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MEANS OF PRIVATE INVESTMENT OF SMALL AND MEDIUM INNOVATION
ENTREPRENEURSHIP IN THE EUROPEAN UNION

Abstract. The authors of the article have analyzed certain economic characteristics of
private investment of small and medium-sized innovative enterprises in the European Union
(hereinafter — the EU). It has been noted that, unlike public funding from the EU Member States
and Structural Funds investment, it is appropriate to pay attention to the investment mechanisms
used in the private sector to support small and medium-sized innovative entrepreneurship in the EU,
which has its own specificity and sources. The features of such sources as bank lending, corporate
and venture investing, as well as financing provided by business angels have been studied. It has
been noted that bank loans for innovative enterprises in the EU have become more accessible, but
the collateral requirements imposed by banks remain high. The reasons for the low level of
corporate investment of innovative small and medium-sized enterprises (hereinafter — SMSES) in
some Member States are the lack of a developed culture of partial investment and the specificity of
information exchange between companies and investors. The level of venture capital usage is low
and, as a consequence, only a small number of SMSEs are attractive to venture capitalists’
investments. On the other hand, business angels are quite selective about investment objects. This
determines their main activity at the stage of initial implementation of innovative projects.

It has been concluded that a large proportion of SMEs face serious problems in accessing
investment resources, and there are significant differences between countries, directly, in such areas
as debt financing and, therefore, SMEs’ financing in Europe. is hot homogeneous. Despite the large
number of support instruments for investing such enterprises in the EU, successful implementation
of initiatives does not occur in all countries and has a heterogeneous effect. In order to create a
successful EU policy on supporting SMEs there is the need in more in-depth understanding of the
problems and specificities of financing SMEs of the EU Member States.

Keywords: an enterprise, innovations, venture entrepreneurship, bank financing, business
angels, start-up.
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3ACOBU ITPUBATHOI'O IHBECTYBAHHS MAJIOTO I CEPEJHbBOI'O
THHOBAIIMHOT O MIINPUEMHUIITBA B €BPOIIEMICHLKOMY COIO3I
Anortanis. [IpoananizoBaHO OKpeMi €KOHOMIYHI XapaKTEPHCTHKHA 3ac00IB MPUBATHOTO
IHBECTYBAaHHS MajiOTO 1 CEpPeAHBOTO IHHOBAIIHOTO MIANMPUEMHHITBA B €BpomeiichkkoMy Coro3i
(mami — €C). 3a3HaueHo, 10, Ha BIAMIHY Bil Jep)kaBHOrO (iHAHCYBaHHS, SKE 3IIMCHIOETHCS
KpaiHamu — wieHamu €C, Ta IHBECTYBaHHS BIPOBAPKYBAHOTO CTPYKTYPHUMHU (POHIAMH, JOPEIHO
3BEpHYTH YBary Ha MEXaHI3MU PO3MIIIEHHS IHBECTHIIM, sIKI BUKOPUCTOBYIOTHCSI Yy MPUBATHOMY
CEKTOp1 JUIsl MIATPUMKH MaJIOTO 1 CepeaHBOTO IHHOBAIIHOTO TianpueMHunTBa B €C, mo mae
BlacHy crnenudiky Ta mprepena. JOCHDKEHO OCOONMMBOCTI TaKWX JDKEpeN, SK OaHKIBChKE
KpeIUTyBaHHS, KOPIIOpaTMBHE 1 BEHUYYpPHE I1HBECTYBaHHs, a TakoX (DIHAHCYBaHHS, IO
3MIACHIOETHCSL Ol3HEC-aHTeIaMu. 3a3HaueHo, 10 OaHKIBChKI kpemutu B €C i 1HHOBAIIMHUX
MIIPUEMCTB CTaX OUIBII JOCTYITHHUMHM, aj€ BUMOTH JO 3aCTaBH, II0 HAKJIAJalOThCS OaHKaMH,
3aUIIAIOTBCS  BEMUKUMHU. [IpuyMHAaMM HU3BKOTO pIBHS ~ KOPHOPAaTHMBHOTO  IHBECTYBaHHS
IHHOBaIIHUX ManuxX 1 cepemnix mignpuemcts (mami — MCII) B okpeMux KpaiH-wIeHIB €
BIJICYTHICTh PO3BHHYTOI KYJIbTYpH YaCTKOBOTO IHBECTYBaHHsS Ta crenudika oOMiHy iH(opmaliiero
MDK KOMITaHIIMH Ta iHBeCTOpaMH. HU3bKHM € piBeHh BUKOPHCTAHHS BEHYYPHOTO KaIliTaly 1 JUIIE
HeBenmka KitbkicTh MCII € mpuBabauBuMU IS IHBECTYBAaHHS BEHUYPHHUX KaritaiicTiB. HaromicTh
Oi3HEC-aHTeNIH € TIOCUTh BUOIPKOBUMHU 11010 00’ €KTIB IHBECTYBaHHS, a 11€ 3yMOBJIIOE iXHIO OCHOBHY
AKTUBHICTh Ha €Talll TOYaTKOBOI peaizallii IHHOBAI[IHHOTO MPOCKTY.
3po0iieHO0 BUCHOBOK, 10 3HayHa dactuHa MCII 3imTOBXYEThCS 13 CEPHO3ZHUMU
npoOieMaMu y TOCTYI IO IHBECTHUIIITHUX peCypciB, TAKOK MArOTh MICI€ ICTOTHI BIIMIHHOCT1 MK
KpaiHamu, Oe3mocepenHbo, Yy Takux cdepax, sik OoproBe (iHaHCyBaHHS, a OTXKe, (iHAHCYBaHHS
MCII B €Bpormi He € ogHOpiAHUM. He3Baxaroun Ha 3HaUHy KUIBKICTh IHCTPYMEHTIB HiATPUMKHU B
IHBECTYBaHHI Takux mianpueMcTB y €C, ycmiliHa peaiizallis iHILIaTUB Ma€ Miclle HE Yy BCiX
KpaiHax 1 BiApI3HAETHCS HEOAHOPITHUM edekToM. [ CTBOpEHHS YCIIITHOT 3arajJbHOEBPONEHCHKOT
nosiituku 3 minTpumkn MCII motpibHe Outbln mornuOiieHe po3yMiHHS MpoOneM 1 crneuupiku
(iHaHCYBaHHS IHHOBALIHHOT MISTIBHOCTI MAJIOTO 1 CEpeqHbOTO Oi3Hecy KpaiH — uneHiB €C.
Knwuoei cnosa. mnianpueMcTBO, I1HHOBAIi, BEHUYYpHE MiANPUEMHHUITBO, OaHKIBChKE
¢iHaHCyBaHHS, Oi3HEC-aHTeNH, CTapTarl.
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CPEJCTBA YACTHOTI'O HHBECTUPOBAHUSA MAJIOT'O U CPEJJHEI'O
NHHOBAIIMOHHOTI'O NIPEAITPUHUMATEJBCTBA
B EBPOINIEHCKOM COIO3E

AnHoTanus. [IpoaHanu3upoBaHO OTHEIbHBIE SKOHOMHUYECKHE XapPAKTEPUCTUKU CPEICTB
YaCTHOTO HWHBCCTHPOBAHUSA MAJIOTO0O W CPEAHEIO HWHHOBAIIMOHHOI'0 MNPCAIIPUMHUMATCILCTBA B
EBpomneiickom coro3e (mamee — EC). VYkazaHo, 4To B OTJIMYME OT TOCYAapCTBEHHOTO
(uHaHCUPOBaHUS, OCYIIECTBIIIEMOr0o cTpaHaMi — wieHaMu EC, 1 MHBECTUpOBaHUS BHEJIPSIEMOTO
CTPYKTYPHBIMH (OHAAMH, IesiecooOpa3HO OOpaTUTh BHHMAaHHE HA MEXaHWU3MBI Pa3MEIICHHS
WHBECTHUIIMH, WCIOJb3yeMble B YaCTHOM CEKTOpe [UIsl TOIJCPKKA MaJoro U CPEIHETrO
WHHOBAI[MOHHOTO mpeanpuHumarensctBa B EC, wumMmeromero coOCTBeHHYIO creuuduky Hu
NCTOYHHUKMH. I/ICCJ’IGJIOBaHBI 0COOEHHOCTH TaKuX HUCTOYHHUKOB, KakK 0OaHKOBCKOE KpCAUTOBAHUC,
KOpPIIOPAaTHBHOE W BEHUYPHOE WHBECTHPOBAHHE, a Takke (UHAHCHPOBAHUE, OCYIIECTBISEMOE
Ou3Hec-aHTenamMu. YKa3aHo, yTo OaHkOBckue kpeauTbl B EC 1711 MHHOBAITMOHHBIX MPEATPUITHI
ctanu OoJyiee JOCTYNMHBIMH, HO TpeOOBaHHWS K 3ajJoTy, INPUMEHsSIEMble OaHKaMH, OCTAIOTCS
3HaYuTENbHBIMU.  [IpyuMHamMu  HHM3KOTO  yYpOBHA  KOPIOPAaTUBHOTO  HMHBECTUPOBAHMS
WHHOBAIIMOHHBIX MAJIbIX U cpenuux npeanpusatuil (nagee — MCII) B oTIenbHBIX CTpaHaX-dieHax
SBIIIETCS OTCYTCTBHE pPAa3BUTOM KyJIbTYphl [0JIEBOIO HMHBECTUPOBaHHUA M creuuduka oOMeHa
nHpopmanued MexJ1y KOMIAHUIMU U MHBecTopaMu. HU3KUM ocTaercs ypoBEHb HCIIOJIb30BAHMS
BEHUYPHOT0 KallMTala M, KaK CJIEJICTBUE, TOJIbKO He3HauuTenbHoe KosmdecTBo MCII sBistoTcs
MIPUBJICKATENBHBIMK ISl MHBECTUPOBAHUSA BEHUYPHBIX KaMTAIUCTOB. B TO ke Bpemsa OusHec-
aHrenapl OYeHb M30MpATENbHBI B OTHONIEHHMM OOBEKTOB HMHBECTHPOBAHMS, YTO OIpPENENsieT HX
OCHOBHYIO aKTUBHOCTb Ha 3Tale HayaJlbHOM peanu3aliiii HHHOBAIMOHHOTO IIPOEKTa.

Cnenan BeIBOJ, uTo 3HauuTenbHast yactb MCII cTankuBaroTcs ¢ cepbe3HbIMH MPoOIeMaMu
B JIOCTyIl€ K MHBECTUIMOHHBIM pecypcaM, Takke UMEIOT MECTO CYIIECTBEHHBIE OTIMYUS MEXIY
CTpaHaMH, HEMOCPEJICTBEHHO, B TakuX cdepax, Kak JoJroBoe (GUHAHCHPOBAHUE, KAK CIEACTBUE,
¢unancupoBanue MCII B EBporne He sBnsercs ogHOPOIHBIM. C y4eTOM MHOKECTBAa HHCTPYMEHTOB
MOJJIEP’)KKH B WHBECTHpOBaHUM Takux mnpeanpustuii B EC ycnemnas peanusanusi MHUIMATHB
MMEeT MECTO He BO BCEX CTpaHaX M OTJIMYaeTCcsl HEOTHOPOIHBIM 3ddekrom. [[ns co3ganus
ycrenrHoi obmieeBpornelickoi nonutuku mno nogaepxxkke MCII HeoOxoaumo Ooinee riaybokoe
MOHUMaHue MpoosieM u crerubuku GUHAHCUPOBAHUS X MHHOBAIIMOHHON JeATEeIHLHOCTH B CTPaHAX
— ynieHax EC.

Knrouesvie cnosa: mpennpusTHe, WHHOBAIMM, BEHUYpHOE NpeanpusTHe, OaHKOBCKOE
(dbuHaHCUpOBaHUE, OM3HEC-aHTeTIbl, CTapTaIll.

®opmyi: 0; puc.: 0; Tabx.: 0; 6ubm.: 10.

Introduction. SMEs are more innovative than large companies because of their ability to
use new technologies quickly and efficiently, as well as because they quickly respond to changing
market needs, making them the most successful in the European economy. In current conditions, the
leading role in investing scientific research varies from nationwide to the private sector, with an
increasing number of intermediaries specializing in the analysis, selection and management of
technological innovation projects.

Research analysis and problem?’s setting. Problems of the definition and specifics of the
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use of private investment means of small and medium-sized innovative entrepreneurship have been
studied by C. Mason, D. Dickins, M. Friel, S. Birley, Yu. Stabinskaite, R. Harrison, D. Muzyka and
others. However, the relevant studies do not, unfortunately, contain a holistic approach that would
answer the question about sources of investment of innovative activities of SMEs, the role and
functions of the participants in such investment process, and the role of world experience for
countries with developing economies.

The objective of the study is to research the issues of the European experience in
determining and using private investment sources of innovative activities of SMEs.

Research results. One of the most important areas of Ukraine’s development is the
formation of an innovative model of the economy, which sets new challenges for science in
determining the sources of public and private funding of scientific developments and their
application into production and services. Unfortunately, the indicators of innovative activity of
SMEs directly and the economy of Ukraine in the whole are extremely negative'. At the same time,
our state clearly outlines the problematic aspects of the national innovation ecosystem functioning,
for the stabilization and development of which they developed the «Strategy for the development of
innovative activity for the period until 2030» that is approved by the Decree of the Cabinet of
Ministers of Ukraine dated from July 10, 2019, Ne 526-r [1]. Therefore, public authorities clearly
understand that without the development of an innovative segment of the national economy,
Ukrainian companies can not compete in world markets. However, for unclear reasons, there has
been almost no activity in our country for many years directed on the financial support for the
development and implementation of innovative technologies of high technology products, and state
programs contain only declaratory provisions.

If we refer to the European experience, which is one of the world’s locomotives for the
development of the transfer of innovative technologies, it should be noted that one of the main
focuses in the EU countries is the development of SMEs, which are the engine of economic growth
and the main source of new jobs. However, these entities have some difficulties in obtaining the
resources to finance their research, developments, new products, while entering the market for
innovation and scientific technology. According to the pan-European survey, attracting investment
is an urgent problem for 9% of SMEs in the EU (published on November 30, 2016) [2].

Access to finances is crucial for SMEs, since attraction of investment is related to their
growth and innovation. For this purpose, the EU created the EU-28 single market for CMEs, which
share is 70% of the export value of such enterprises, where 80% of SMEs export being sold to other
Member States. From 2008 to 2017, the gross value added created by the EU-28 SMEs was totally
increased for 14.3% and employment within SMEs was increased for 2.5%. Two thirds of such
companies are concentrated in 6 Member States: Germany (23.9% of all fast-growing companies in
2015), the United Kingdom (14.4%), Spain (8.6%), France (8.4%)), Italy (7.6%) and Poland
(6.4%). Totally, these 6 countries make 69% of all fast-growing EU-28 enterprises in 2015 [3].

Unlike public funding carried out by the EU Member States and Structural Fund
investments, we pay attention to investment mechanisms used by the private sector to support
SMEs with their own specificities and sources.

Bank loans in the EU are the main source of external financing for SMEs (62%) and the
second largest source for large corporations [2]. Overall, the availability of bank financing for
SMEs has increased significantly. However, the collateral requirements for SMEs, imposed by

! According to the data of the State Statistics Service, the number of researchers in Ukraine is rapidly reduced (from
133744 people in 2010 to 59392 in 2017), the scientific intensity of gross domestic product (expenses for research and
technological (experimental) developments by all sources in the percentage of gross domestic product) in 2017 was
only 0.45%, the dynamics of the number of enterprises involved into innovation is negative (in 2017, the number of
enterprises involved into innovation activity was decreased for 9% compared to 2016 to 16,2% of all industrial
enterprises), although there are some examples of innovative entrepreneurship and high technology that successfully
developed in our economy. Investment into non-material assets over the past 15 years have accounted for about 2—4%
of total capital investment, and the share of high-tech activities (with a cumulative R&D intensity of gross value
compared to gross value added is 13.6 and more) and medium-tech (with the total intensity of R&D expenditures in
correlation to gross value added is 3.2—13.5), in the volume of realized industrial production in 2017 was 11.3%.
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banks, remain high. The smallest and the youngest companies have the most difficult access to bank
loans [4, p. 186—187].

In general, European countries can be divided into three groups, depending on the amount of
bank capital involved in investing SMEs. The first one is the most developed capital markets, which
allows newly created innovative companies to gain expansion in the corporate sector (UK, France,
Germany). The Nordic countries (Finland, Sweden, Denmark), whose stock market has about 20%
of corporate investment constitute a separate, second group. The third group includes the countries
of Central and Eastern Europe (Slovakia, Czech Republic, Poland), whose bank capital is
practically not involved in innovative investing, since the companies of these countries rely
primarily on their own capital (for example, retained earnings).

Corporate investment carried out through the emission and retirement of securities of
companies is aimed at creating a favorable market environment by reducing interest rates on bank
loans. Attracting free funds in this way is essential for innovative companies that have the potential
for rapid growth and are interested in attracting external investors. However, partial financing
according to the statistics is used only in 3% of European SMEs [4, p. 187—188].

The low level of investment of innovative SMEs in some Member States may be due to the
lack of a developed culture of partial investment and the specificity of information exchange
between companies and investors. Despite some improvements, the activity level in this area is still
low. Only a small number of countries improve the conditions for issuing securities for SMEs,
mainly through national or regional stock exchanges.

One of the investment resources that can be used while investing SMEs in the field of
innovation is venture capital, which is offered to understand as financial investment in companies
with high growth potential, securities of which are not allowed to be quoted on the stock exchange,
in order to obtain significant income from the capital growth along with the additional risk and
illiquidity of investments that can not be freely sold because of the investor’s obligations to the
company [5, p. 161—162].

Considering the size of the investment market, there is a place for venture investments in the
system of funding sources, compared to traditional sources that are attracted by SMEs. However,
taking into account the high demand for start-ups and venture capital companies, such capital
accounts for a small proportion of private capital and is mostly in demand in Sweden, Finland,
Ireland and the United Kingdom. One of the key institutional investors in the venture capital
business is insurance companies and pension funds as capitalizing investment funds.

Although venture entrepreneurship is characterized by the increased level of entrepreneurial
risk, it is still one of the important forms of financing the innovative projects, which both stimulates
innovation processes in a particular enterprise, and positively impacts on the innovation market in
the whole [6, p. 805].

The purpose of venture capital investment is to obtain a significant income from investment
expenditures in the form of its growth and sale of shares at a higher price than from interest or
dividend income. The sale of shares is usually carried out through an initial public offering,
including the emission of company’s shares at the free market or industry sale, where the venture
capital fund, as a rule sells such shares to another company at the same level with other
shareholders of the company [7, p. 15—16].

Despite the potentially negative link between venture capital activity and barriers to
entrepreneurial activity, the role of venture capitalists is limited to mediation. Such entities operate
under conditions, where their relative effectiveness in selecting and controlling investments gives
them some advantage over other investors. Venture capitalists are actively involved in industries
that have important information about biotechnology, software, etc. than in conventional start-ups
(for example, restaurants, retailers, etc.) [8, p. 441—443].

In a stock-based economy (such as the United States and the United Kingdom), large
companies consider such stock exchanges as a major source of investment. Venture capital in this
kind of economy is considered as an alternative source of risk capital for those companies that do
not have the money to allow their securities for the admission. And vice versa, relatively small
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number of companies that emitted securities in a bank-based economy (Germany, Japan), are
allowed for admission at stock-market and the market is not the main source of investment.
Companies in this case rather rely on private (sometimes public) banks as their main source of
external investment.

The majority part of venture capital is attracted from large institutional investors (pension
funds, banks and insurance companies). Typically, venture capital accounts for only a small fraction
of the total investments held by these funds and are the result of secondary (derivative) activity.
Accordingly, the excessively high income promised by venture capital companies may be an
attractive investment opportunity for a limited number of the general fund, which counteracts the
risk and income on the portfolio of the rest of investments.

Public venture funds invest directly into companies registered in the most EU Member
States. They mainly concentrate their investments on information and communication technologies,
biotechnology and advanced production technologies. While some of them are directly focused on
companies being in the stage of expansion, they try to promote their rapid growth (for example,
early start-ups make up the largest share of government venture capital in the fund portfolio). Such
schemes are generally an effective way of stimulating SMEs to grow and compete. However, as
most schemes, they are still relatively new, not much information is available. Public funds
investing in private venture funds in some EU Member States (for example, Germany and Finland)
receive more financing than direct public venture capital. This type of investment instrument allows
to increase portfolio of diversification and, accordingly, the ability to apply the industry experience
of private funds’ managers in multiple sectors. However, there is no clear evidence of the economic
impact of venture capital funds on the beneficiary companies compared to direct government
venture capital schemes [2].

The level of venture capital usage in the SME segment is quite low (around 2—4% of the
total). Hence, a small number of such companies have significant growth, and only a small number
of them are attractive enough for venture capital investors.

Business angels are private entities with significant own company capital that invest directly
in unregistered companies with whom they have no family relations. It is believed that the main
number of angels is «cash-strapped» entrepreneurs, who seek the opportunity to act as a value
investor, expressing business acumen, contacts and entrepreneurial skills [5, p. 190]. Business
angels mainly invest in the seed capital companies and companies at start-up stages and provide
relatively small amounts of capital.

Business angels are the second largest source of external investment in newly created
companies. They are important in providing risk capital, as well as in fostering economic growth
and technological changes. Thus, according to the statistics, the UK is Europe’s leader at the
business angel market. The leading countries also include Spain, Germany, France and Finland [9].

It should be borne in mind that most business angels seek to be anonymous, although many
are quite well known. Therefore, it is not possible to state about their available number or the total
volume of their investment [10, p. 110]. It is important to understand that business angels are
primarily motivated by capital, typically around 20% per annum during the investment period,
although they may receive some «psychological income» from participating in a new business.
Considering the fact that the main reason for investing is material interests, it is hardly surprising
that business angels are rather selective like formal venture capitalists. Besides, taking into account
the similarity of purpose and conditions, it should be expected that the investment process will be
broadly similar to the process used in formal venture capital, although with possibly less
bureaucracy in the form of professional consultants and will take less time [5, p. 190—191].
However, as business angels often invest in areas, where they have previous experience or stated
interest, they can often be expected to have a unique position — a relative advantage to more
accurate assessment of the potential of investment opportunities.

Conclusions. SME investment in Europe is not homogeneous, and many SMEs face serious
problems in accessing investment resources. Despite the large number of support instruments for
investing such companies in the EU, successful implementation of initiatives does not occur in all
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countries. Developing a successful pan-European policy we need an in-depth understanding of the
problems and specificities of financing the innovation activities of SMEs of the EU Member States.

The experience of the EU countries should be taken as the basis for the development of
SMEs innovation model in Ukraine. However, current realities demonstrate that the aspirations of
Ukrainian officials are abstract. Thus, according to the Strategy for the development of innovative
activity for the period until 2030 they offer to implement a number of measures to stimulate the
financing (investment) of SME innovation activities. However, the analysis of the solutions of these
problems offered by the Cabinet of Ministers of Ukraine is declarative. The Strategy does not
contain any specific propositions for clearly defined areas of innovation activity or specifying the
subject composition of persons implementing innovative projects. In our opinion, this will once
again negate all the positive ideas regarding the improvement of the investment climate in Ukraine
and attraction of national and international investors to finance innovative projects of SMEs.
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