social, economic, environmental, scientific and technological, informational,
military and other fields. Venture capital plays the most important role in innovative processes, when the
part of money of venture funds are paid in stocks, and the rest — in the form of investment credit, gaining
special significance for new companies (start-ups), and for existing economic structures[2, 3].

Capitalization and innovative processes in Ukraine, opposite to post-industrial countries of the West, are far
from potential development of national economics and opportunitiesin intelectual capital development.

Starting from 1991 there was no real financial market in Ukraine, as even now we have a constant
administrative intgerference of NBU into the processes of national currency exchange rates, when the
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investment market keep staying on the stage of stagnation, what makes impossible for stock funds and
society to solve the problem of resources supply in innovative production.

The permanent tendency of enterprise bankruptsy (from 40 % to 70 % in different regions), high
“dollar-oriented’” economics and cost growth on foreign currency credits, innovative passiveness of more
than 90 % from the total quantity of enterprises, miserable part of economic capitalization (almost 20 %
from VAP) — all those factors indicate the real need in the development of the concept of economic
security formation in the country and its synthesis with institutional theory [4-6].

Practical value of such research will be seen in innovative tendencies of technological sphere, of
intensive deveopment (D + R), and also of development of cooperation between different economical agents.

Increase of external and internal threats to the stability of the domestic economy in 2013-14,
russian-ukr.military conflict and the need in restructurasation of all types of economic activity of
government enterprises, brought a significant cost to the Ukrainian budget and changed the approach in
forming the economic security [6].

Analysis of recent publications on given topic.

American futurologist Elvin Toffler pointed that the problem of innovations is the most complicated
and important. According to “Frascatti management’, applied in 1993 in Italian city Frascati, innovation is
defined as the final result of innovation activity, embodied in the form of new or improved product
introduced on the market, or process used in the practice or a new approach to solving social
problems.Therefore, the quality of the institutional environment will depend on the velocity of innovation
from the producer to the final consumer, industrial efficiency, technological and commercial activities of
business entities, the possibility of strengthening the competitive position of the economy and its security
in an unstable environment. The prablem of the formation and strengthening of economic security in recent
years, especially afterthe aggravation of the financial crisis in Ukraine, is considered by Ukrainian and foreign
scientists in the light of strengthening the stability of economic structures [7, ¢. 18-25; 8, ¢. 15-35; 9], in order
to form the venture financing of innovative companies [13-16].

In the context of innovative economic development concept of "ingtitutionalization™ is considered as
a dynamic process creation and development of institutions and institutes that focuses on capacity building
of technological development of the country, regions and enterprises [17-19].

Factors that form such potencial are following:

scientific and technological potential of the economy (on the basic of fundamental and applied
research);
priorities for scientific and technological development of thereal sector of the economy;

- the potential of financial markets through the use of innovative solutions and development of

public-private partnerships;

- the potential of science and education, its competitive position in world markets;

models of self-production structures, business partnership development and promotion of
contemporary business models towards ensuring high rates of development of innovation
(process, product, managerial, organizational, infrastructure, etc.).

In terms of "catch-up" policy of Ukraines economy, lack of incentives for the implementation of
models of social responsibility and intensify its innovation, ineffective protection of intellectual property
significantly narrowed the scope of the impact of state-led regulation innovative businesses, including
international, the targets of which sometimes conflict with economic security. For example, “Mator Sich”,
which gets up to 70 % of revenues from exports to Russia (even in terms of actually undeclared war with
Ukraine in November 2013.) , fulfills the obligations to Russian customers for the supply of components
for military equipment [10 ], although President Poroshenko of Ukraine in June 2014. has forbidden the
cooperation with Russia. [21]. Under conditions of significant shortage in government funds (total debt in
March 2014. was 53 % of GDP or 80 billion UAH.) It will be impossible to restructure Ukrainian business
without attracting private capital, including venture capital funds. All those aspects have to be considered
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in their interdependence in the context of strengthening economic security, including the issue of private
capital to innovative businesses.

More than 50 years ago (in 1958) in USA the program SBIC (Small Business I nvestment Company)
was launched, in which the government gave access to public financing for young and growing innovative
companies, with a simultanious investments from private investors funds (in theratio of 2: 1 or 3: 1 (two or
three share capital has to be from private sources). Today's most well-known holdings of USA started their
activity from this program of investment in small businesses ("PKIMB") — a unique program, a public-
private partnership, through which and since its activity in more than 100 000 small American enterprises
was invested total sum of 48 hillion. USD (e.g. the company: Intd, Apple Computer, Callaway Golf,
JetBlue Airbus and others) [15].

The objectives of this article — to give meaningful characteristicsc of institutional and innovative
processes in the context of strengthening the economic security of the state and enterprises.

Presentation of main materials. First of all, each problem requires to be identified on intellectual
level with the definition of causality and, secondly,to be sloved by system resource support (space-time,
financial, investment, information, personnel, marketing , logistics, innovation, institutional).

In the last decade the base of analysis and evaluation is considerably changed, including activities
related to the promotion of innovative activities, since privatization and the sale of enterprises external
knowledge is formed by tangible and intangible values, capacities, database collected on the basis of
information from public and government sources, copyrights, business plans and results of market research,
trade marks, patents, archival information, socially significant services, quota on emissions into the
environment and so on. The result of such a negative phenomena is the fact that Ukraine got a status of
market economy country only in 2006., i.e. 15 years from the beginning of the development and
independency of the country, what brought the country to high corruption in the economy, including high-
tech industries; polarization of regional economies in terms of innovation activity; low investment
attractiveness of enterprises operating in non-competitive markets; high monopolization of markets by
ineffective policy and licensing patents; imperfection models investor protection and others. Over the years
of building an independent Ukrainian state cash flows from the sale of products to the domestic and foreign
markets not zrivnovazhuvalysya flows of final goods and services, including innovative as the day
increases inflation, threatens economic security with a high probability of redemption of impaired assets
oligarchic structures.

The cash flows from sales on domestic and foreign markets are not balanced with the end production
supply and services, including innovations, what increases the inflation processes up till now, and
jeopardises economical security of the enterprise with a high probability of its bankruptcy and merger by
Oligarch structures.

The growth of disability to stabilize the stock exchange market, and unstable devel opment of capital
and innovative processes in Ukraine, can be seen on the first picture.
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Systemic crisis in Ukraine in 2013-14 influenced the decrease of stock fund activity , what disables
to attract foreign investments in innovations due to the deficit of turnover funds (picture 2).
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Picture 2. The dynamics of innovation activity of Ukraine's economy and trends,
which reflect the change in the total expenditure on innovation
and change in costs for the purchase of machinery, equipment and software

Source: constructed by authors based on database [ 4]

Recapitalization is often accompanied by the emission of the investment unattractive convertible bonds that
need to be taken in return for shares in order to avoid bankruptcy. Therefore, the financial stability of innovative
businesses seeking to buy bankrupt firm, will depend greetly on the accuracy of analysts forecasts on the issue of
such securities and property redistribution, including by conversion of bonds into shares.

Ukraine leadership position in the global market for sted exports, military equipment, outsourcing services
and agribusiness products reflect the priorities outdated modd of capital reproduction without sufficient incentives
for innovative entrepreneurship. Thus, in 2013, Ukraine was on ninth place in the list of world sted producers, as
evidenced by the World Sted Association; in terms of exports of major wegpons in 2012 Ukraine ranked fourth in
the world, the country ranked fourth in theworld in the number of certified IT professionals after the United States,
India and Russia [23]. The state budget deficit increases the positive trend of privatization. Thus, in July 2014,
Cabinet of Ukraine approved the order, which included a list of objects to be privatized, 164 items worth about 3
billion. UAH, and their market value— 15 hillion UAH. [24]. Export products with low added value could provide
a technological breakthrough of our economy and the uncertainty of the prospects of innovative development
reduced the attractiveness of investment securities reflected in capitdization, including stock exchange PFTS,
which as of 04/09/14 was. Was only 169,747, 00 min. (about 13 billion. dollars., for comparison — capitalization of
only one Japanese company Toyotadated on 16.05.13. reeched until 217 bn USD.!) [25].

Technological readiness in various sectors of Ukraine (in telecommunications, information technologies,
biotechnology, etc.) required appropriate resource support to implement new ideas with broad aternatives
pryvatnoh attract capital. However, in terms of consistently high level of "dollarization” of the economy and the
negative balance of foreign trade (up 8.47 billion USD in 2013.) Dominated by very different priorities innovative
enterprises and the financial cost of maintenance costs for the purchase of imported equipment in high-tech sectors
grew in exponentially, resulting in the loss of financial autonomy of market agents and they became a target for
ransoms and acquisitions. Woldwide practice shows that the spread of new technologies grows more intensive,
which mostly take place in the form of capture submarkets. According to research by A. Cooper and D. Shendda
conducted in 22 companiesin 7 industries, in four of them the first commercial supply of new products took place
outside the industry, and investment in new technology gives its revenue approximatdy in 5-14 years [26] . This
means that the research problem ingtitutionalize innovation requires a broader interpretation of the eff ectiveness of
investments in production, marketing, logistics, including restructuring business. Similar phenomena are, in our
view, define new directions in enhancing economic security and state.

In a competitive environment, an important prerequisite for the formation of economic security
serves to improve the quality of the institutional environment, which includes, in particular, the various
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technology resources for the investment and innovation development that are associated with the complex
problems of macro, meso and micro levels, such as.  capitalization of the economy and the formation of
the market values of innovation active enterprises, prevention of devaluation of its securities as the issuer's
equity markets; policy risk sharing between partners, especially in the monopolized market of Ukraine;
possibilities of increasing the concentration of market power (if sufficient support from the industry
institution and national ingtitutions) or, conversdy, dispersal equity, forced redistribution of equity and

market power in a more severe restrictions on the part
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Picture 3. Ingtitutionalizing Innovation as a dynamic process of formation of economic security and state
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Antymonomopolnoho Committee of Ukraing, financial, environmental ingtitutions, ec.; ambiguous
interpretation of the progpects of the stock market capitdization and the economy on the part of top management,
experts and analysts, sock exchanges, leading to different estimates the cost of business and others. This means
that the ingtitutionalization of innovatin affects different sphere of market agents, which act as initiators and
developers of innovations, playing strategicly important role in preparation of Ukraineto join EU (picture 3).

In terms of absolute dominance of own sources of financing business activities (2014. — 70%), including
innovation, particularly rdevant are venture capital funds to finance projects and drategies for investment and
innovation development. This requires a degper sudy of objects and subjects of innovation management at
different stages of the life cycle of production and life cycle innovation projects, cyclical industry and rdated
sectors rdated to the technological chain of production of the finished product, as wel as problems with the
accderation of diffusion of innovations in society involving stakeholders. This approach extends the horizon of
scientific research sudies of the formation of economic security companies and their resource support towards the
development of Ukrainian economy of knowledge with high quality ingtitutionalize innovation.

Conclusions and further research prospects. Ingitutionalizing innovation — is a complex of socio-
economic and social phenomenon characteristics of which priorities in strengthening the economic security of both
the state and the corporate sector are determined, activity and interaction patterns of paliticd, intdlectua and
financial capital market agents in the creation and marketing of new products and services .

The strong dependence of the success of innovative business attractiveness of the company on the stock
market in terms of opacity functioning stock markets of Ukraine manipulation system of different multipliers and
expectations of investors, inherent to the domestic stock market, in particular, theratio of return on investment and
growth rates of net cash flows adversdy affect the financia stability innovation active companies, their economic
security, reduces the dadticity of innovation production and economic space for maneuverability making
innovation management.

With the ratification of the Association Agreement between Ukraine and the EU 16 September 2014. more
urgent problem of ingtitutiondization of innovation appears, where a significant limiting factor in the activities of
producers (both incentives and economic growth) will be socia, corporate and environmental sandards and
enerhozaoschadzhuchi projects. Accordingly, in another coordinate system will be considered the follo-
wing:functions of the existing ingtitutions for certification and patenting inventions, policy de-monopoalization of
markets, legalization of the economy, the innovation potential of enterprises and research organizations and their
cooperation in the European space with appropriate software (palitical, legal, informational, financial, etc).
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