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Managing Innovation in Kazakh small and medium-sized enterprises

The formation of an innovative economy in Kazakhstan is a complexity of economic, social, and politic
sues. An effective use of research findings and developments in the real economy is most important i
of Kazakhstan’s successful competitiveness, assurance for high economic growth, improved quali

is to identify characterlstlcs and practical recommendatlons for the development and further im
management mechanisms relating to the innovative activity of enterprises in Kazakhstan.
Key words: innovation, innovation process, enterprise innovative activity, com ializatio
demand for innovation.

From the moment of following industrial-innovative development i
peak of the main innovation activity indicators in 2014. POS?
realization of «The state program for accelerated industrial innova
stany in 2014.

In 2014 in relation to 2005, shares of innovation acti
(Figure 1).
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gure 1. Innovation activity of Kazakhstan enterprises (share of innovative products in GDP,
and share of innovation led enterprises among all enterprises)
(Source: Committee on Statistics of MNE RK, http://stat.gov.kz) [1]

o draw comparison: in USA shares of innovation active enterprises make up to 50%; among the Euro-
pean Union countries highest shares have Germany (79.3.%), Sweden (60%), Finland (58%) [2].
Based on the analysis of institutional changes in Kazakhstan, we have identified the main reasons for
the reduced effectiveness of the innovation processes in Kazakhstan, and these are schematically shown in
Table 1.
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Table 1
Reasons for reducing the effectiveness of innovation processes in Kazakhstan
Economic Organizational Legal Infrastructural
— low scientific-technical and | — lack of interaction be- | —incomplete legisla- | — technology market
innovative potential, tween science and pro- | tive and normative | underdeveloped,;
— lack of assets; duction, and between | basis for innovative | —information and
— adverse terms of crediting; | state and private sectors; | activity, stimulation | communication
— high innovation cost; —lack of new forms of | and regulation; market underdevels
—low effective demand for | development, coopera- | — defense of rights for | oped; and
innovation; tion, and production of | intellectual property; | — innovativ® infra=
—high economic risk for in- | complex products; and and structuz€” underde-
novation; and —low level regional and | — patent legislation. veloped.
— long-term payoff. world integration.

Note. Authors.

Innovative enterprise financing

Economic diversification is a well-established activity of the Kazakhstan government. This is reflected
in the global task, set by the State Program of Forced Industrial and InnovativegPevelopment. This program
provides for the sustainable development of innovation. However, the nextidecade is expected to see a dou-
bling of oil production, creating a challenging political task to reduce the country's dependence on primary
commodities [3].

In the first stage, which started in 2010 after a preparatory phase, the state program focused on modern-
izing production facilities. The second stage, the stage of a newyeconomic creation, was aimed at developing
new enterprises in Kazakhstan, involving companies thatiwere world leaders in their sector. The third stage
involved the creation of a framework for the future eeememyithrough investments in aerospace, biotechnolo-
gy, information technology, and alternative energyroduction (Table 2).

Table 2
State Program of Foeused Industrial'and Innovative Development
of the Kazakhstan (SPFIID)
Preparatory stage | Third stage: base formation for «future economy» (2012-2014)
(2011-2012) Aerospace; biotechnology, information technology, and alternative energy production
Preparatory stage Sec¢ond stage: new economy creation (high labor efficiency) (2011-2014)
(2010-2011) The creation of new enterprises with the world's leading companies in certain sectors

of the master plan
Development of measures to stimulate the economy (SEZ development, reducing the
share of oil and gas exports through the export of other commodities, and foreign

investment)
Prepazatory stage First stage: economy base modernization (material refining efficiency)
(2009) (2010-2014)
The establishment and operation of scheduled national and regional investment pro-
jects

Development of industrial and regional development programs
Development of laws on industrial policy, SEZ

Note. Authors.

Currently, the complex instruments under state influence aim to achieve the economic level of devel-
oped countries that are close to the technological frontier. Strategies must differ from the measures already
implemented, to ensure similar effectiveness to that of the more developed countries. This applies to the var-
ious tasks assigned to each of the three stages of the development strategy of Kazakhstan. The modernization
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of existing structures is mainly carried out at the expense of investments. It needs imports and effective use
of industrial technologies, including the improvement of the workshop management, organizational innova-
tion, and staff development [4].

Initially, booster strategies and measures for developing innovative potential of the economy should
dominate in the context of Kazakhstan, which can draw on the second stage of SPFIID, and grow over time.
The emphasis here is on creating an enabling environment for innovation that contributes to sustainable and
gradual progress on several issues.

State financial institutions

The political stage of SPFIID provides guidelines and a legal framework to develop financial support
for innovation within the country. This is a part of the Kazakhstan Strategic Development Plan antil#2020:

A number of institutions that are involved in financing and modernizing managementfoperates in Ka-
zakhstan. These include institutions that fund investments, attract infrastructure projects;dand provide re-
sources for innovation. The most important institutions in this area are discussed below.

The Development Bank of Kazakhstan (DBK) was founded in 2001. It provides financial support to the
private sector and government agencies by providing medium- and long-term loans at'low intetest rates. The
Bank focuses on infrastructure projects and crediting industrial enterprises. It is owfied,by Samruk-Kazyna.

The purpose of the DBK is to promote sustainable economic growth{by providing, long-term funding
and various financial services in non-extractive industries. Since its formation in 2001 4the Bank has consid-
ered a total of 180 projects, totaling 10.4 billion US dollars, of which 5.1%billienyJS dollars were provided by
the DBK.

From 2007 to 2011, the Bank's portfolio grew more than three times. The Bank's assets amounted to
more than 6 billion US dollars, of which about 2 billion US dollars Weze singled out as loans. The subsidiary
organization, DBK-Leasing, established in 2005, provides short-term an@ long-term lease financing and par-
ticipates in the program, «2020 Productivity». Their existing loan pottfolio shows significant lending to pri-
mary industries, based on raw materials, such as oil refining, energy, metals, and non-metals production,
which accounted for nearly two-thirds of the total loamsportfolio at the end of the first half of 2011. Lending
for transport and logistics also comprises a large amount and represents about 10% of the Bank’s total port-
folio.

The DBK plans to become a major sour¢e of leng-term finance for infrastructure development, strategic
investment projects, and export operations@lt'plays an important role in the implementation of SPFIID. With
this state program, the Bank plans tofincrease™he share of lending to the following industries: metal,
transport, energy (electricity), chemigal and‘petrochemical, telecommunications, and others.

The Damu Entrepreneurship Development Fund was created in 1997 to provide financial and non-
financial support to small and medium-sized enterprises, and to stimulate demand for products and services
of these companies. Damu i§ wotking at the regional and national levels. With 16 offices across the country,
this subsidiary of Samruk-Kazyna tends to be a unifying channel of governmental measures that support en-
trepreneurship developmentiand@®mall- and medium-sized businesses with 13 financial and 11 non-financial
programs. The fund also assists the business environment in general. Damu is currently a financial party of
the «Business Read'Map2020», one of the SPFIID activity directions.

The purpose of the, Investment Fund of Kazakhstan (IFK, established in 2003) is to ensure that the in-
dustrial and®immovation policy in Kazakhstan are included in implementation, and investment projects and
financial supportdis provided for private sector initiatives in non-oil sectors of the economy. The achievement
of'these goals isfprovided through direct equity participation in the invested companies.

The IFC invests in new and existing companies that are engaged in raw material processing and which
usefnew technologies in the development of competitive products. As well, it provides services to other
companies. The IFC is also co-financed and involved in the management of investment projects in the non-
oil sectors of the economy. The fund participates in co-financing overseas investment projects that deal with
inititating industrial cooperation between national and foreign companies.

Its current portfolio includes 28 investment projects amounting to 670 million US dollars. The direct
participation of IFC makes up 198 million US dollars.

Over the past 10 years, Kazakhstan has adopted a number of measures to create an institutional infra-
structure that supports innovation. One involved the creation of the National Agency for Technological De-
velopment (NATD) in 2003, under the Ministry of Industry and New Technologies. The NATD activities
include: operation of the Center for Engineering and Technology Transfer (CETT), direct investments in in-
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novative companies, and support to R&D projects. The NATD is actively involved in promoting innovation
through investment in equity share capital, redeeming domestic and foreign venture capital funds, supporting
technology parks, and stimulating the development of an innovative culture [5].

The Fund of Science was established in 2006. The fund is actively operating in the field of information
and communication technology (ICT) and space technology, nanotechnology and new materials, biotechnol-
ogy, renewable energy technology, and nuclear technology. The fund provides loans to scientists who plan to
set up a company or sell their findings in the next 3—5 years. The funding ranges from about 50 thousand to 2
million US dollars. Eleven projects are supported so far, and in mid-2011, three of these started redeeming
the funds provided (Table 3).

T a'bake 3
Review of main institutions and their financial instruments

Financial institutions Participation in financing Loans Grants

Infrastructure development,

Developr;:l?}::?:r?k of Ka- pilot projects, anq industfial
companies
Various programs,
Entrepreneurship Develop- micro-finance, xBuSiness
ment Fund (Damu) Road Map 20202020

Productivity», cte.

Investment Fund of Kazakh- . .
Various development projects|

stan
R&D grants for vari-
Investment projects to innd= ous aims: patenting,
National Innovation Fund | vation companies, national technology acquisi-
and foreign venturgyfunds tion, project feasibil-
ity study, and R&D
Fund of Science Commercialization R&D grants

Note. Authors.

All institutions are currently cofisidering,new opportunities to replenish their portfolio of tools. Damu,
for example, is working on a guasanteée mechanism to assist small and medium enterprises (SMEs) in obtain-
ing financial support from thegbanking system and have plans to invest in equity share capital. NATD con-
tinues its activity on the development'of business incubation in technology parks [6].

For more effectivegaetions, sectoral programs have been adopted in all the 13 priority sectors: mining
and metals, machinery, chemical, pharmaceutical, textile and construction, production of construction mate-
rials, oil and gas, gtanspert infrastructure, agriculture, space activities, information and communication tech-
nologies, and t@urismyThis involves more than 100 new business support tools. Laws pertaining to the state
support of industrial innovation, energy conservation and efficiency have been adopted. In addition, laws for
creating special ecomomic zones and reducing administrative barriers for business have been developed and
adopted [7}¢

Along with the sectoral programs, there are special programs that support the project. These include
ithe forced modernization of the existing and creation of new productions through «2020 Productivity»;
2) a'design-targeted, export development and promotion program with «2020 Export»; 3) support and en-
couragement for foreign direct investment with «Investor — 2020»; and 4) the development of entrepreneur-
ship in the regions with «Business Road Map 2020». Today, forced industrialization is an objective necessity
for Kazakhstan. Through rational territorial organization of economic potential, the «Industrialization Map
for 2010-2014» will allow the creation of new economic growth centers in the country, and a balanced de-
velopment of priority sectors [8].
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The development of innovation support system of the enterprise

To ensure further innovative development of enterprises, the following is recommended.

The development of an effective system for technology commercialization. Commercialization of tech-
nologies should be linked directly to the practical application of scientific and technological activities, in or-
der to introduce into the market either new or improved products, and processes and services, that have a
positive economic effect.

A systematic approach to commercializing technology will give a significant impetus for a rapid intro-
duction of scientific and technical activities in the economic cycle. This will eventually allow the state to
create new jobs, to return to the budget through tax revenue, invest in research and development work, and
improve the overall competitiveness of Kazakhstan in the global technology market.

To create a normative legal base for the development of a system for intellectual property and commer-
cialization in the Republic of Kazakhstan, the interests of all stakeholders in intellectual ptoperty and com-
mercialization should be taken into account, to ensure investments are stable and secure. This, measure will
allow research institutions to participate in all forms of intellectual property and commercialization, and
likewise for researchers working in public research institutions. As well, it will allow/themto manage and
own a share of the stocks in an innovative company. This would reduce the risk of scientific unities creating
their own intellectual-property based business.

In particular, according to the experience of European countries, state\ support fof the use of the com-
mercial potential of research institutes and universities, stimulates and fotivates scienfists and institutions to
commercialize their knowledge and technology. The continuous transfer offknowledge from the public sector
to the private should be developed. It is necessary to arrange measures to recognize domestic patents abroad,
develop a system of intellectual property for implementationeifitof{the economic circulation, and develop a
state system of intellectual property valuation [8].

It is also necessary to create a system of information ex¢hange,— a state created network of institutions
for innovative development, to support innovative projects atiallystages. As a part of such a system of infor-
mation exchange, the mechanism of forwarding on information, which promises innovative projects among
institutions of innovative development, should be egtablished. An information exchange system should also
be an effective tool of “linking» the research and development with the business, resulting in the formation
of new companies based on the results of appli¢d rescarch?

Development of national human resources and acctipulation of competences in the field of technology
commercialization. To build competenci€s in“the field of technology, a development priority would be to
provide commercialization training té staff supporting the commercialization process and their primary
beneficiaries.

The development of humanftesourees is required for successful commercialization. Training, exchange
of experience, and targeted outsourcing of professional advice will play a central role in creating a sustaina-
ble system of technology commet@ialization in Kazakhstan. In this regard, it is necessary to encourage local
experts to participate ingvasious programs that improve competence in the field of commercializing innova-
tion and to visit foreign structures of technologies for best practice in commercialization.

The stimulation ofsenterprise innovation activity. The transition of Kazakhstan’s innovation system
from a model dfiven'by the state to a sustainable system driven by the private sector is necessary to reduce
administrative bagsiers and tax incentives, provide access to finance, create innovation clusters, develop the
business gnvironment, and to create demand for innovation.

The ‘reduction of administrative and technical barriers, together with improved access to finance will
contribute tothe emergence of a large number of innovative companies.

The openness of the domestic markets will lead to an increased access to global knowledge and tech-
nologies. In this case, the transfer of advanced knowledge and technologies could be implemented through
the creation of an enabling environment and incentive tools, including the following important directions:

—the involvement of foreign innovative companies of small- and medium-sized, and the creation of

joint ventures among these;

— the maximum use and attraction of scientific potential from fellow scientists who are successfully

working in foreign research institutions; and

— disclosure of foreign patents and licenses with the transfer of advanced technologies to improve the

competence of local specialists.
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In order to better promote Kazakhstan’s high-technology products in international markets, it is neces-
sary to strengthen regular interaction among stakeholders (e.g. the export-oriented high-technology and in-
novative enterprises and companies; joint-stock company «National Agency for Technological Develop-
ment»; JSC with their «Damu Entrepreneurship Development Fundy; and JSC with their «National Agency
for Export and Investmenty).

The reduction of administrative barriers and tax incentives. Today, Kazakhstan functions under the
principle of tax legislation unity, which provides a single regime for all businesses, regardless of the innova-
tive component of their products.

At the same time, innovative companies are in need of an unprecedented legal regime that willimini-
mize administrative barriers.

In order to develop possible administrative and tax incentives for innovation, the following aétiens\are
needed:

— explore the possibility of developing and implementing mechanisms for the promotion of enterpfises

that work in the legal field; and

— consider the desirability of introducing a special tax regime to facilitate the conditiongyforinnovative

enterprises during the first five years of development.

Financial inclusion. Financial inclusion remains a key limiting factor for thé"developiient of entrepre-
neurship in Kazakhstan. This is due to the reluctance of the banking sector to finance|risky‘and innovative
projects. In particular, these are projects, belonging to small- and medium-gized busin€sses, which, in most
cases, can provide only limited resources to secure a loan.

In our opinion, for these purposes, it is necessary to work through the fellowing measures:

— increase the issuance of micro credits and small grants te'promote pilot implementation of capacities

and entrepreneurial initiatives;

— develop financing of equity instruments and tools, aimed atfinancing the early stages of development

of the company; and

—develop corporate venture capital, by encouraginglarge companies, including foreign companies, to

acquire shares in the new innovative companigs.

The creation of innovative clusters will increase the innovative activity of business entities, as well as
lead to the emergence of synergies. For exampleformyeltisters of participating companies, which are more
likely to create new products than single entefprisesiIn this case, the activity of enterprises within the cluster
can overlap and complement each other.&'he formation of innovation clusters, simultaneously, promotes in-
terchange between related industries and fierce competition within industries.

The formation of the demand forlinnovation. When building an effective national innovation system, the
attention should be focused on implementing measures that increase the demand for innovation. Most coun-
tries that are rapidly developingstheir ihnovative systems do not succeed, due to poor demand for innovation.

As shown from internationalgpractice, central to the system of national innovation are businesses with
their own capacity for camying out'research and development that enables them to innovate successfully.

Today, a weak [demand is the key constraint to the promotion of innovation within the country.
The formation of demand for innovation should be provided by the state through regulatory measures and
incentives.

The development of innovative infrastructure. The activity of innovative infrastructure should focus on
providinggthe mecessary financial, methodological, and information support at all stages of the innovation
process. It\should also create and promote new developments that provide advanced scientific development,
and introduceshiigh-technology industries. The main elements of the innovative infrastructure are: a special
econdmic zone, «Park of innovative technologiesy; regional technical parks; venture capital funds; industrial
design offices; and international technology transfer centers.

By interacting with each other, these elements of innovative infrastructure will provide an integrated
system of support for innovation at all stages of implementation, and this will allow companies to:

— maximize capture of innovative subjects with tools supported by the state;

— establish an effective system of commercialization and promotion of innovation, based on national

scientific research; and

— establish a system of transfer, localization and distribution of the necessary foreign technologies.
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Conclusion

Integrative processes provide an opportunity for Kazakhstan to expand its markets and increase its ca-
pacity for innovation. Competitive pressure creates a huge incentive for Kazakhstan enterprises to innovate.
To take full advantage of these opportunities, it is necessary to make effective policy measures to support
further modernization and diversification of the economy.

The questions regarding innovative processes, management improvement, and innovative achievements
are now becoming more relevant. They require the participation of the various layers of Kazakh society. At
the same time, as evidenced by the latest Kazakhstan experience, the coordinating and controlling (combin-
ing) role of the state in this area is becoming increasingly important and serves an inherent function.
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B. Hlapdd, H.A. Kypmanos, K'K. baiiradynosa, J[.A. AiibocsiHOoBa

Ka3zakcTaHHBIH IAFbIH KIHE OPTA KICIMOPBIHAAPIHAAFbI
HHHOBATMSILLK KbI3METTI 0acKapy

KasakcraHnia MHHOBaLMSIBIK SKQHOMMKA KEIICHIH KalbIITACThIPy SKOHOMMKAJIBIK, 9JICYMETTIK JKOHE CascH
MiHJIeT OOJIBITT TaObUTaAbl. IKOHOMUKAHBIH HAKTHl CEKTOPBIH/IA FRUIBIMH 3€pTTEYIepi )KoHE 3epTTeMENepIiH
HOTIDKEIIEPIH THIMAI KOAAAHY @pKbUTHl Ka3aKcTaHHBIH 0acekere KaOLIETTLNriH )KaKcapTy, IKOHOMUKAJIBIK
OCY/IiH JKOFapbl JCHIEHIH| KaMTaMachkl3 €Ty, eMip cypy J[eHreliH »orapiaTy, 0acka ja HHHOBALMSJIBIK
0acBIMIBUIBIKTApIBI JKY3efe achipyra Gomampl. OCBHI peTTe Ka3aKCTaHIBIK KOCIMOPBIHAApPBIHIA TEXHUKAIIBIK,
OHMIPICTIK, YHBIMAACIHIPYIUBIIGIK, MAapKETHHITIK, KApXKBUIBIK ONEpalisIap COWKECTITiHIH IKUBIHTBIFBI
WUHHOBALMSUIBIK YPIAICTEpAl Oackapyzsl NaMmbITyla YJIKEH MOHIe He. 3epTTey XYMBICBIHBIH MaKcaThl —
Ka3zakcrangarpl Kini >KeHE OpTa KoCIHOPBIHAAPABIH HHHOBALMSUIBIK KBI3METTI OacKapyxarbl TETIKTEPiHIH
epeKmedKTep i 3ePAEey MEH TOXipHOETiK YCHIHBICTap bl OHJEY.

B Hlapdd, H.A. Kypmanos, K.K. baiiradynosa, [I.A. AiiboceiHOBa

YnpaBJ/ieHHe HHHOBALIMOHHOI /1eATEJIbHOCTHI0 HA MAJIBIX
u cpeanux npeanpusaTusax Kazaxcrana

B crathe oT™MeueHO, 4TO (OpMHPOBAHKE MHHOBALIMOHHON 3KOHOMUKH B KazaxcraHe sBISIETCSI KOMIUIEKCHON
9KOHOMUYECKOH, COLUAILHOW M MOJUTHYECKHH 3ajauell. BakHeHWMM ycloBHEM YCHENIHONH KOHKYPEHTO-
cnoco6noctu Kazaxcrana, mog4epKHyTO aBTOpaMHy, SBISETCS 00ecrieueHHe BHICOKOI'0 SKOHOMUYECKOTO poc-
Ta, MOBBIIICHAE KAYECTBA JKU3HU, PEATU3AIHS APYTHX HHHOBAIIMOHHBIX PHOPUTETOB, YPPEKTUBHOE UCTIONb-
30BaHHE PE3YJbTATOB HAyYHBIX UCCICIOBAHUN U pa3pabOTOK B peallbHOM CEKTOpE SKOHOMHKHU. OmnpeeneHo,
YTO B 3THX YCJIOBHAX Bce OoJiblliee 3HaUEHHE MPUOOpeTaeT pa3BUTHE YIPABICHUS HHHOBAIIMOHHBIM IIPOLEC-
COM KaK OCHOBBI YJIYYIICHHUS pabOThI Ka3aXCTAHCKUX MPEANPHSATHIA, OMPEACTIEMOr0 COBOKYITHOCTBIO COOT-
BETCTBYIOIINX TCXHHYCCKUX, TPOU3BOJICTBEHHBIX, OPraHU3aMOHHBIX, MAPKETUHTOBBIX, (DUHAHCOBBIX OIEpa-
Iuid. ABTOpaMH UCCIIEIOBaHBl 0COOCHHOCTH U pa3pabOTaHbl IPAKTUYECKHE PEKOMEHIALNH 110 JalbHeHIIeMy
COBEpULICHCTBOBAHUIO MEXAaHW3MOB YIIPABIEHHUS WHHOBAIMOHHOM JESTEIbHOCTHIO HAa MallbIX M CPEeIHHX
npennpuarusx Kazaxcrana.
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