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GOVERNMENT SUPPORT TO BUSINESS INNOVATION POTENTIAL:
FUNDING MECHANISM AND IMPETUS FOR GROWTH
UNDER MARTIAL LAW

The article addresses the issues of finding pathways to foster the national economic growth
against the martial law context. It is noted that with the start of hostilities in Ukraine, all business
processes and the normal functioning of the economy slowed down, in particular, this refers to
innovative activities, research and development, intellectual property and the overall national
innovation potential. The paper observes that there is an objective need to build an effective
innovation funding mechanism which will provide an opportunity to generate accumulated assets in
the key priority areas to enhance the innovation potential of Ukrainian businesses. It is emphasized
that this mechanism of financing innovations should rely upon the following fundamental
principles: targeted focus towards financial vectoring; verified justification and legal support to
primary sources of assets, a polystructural character of asset sources; financial depth and breadth;
adaptability of the funding system to wartime conditions to gain synergy from using its constituent
elements. Based on international best practice, it is argued that business innovation support and
innovation effectiveness rest largely on the funding timeliness and target focus. The study suggests
that the innovation funding mechanism will create favourable environment to ensure prompt and
efficient implementation of innovation processes in all areas of business. In the context of this study,
government support to business innovation potential is viewed as part of the overall business
strategy in strengthening and boosting innovation potential for the future. According to the
research findings, the key impetus to support innovations under martial law are the following:
motivational incentives for business units and companies engaged in investing in research and
development of innovative enterprises, encouraging the creation of research centres; promoting
innovative and technological growth zomes, active assistance in facilitating modernization of
innovative businesses, government grant initiatives and preferential lending programmes;
innovation export support and promotion; in-depth support to innovative public procurement
schemes; making use of a special tax regime for intellectual property products which contributes to
shaping a favourable tax rate on income from intellectual property commercialization. The study
offers important implications for further research in developing an effective framework to boost
innovations which will enhance collaboration and increase the efficiency of research, industrial,
financial, innovative and personnel potentials. Ultimately, this will have a positive effect on
encouraging global cooperation in the vector of innovative activities, will ensure technology
transfer and innovation commercialization, as well as contribute to increasing the share of
innovative products in world markets. The implementation of the above priority objectives will help
Ukraine to respond to modern challenges, overcome the current crisis and spur further economic
growth.

Keywords: government support, incentives, development, innovation potential;, martial
law; innovation; intellectual property; financing, innovation funding mechanism; technology
transfer; small and medium-sized businesses, national economy.
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JEPXABHA IMIATPUMKA IHHOBAIIMHOI'O TOTEHIIAJIY MIANPUEMCTB:
MEXAHI3M ®IHAHCYBAHHSA TA CTUMYJIIOBAHHSA PO3BUTKY
B YMOBAX BOEHHOI'O CTAHY

Cmammio npucesueHo nowyKy Wisaxie 3abe3neuerHts eKOHOMIUH020 PO36UMKY KpaiHu nonpu
YMOBU 80€HHO20 cmaHy. Bcmanoseneno, wo 3 nouamkom 6ocHnux 0iu 6 Ykpaini 3aeanvmysanucs yci
npoyecu 3aOe3nevuenHs HOPMANbHO20 (DYHKYIOHYBAHHA eKOHOMIKU, 30KpemMd ye CMOCYEMbCs
IHHOBAYIUHOT QIANbHOCMI, HAYKOBO-00CIIOHUX PO3POOOK, IHMENeKmYaIbHOI 81ACHOCMI MA 8CbO2O
iHHOBayilino20 nomenyiany Kpainu. /loéedeno, wo ichye 00’ekmusHa nompeba y CMEOpPeHHI
eexmueno2o0 Mexaumizmy (IHaAHCY8AHHA THHOBAYINUHOL OIIbHOCMI, AKUU HAOACMb MONCIUBICMb
akymynoeamu HaxonuueHi ¢hiHancosi pecypcu 3a KIOYOBUMU HANPAMAMU 01 NIOBUUYEHHS
iHHo8ayilinoco nomenyiany nionpuemcms Yipainu. Haeonowyemvcs, wo yeu Mexauizm
Qinancysanus iHHOGAYIHOI OilbHOCMI Mae 6asysamucsi HA mMaxKux 0A308UX NPUHYUNAX:
HAA6HOCMI YINIb0BO2O OPIEHMUPY (DIHAHCOB02O 8EKMOPYBAHHS, NIOMBEPOHCEHO2O OOTPYHMYBAHHS
ma puoUYHitl 3axuweHocmi nepuioodicepesl IHaAHCO8UX pecypcig; NONICMPYKMYPHOCHI Odcepell
Qinancosux pecypcie; enubuni ma wupomi PIiHAHCY8AHHSA, AOANMUBHOCIE CUCTEMU (DIHAHCYBAHHS
00 YMO8 GiliICbK0BO20 YACY 3A0N5 OOCASHEHHS CUHepP2ii 8i0 GUKOPUCMANHA ii CKIA008UX eleMeHMIE.
Cnuparouucy Ha 00c8i0 3apyOidcHUX Kpain, 008e0eHO, Wo NIOMPUMKA THHOBAYINUHOL OIAIbHOCII
nionpuemMcme ma e@exmueHicms [HHOBAYIU 3A2AllOM 3AJledHcamv came 6I0 CB0EUACHOCMI ma
Yib0B8020 OpIiEHMUPY SUKOpUCMAaHHA (QiHancyeanns. Busnaueno, wo mexanizm ¢hiHancysanus
IHHOBAYIIHOT OisIbHOCMI 00NOMOXCe CMEOpUmMU NIOBANUHU OISl CMPIMKO20 Md ONepamusHo20
8NPOBAONCEHHS [HHOBAYIUHUX npoyecié y 6cix cgepax eocnodaproeanns. Bcmawnoeneno, wo
0epocasHa NIOMpUMKA THHOBAYILIHO20 NOMEHYIANYy NIONPUEMCME € YACMUHOIO0 3A2al1bHO20
SMIYHEHHs Ma PO3BUMK) CIMPAMe2iuHo20 IHHO8AYIHO20 nNomenyiany Ha Mauoymue. Busnaveno, wo
OCHOBHUMU MEXAHIZMAMU-CIUMYIaMU O NIOMPUMKU PO3BUMKY [THHOBAYIUHOI OisIbHOCMI 8
VYMOBAX BOEHHO20 CMAHY €: MOMUBAYIUHI 3A0X0UeHHs Ol Oi3HeC-0OUHUYb MAad KOMNAHIU, AKI
3aUMAOmMvbCsi  [HBECMYBAHHAM 8 HAYKOB0-00CHIOHI  pO3pOOKU  THHOBAYIUHUX NIONPUEMCING;
CMUMYNIOBAHHS  CMBOPEHHS  HAYKOB0-OOCHIOHUX — YeHmpis, NiOmpumKka 30H IHHOBAYIUHO-
MEeXHON02IUHO20 PO3BUMKY; AKMUBHA O0NOMO2A 8 MOOEpHI3ayii nionpuemcmas iHHo8ayilHoi cpepu;
0epoKcasHa 2panmosa NIOMpPUMKA Ma Nilb208e KPeOUmy8aHHs, RIOMPUMKA MA CMUMYTIO8AHHS
iHHOBaYIIHO20 —eKcnopmy, No2iubieHe CNpusHHA I[HHOBAYIUHUM — OEPUCABHUM  3AKYRIGIAM,
BUKOPUCMAHHS CREYIaNbHO2O0 NOOAMKO8020 PedHcUM) 0 NPOOYKmie iHmeneKmyaivbHoi 81acHocmi,
WO Cnpusie CMEOPEeHHI0 CNPUAMIUBO] NOOAMKOB0I CmasKu HA Npubymox 6i0 Komepyianizayii
inmenekmyanvHoi enacrocmi. /logedeno, wo 6 Ykpaini nompiono cmeoprogamu cneyianvHi yMosu
01 pPO3BUMKY IHHOBAYIUHOI OIANbHOCMI, SAKI CHAPUAMUMYMb 00 €OHAHHIO MA NiOBUUEHHIO
epekmuenocmi  HAYKO8020, NPOMUCTI08020, (DIHAHCOB020, ITHHOBAYIUHO20 MA  KAOPOBO2O
nomenyianie. (Ceoclo uepeolo, ye NOZUMUBHO NOZHAYUMBCA HA  AKMUBI3ayii  C8imoeozo
CnigpoOimHuymea y 6eKmopi IHHO8ayitiHol OisnbHOCmI, 3abe3neuums mpancgep mexHono2iu i
KoMepyianizayito iHHOBAYIUHUX 3000YMKI8, a MAKON*C 30LIbUUMb YACMK)Y THHOBAYIUHOT NPOOYKYIT
Ha ceimosux puukax. Peanizayis yux npiopumemmuux 3a60anb 00380aumeb YKpaini weuoue
noooiamu HaseHy Kpu3y ma niOHAmMu eKOHOMIKY Ha HOBULL PiGeHb.

Knrwuoei cnosa: oepoicagna niompumxa; CmMuMynl08aHHA, PO3GUMOK,  IHHOBAYIUHUL
nomenyian, 60E€HHUL CMAH, [HHOBAYIl, [HMeENeKMYAlbHA 61ACHICMb, (QIHAHCYBAHHA, MEXAHI3M
Qinancysanusn IHHOBAYIUHOI OisANIbHOCMI, Mpancgep MexHoNo2i;, Maiut ma cepeoHiu OizHec,
EeKOHOMIKA KpaiHu.
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IF'OCYJAAPCTBEHHAS NOJAEP)KKA UHHOBALIMOHHOI'O IOTEHLHHUAJIA
NPEJNPUSTUNA: MEXAHW3M ®UHAHCUPOBAHUS 1 CTUMYJIUPOBAHUSI
PA3BUTHS B YCJIIOBUSIX BOEHHOI'O COCTOSIHUSL

Cmamws nocesawjena noucky nymeil obecnedenus KOHOMUYECKO20 pA38Umusi CMpaHbl
HeCMOmps HA B0EHHOe NONOJCEHUe. YCMAaH0BIeHo, Ymo ¢ HAYaIOM B0EHHbIX Oelilcmaull 8 YKpauHe
3aMOPMO3UTUCL 6CE NPOYECCbl 0DeCneyeHUss HOPMAIbHO20 QVHKYUOHUPOBAHUS IKOHOMUKU, 6
YacmHOCMU, 9MO  KACAemcs UHHOBAYUOHHOU  OesMeNbHOCMU, — HAYYHO-UCCIe008aMEeNbCKUX
Paspabomox, UHMeIeKmyaibHoU COOCMEEHHOCMU U 6C€20 UHHOBAYUOHHO20 NOMEHYUALA CIPAHDL.
Hoxkazano, umo cywecmeyem 06vbeKMUSHAsL NOMPEOHOCb 8 CO30aHUU IPDEKMUBHO20 MEXAHUZMA
PUHAHCUPOBAHUSI  UHHOBAYUOHHOU — OesIMENbHOCMU,  KOMOPbLLL — NO360IUM  AKKYMYJIUPOBAmb
HaKonjieHHvle  (QUHAHCOBble  pecypcbl N0  KIIOYEBbIM — HANPAGIeHUsM Ol NOBbIUEeHUs
UHHOBAYUOHHO20 NOomMeHyuana npeonpusmuti Ykpauwnwvl. [lo0uépkHymo, umo >mom MmexaHusm
@uHaHCUPOBAHUSL UHHOBAYUOHHOU OesAMENbHOCMU OO0JIHCEH OCHOBbIBAMbC HA MAKUX 0a308bix
NPUHYUNAX, KAK: HATUYUe Yele8020 OPUEHMUPA (DUHAHCOBOU GeKMOpU3ayuu, NnoOmMeepHCOEHHOe
000CHOBaHUE U IOPUOUYECKAs 3AUWUUEHHOCIb NEPBOUCHOYHUKOS (UHAHCOBBIX DeCcypCos;
HOAUCMPYKMYPHOCHb UCTOYHUKOS (DUHAHCOBLIX PeCypcos, 2IyOuHa u wupoma (UHAHCUPOBAHUSL,
a0anmueéHoCcmy cucmemvl QQUHAHCUPOBAHUS K YCI0BUAM BOEHHO20 BpeMeHU O/ OOCMUNCEHUs
cuHepeuu om ucnoiv3osanus eé cocmasnarwux. Onupasco Ha onvim 3apyOentCHvIX CMpaH,
NOOMBEPHCOCHO, UMO NOOOEPHCKA UHHOBAYUOHHOU OesIMENbHOCHU KOMNAHUL U IPHEeKmueHocmo
UHHOBAYUUL 6 YEeNOM 3A6UCAN KOHKDEMHO OM  CE0e8PEMEHHOCMU U Yele8020 OpUeHmupa
UCNONBb308AHUS (PUHAHCUPOBAHUA. Y CIMAHOBIEHO, YMO MEXAHUSM (UHAHCUPOBAHUS UHHOBAYUOHHOU
0esmMenIbHOCIU NOMOMCEN CO30aMb OCHOBbL O/l CIPEMUMENbHO20 U ONEPAMUBHO20 6HeOPeHUs
UHHOBAYUOHHBIX NPOYECCO8 80 BCeX chepax Xo3alcmeo8aHus. YCmaHnoeieHo, 4mo noo00epiHCKa
UHHOBAYUOHHO20 NOMEHYUALA NPeONnPUSIMULL S6ISAENC YACMbl0 00ue2o YKpenienus u pa3eumus
cmpame2uiecko2o0 UHHOBAYUOHHO20 NOmeHyuana Ha 6yoywee. OnpedeneHo, uYmo OCHOBHbIMU
MEXAHUBMAMU-CTUMYTIAMU OJisl ROOOEPHCKU PAZGUMUL UHHOBAYUOHHOU OesiMeNbHOCU 8 YCII0BUSX
B0EHHO20 NOJIOAHCEHUS ABNAIOMCA MOMUBAYUOHHbIE NOOWPEHUS O OU3HeC-eOUHUY U KOMNAHUI,
BAHUMAIOWUXCST UHBECTUPOBAHUEM 6 HAYUHO-UCCAe008AMeNbCKUe paspaboOmKu UHHOBAYUOHHBIX
npeonpusmull, CMuMyauposanue co30aHus Hay4HO-Uccie008amenbCKux YeHmpos, no00epH#CKd 30H
UHHOBAYUOHHO-MEXHOTIO2UYECKO20 PA36UMUSL, AKMUBHASL NOMOWb 8 MOOEPHU3AYUU NPeOnpusimuil
UHHOBAYUOHHOU Cchepbl; 20CYOapCmeeHHas Spanmosas No00epI’CKA U J1b2OMHOe KPeOumoeaHue,
HOO0ePIHCKA U CIUMYIUPOBAHUE UHHOBAYUOHHO20 dKCcnopma, yenyonénnoe — cooeticmeue
UHHOBAYUOHHBIM 20CYOAPCMBEHHBIM 3AKYNKAM, UCHONb308AHUE CHEYUATIbHO2O HALO20B020 PENCUMA
0N NPOOYKMO8  UHMENIeKMYAalbHOU  COOCMEEHHOCMU,  4MmO  CHnocoOcmeyem  CO30aHUI0
OnazonpusmMHOU  HANO2060U CMABKU HA NPUOLLIL  KOMMEPYUATUZAYUU  UHMENIeKMYalbHOU
cobcmeennocmu. Jlokasano, umo 6 Yxpaune HeoOX00uMO €030a8amv Cneyuaibhvie YCiosus Ol
pazeumus  UHHOBAYUOHHOU OesmenlbHOCMY, Cnocoocmeayiouue 00beOUHeHU) U  NOBbIULEHUIO
appexmusHoCmuU  HAYYHO20, NPOMBIULIEHHO20, (DUHAHCOB020, UHHOBAYUOHHOZ0 U KAOPOBO2O
nomeHyuanos. B ceoto ouepedvb, 2mMo NONONCUMENbHO CKAXCEMCA HA AKMUBU3AYUU MUPOBO2O
COmMpPYOHUYECMBa 8 6eKMOpe UHHOBAYUOHHOU OesimebHOCmU, 0becneuum mpancgep mexHono2uil
U KOMMEPYUATU3AYUIO UHHOBAYUOHHBIX OOCHUNCEHUU, A MAaKice Y8eaudum 000 UHHOBAYUOHHOU
NPOOYKYUU HA MUpPOBbIX pblHKax. Peanusayus smux npuopumemuvlx 3a0ay no3eonum YkpauHe
Ovicmpee npeodosiems KpUusuc 1 NOOHAMb IKOHOMUKY HA HOBbLI YPOBEHD.
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Introduction. With the beginning of a full-scale war in Ukraine, all processes of ensuring
the normal functioning of the country's economy slowed down, in particular, this concerns
innovative activities, research and development, intellectual property and the entire innovative
potential of the country [17; 18]. Ukraine faces a new difficult task of overcoming the influence of
Russia's military actions. Therefore, in Ukraine, it is necessary to create such conditions for the
development of innovative activities that will lead to the synergy of scientific, industrial, financial,
innovative, personnel potentials, the activation of global cooperation in the vector of innovative
activities, ensuring the transfer of technologies and commercialization of innovative achievements,
as well as maximizing the share of innovative products on international markets [4—6]. Completing
these priority tasks will allow Ukraine to overcome the existing crisis faster and raise the economy
to a new level [7-10].

Materials and methods. When writing the article, methods of general scientific knowledge,
special methods of researching economic processes and phenomena, which are used in determining
and analyzing government support, financing and stimulating the development of the innovative
potential of Ukrainian enterprises in the conditions of martial law, were used.

Results and discussion. Then, on April 21, 2022, the Ministry of Education and Science of
Ukraine together with the European Innovation Council (EIC) Accelerator and the Ukrainian
Startup Fund organized and held an online workshop for Ukrainian startups "The European Unicorn
factory: funding opportunities for Ukrainian innovators" regarding European opportunities
financing during the war in Ukraine [4]. During this workshop, the government of Ukraine's
innovation policy, joint initiatives and support that will be provided to startups during the war, as
well as the Action Plan for 2021-2023 for the implementation of the Innovation Strategy for the
period until 2030 were discussed [4; 11-13].

Recently, the general problem of financing both innovative activities and the entire business
activity of enterprises has also worsened. The total need for financing small and medium-sized
businesses at the end of June amounted to almost UAH 400 million (Fig. 1).

Thus, there is a need to create an effective mechanism for financing innovative activities,
which will provide an opportunity to accumulate financial resources and allocate them in key
directions for the innovative potential of Ukrainian enterprises. This mechanism for financing
innovative activities involves a number of basic principles [14-16]:

— target orientation of financial vectoring (provides for quick and effective implementation
of scientific and technical, innovative developments);

— confirmed justification and legal protection of primary sources of financial resources;

— polystructurality of sources of financial resources;

— depth and breadth of financing (provides maximum coverage of technical and
technological, innovative novelties and vectors of their use);

— adaptability of the financing system to wartime conditions in order to achieve synergy
from the use of its constituent elements.

Also, the Center for the Development of Innovations, together with the Office for the
Development of Entrepreneurship and Export, the national project Diya-Business, Advanter Group
and with the support of the European Union and within the framework of the Initiative for the
recovery of the economy, development of entrepreneurship and exports of Ukraine, conducted a
survey among entrepreneurs regarding the study of the government and the needs of Ukrainian

47



ISSN 2786-5398 IMPOBJIEMMU PO3BUTKY
KypHaa cTpaTeriYyHuX eKOHOMIYHHX EKOHOMIKH
AocTaimxenb, Ne 3(8), 2022

business during the martial law and identified the main reasons that prevent business from
recovering. The results are shown in fig. 2.
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Fig. 1. Business need for financing as of May-June 2022, thousand UAH
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Fig. 2. The main reasons that prevent business from operating during martial law,
as a percentage of surveyed respondents
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The experience of foreign countries shows that the support of innovative activities of
enterprises and the effectiveness of innovations in general depend precisely on the timeliness and
target orientation of the use of funding. This mechanism for financing innovative activities will help
create the foundations for rapid and prompt implementation of innovative processes in all areas of
business.

Government support for the innovative potential of enterprises is part of the general
strengthening and development of the strategic innovative potential for the future [19; 20].

The following incentive mechanisms are used to support and stimulate the development of
innovative activities [1; 14-20]:

1. Motivational incentives for business units and companies investing in research and
development of innovative enterprises. Each government sets itself the goal of innovative
development of entrepreneurship and support of the innovative potential of the country. For this
purpose, each country can use a number of mechanisms that stimulate research and development:
preferential taxation, establishment of preferential loans and granting of grants, use of foreign
economic insurance in innovative exports, etc. According to international experience, the most
effective motivation for companies investing in research and development of innovative enterprises
is determined by such tools as tax incentives and direct financial deduction. Also, the vast majority
of countries in which companies engage in research and development and produce innovative, high-
tech products pay a reduced rate of income tax to the budget and deduct the costs of research and
development from the tax base.

2. Stimulation of creation of research centers. Those countries that seek to multiply their
investment capital in the innovative potential of the government should pay attention to tax holidays
for research centers. Tax holidays have a specific feature, they can be extended on the entire
territory of the country, or on some of its parts. Also, another incentive for the creation of research
centers can be the provision of free use of a plot of land, the purchase of land at discounted prices,
exemption from payment of real estate tax and a reduced percentage of tax on repatriation of
profits.

3. Zones of technological and innovative development. A great support for innovation is the
zone of technological and innovative development, where among the unshakable leaders in this
direction is Western Europe, which has long supported the technological and innovative
development of innovative activities of both individual business units and integrated business
structures. Companies specializing in research and development in the field of innovation are
usually exempt from land tax, infrastructure tax, and tax on sales of funds in foreign currency
received from the sale of innovative products. Government support for such zones of technological
and innovative development is manifested in their active stimulation through capital investments.

4. Active support in the modernization of innovative enterprises. Relying on the experience
of foreign countries (Finland, Belgium, Portugal, Denmark, Luxembourg, the Netherlands), Ukraine
should, while stimulating enterprises in the innovative sphere, carry out the modernization of
production, using at the same time the instrument of accelerated depreciation. For example, in
Canada, accelerated depreciation reaches almost 100% of the asset price for the current year, and
this function also becomes possible for fixed assets, the use of which reaches more than 90% in the
field of research and development of the innovative industry. Also, one cannot forget about
government support for innovative workplaces. For example, the Czech Republic supports its
enterprises in the innovative sphere by providing about 9 thousand dollars. USA for one new
workplace in research projects. In India, the practice of excluding 30% of research workers' wages
from the tax base during the first three years of their work is used.

5. Government grant support and preferential lending. Ukraine should support those
enterprises that are engaged in scientific research and produce innovative products. This support
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takes place with the help of government lending with a high percentage compensation for the costs
of research and development, construction and reconstruction of facilities involved in the
production of innovative products. Small and medium-sized business units, whose innovative
potential needs government support, are becoming a priority in this direction.

6. Support and stimulation of innovative export. As evidenced by the experience of export
credit agencies of various countries, the vast majority of funds are allocated to finance international
export and commercial operations. The activity of export credit agencies of various countries cannot
be overestimated, since the export of innovative and high-tech products directly depends on
commercial and non-commercial (during military operations) risks. This is where insurance comes
to the rescue, which covers export non-payments and has a positive effect on the total volume of
investments.

7. In-depth support for innovative public procurement. Public procurement is a key
mechanism for stimulating all industries, and innovation in particular. As the international
experience of developed countries shows, almost 15% of GDP is spent on public procurement.
Regarding the promotion of public procurement in the field of innovation, the example of the
European Union should be followed here, where public authorities perform the function of
customers of innovative products and take over the risks of commercialization of research and
development. Thus, in the countries of the European Union in 2018-2019, more than EUR
120 million of financing for innovative procurement was implemented as part of the Horizon 2020
program.

8. The use of a special tax regime for intellectual property products, which contributes to the
creation of a favorable tax rate on income from the commercialization of intellectual property.
Countries such as Poland, Turkey, the Czech Republic and Slovakia have already created favorable
conditions for innovative activity and effectively support their innovative potential in those
enterprises engaged in research and development in the field of innovation. Military aggression in
Ukraine has so far slowed down this process, but this will not prevent the country from taking
relentless steps to implement these stimulus mechanisms into the innovative potential of our
enterprises.

Conclusion. As a result of writing the article, it is proved that in Ukraine it is necessary to
create special conditions for the development of innovative activity, which will help to unite and
make more effective scientific, industrial, financial, and innovative, personnel potentials. This, in
turn, will lead to the intensification of global cooperation in the vector of innovative activity, will
ensure technology transfer and commercialization of innovative achievements, and will increase the
share of innovative products on world markets. The implementation of these priority tasks will
allow Ukraine to quickly overcome the existing crisis and raise the economy to a new level [4].
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