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CHARACTERISTICS OF THE INFLUENCE OF INSTITUTIONS
ON THE CURRENT REALISATION OF THE INNOVATION PROCESS

XAPAKTEPUCTHUKA BIIJIUBY IHCTUTYTIB HA CYUHACHY PEAJII3AIIIO
IHHOBAIIIMHOTI'O MPOIIECY

The purpose of the study is to identify and characterize the main institutions that influence the realization of the innovation
process. For this purpose, methods of analysis, synthesis, and generalization of scientific works were used to provide an in-depth
description of the issue. As a result, it was established that institutions act as an indirect factor that determines the effective-
ness of other factors of innovation (human capital, financing, R&D) as formal structures, such as laws and property rights, and
informal like trust, customs and culture. In Ukraine, the institutional environment (insufficient protection of property rights,
corruption, weakness of the judicial system) creates unfavorable conditions for innovative activity. The practical significance
lies in justifying the need for systemic institutional reforms as a priority step to stimulate Ukraines innovative development.
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Mema cmammi — usnauumu Kiouo8i incmumyyii, wo ghopmyroms cepedosuuye 0 IHHOBAYIL, Ma CMAHOSUMU IXHIL 6NIUE
Ha IHHOBAYIUHY OIAIbHICMb Y COYIANbHO-eKOHOMIUHIU cucmemi. Memooonozis 0ocniodcenns 6a3yemvcs Ha MeopemuyHUx me-
mooax ananizy, Cunmesy ma y3a2aibHeHHst 05 2IUOOKO20 ORUCY QOCTIONCY8ANOT npobiemu. JJOCHIONCEeHHSL BKIIOUAE 02150 (DYH-
OAMEHMATLHUX MA CYYACHUX QOCTIONCEHb 3 THCMUMYYIUHOT meopii ma iHHO8ayill, & MAKONC IXHIX 63aEmM036 'a3Ki6. Pesynomamu
nokasylomu, wo iHcmumyyitine cepeooguuje BUCHYNAae K GadCIUBUL 0NOCePeOKOBANUL YUHHUK, WO GNIUGAE HA NPOOYKMUG-
HiCMb Ma eghekmuBHiCms YCixX NPOOYKMUSHUX (Paxmopie 6 KOHMeKcmi iHHOBAYIIHO20 PO3GUMKY, MAKUX AK TI0OCLKULL KANimaJ,
Ginancyseanns ma HIJJIKP. @opmanvui incmumymu, 6Ka04aioul 6epX08eHCe0 npasd, 3axXucm npaeg 1acHocmi ma oepicashe
Ppecyniosants, pazom 3 HepOPMarbHUMU THCIUMYMAMU, MAKUMU K KYIbMYpa, 0068ipa ma emuxa, 36udai, popmyoms «npasuia
epuy. [[na Yrpainu amaniz euasue 3uauri iHcmumyyiiHi ciabkocmi, 30Kpema HeOOCMamHill 3axucm npas iHmenekmyaibHoi
enacrhocmi, ciabKy cy0o8y cucmemy, BUCOKULL Pi8eHb KOPYRYIT ma HenociioosHy depicasny aominicmpayiio. Lfi pakmopu cmeo-
proiomy Hecnpuamauge cepedosuLye 3 BUCOKUM PIGHeM PUSUKY, WO 30LTbULYE MPAHCAKYIIHI GUMPAMu Ma 2arbMye IHHOBAYIUHY
OiAbHICMY, WO NPU3B0OUMb 00 HU3bK020 (hinancysanna HIIKP, cnabkozo 368 'a3Ky Midxc HayKolo ma 0i3HecoM ma 3HAYHO20
«8I0MoKy mizkie». OcmanHi OnUCami eghexmu 3MEeHULYIONb MOJNCIUBICTIG YKPAIHCbKOT eKOHOMIKU 2eHepy8amu ma nponoHyeamu
HOBI IHHOBAYIUHI NPOOYKMU MA 3HUNCYIONb NOMEHYIAN eKOHOMIKY 6 yinomy. [Ipakmuune 3HAUeHHs Noasiede 6 OOTPYHMYBAHHI
mo2o, Wo CIMUMYTIO8AHHS IHHOBAYIIHO20 PO36UMKY VKpaiHu umazae cucmemMHo20 nioxo0y 3 OCHOBHUM AKYeHMOM HA iHCMU-
myyitniu peghopmi. Pezyiomamu 00cniodceHHs noKazyioms, wo ineecmuyii 6 100CbKull Kanimai, Hayky abo Qinancu 0adymo
obMmediceni pe3ynbmamu, AKWo GYHOaMeHmatoHi «npasula epuy 3aIuamscs Hecnpuamaueumu. Bucrnoexku cmammi nadaoms
OCHOBY 07151 PO3POOKU NOTIMUKAMU KOMILEKCHOT cmpamezii, aka NOEOHYE THCMUmyyiiri pepopmu, maki sk 3MiyHeHHs 6EPXOGEH-
cmea npasa ma 3menwenns OIpoKpamii, 3i CMUMYNIOBAHHAM KIIOYOBUX THHOBAYIHUX PaKmMOpie 01 3a6e3neyenHs nepexooy
Yxpainu na winsax nocmitinozo inHo8ayiliH020 PO3GUMKY.

Knrwuogi cnosa: incmumymu, iHHO8AYiIHULL npoyec, pO3GUMOK, THCmumyyitine cepedosuuje, npaso, YiHHICMb.

Problem statement. In today’s globalized economy,
innovation is not only the result of the effective functioning
of economic systems and the agents that comprise them,
but also a direct driver of economic development and
an inherent feature thereof. Innovations are a source of
growth in the productivity of production factors and the
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efficiency of their use, becoming elements that ensure the
competitiveness of both national economies and individual
economic entities, etc. The ability to develop, implement,
and disseminate innovations characterizes the level of
development of a particular system and determines the key
directions of its development as a whole.
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On the other hand, the very process of creating and
disseminating innovations, i.e., the innovation process, is
formed and characterized within a specific socio-economic
environment. At the same time, the social component, the
presence of an established culture of entrepreneurship, and
a thirst for change and the search for opportunities play a
key role in the nature of the innovation process. In turn,
institutions, formal and informal agreements, or “rules
of the game,” which determine the system of incentives
and restrictions and define transaction costs, play an
important role in shaping such social characteristics of the
system, thereby directly influencing economic decisions,
including in the context of innovation. The subjective
perception of rational economic agents of the riskiness of
relevant innovative activity, etc., depends on the form and
effectiveness of formal institutions, such as government
and the rule of law, which, for example, manifests itself in
the protection of property rights and antitrust regulation, as
well as informal cultural norms of openness to innovation
and deviant behavior.

Analysis of recent research and publications. In
the context of studying innovation as a category and the
innovation process, the mainstream approach is to use an
institutional approach, i.e., recognizing the fundamental
role of institutions in the context of the formation and
dissemination of innovations. This narrative has been
prevalent and deeply rooted since the classic works of
J. Schumpeter on economic development and the evolution
of socio-economic systems, where the main forms of
innovation implementation and their role in the above-
described processes were first formulated [14].

The modern context of research on the interaction
between innovation and institutions is represented by a
wide range of topics and their interdisciplinary interaction.
In the context of this work, we considered modern
research on the general methodological foundations
of the institutional environment in the context of the
innovation process by A. Rybych and M. Dudych [1] and
O. Friedman [9], the influence of cultural characteristics
highlighted by Y. Ivanovich [4], aspects of the interaction
of individual institutions, such as intellectual property law
by L. Kapranova [6] and innovation law by S. Glebko [5],
financial aspects by S. Zaika [2], etc.

The purposes of the article. With the development
of socio-economic systems, characterized by significant
sectoral and technological changes, changes in
consumption patterns, and corresponding changes in
socio-economic relations, the environment and internal
and external characteristics of the implementation of the
innovation process are also undergoing corresponding
changes. An important task for researchers in various
fields of social knowledge is to identify and describe
these changes and their nature. Accordingly, the work sets
the following goals:

1. Highlight the interconnection between innovation
processes and institutions.

2. Identify the main institutions that shape the
environment for the institutional process to unfold.

3. Determine the impact of modern institutions on the
deployment of the innovation process;

At this stage of the work, the latest results on this topic
were searched for and analyzed, and methods of analysis,
synthesis, and generalization were used to provide an
in-depth description of the issue.
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Presentation of the main research materials.
According to one of the definitions of the innovation
process, the latter is a specific type of activity aimed at
developing, implementing, and disseminating the results
of scientific research and the corresponding creation
of innovations, emphasizing the dynamic nature of the
process [3]. Some authors also highlight the importance of
the result of this type of activity in transforming knowledge
into market value, which manifests itself, for example, in
the introduction of qualitatively new goods and services to
the market and their commercialization [5].

The works of Joseph Schumpeter played a key role
in the formation of innovation theory and its place in the
economic mainstream. According to him, innovation is
the implementation of new combinations in the context of
economic activity. Thus, he identified the following forms
of new combinations-innovations [13]:

1. Production of a new good or creation of a new
quality of an existing good.

2. Introduction of a new production method.

3. Development of new sales markets.

4. Discovery of a new source of raw materials or semi-
finished products.

5. Reorganization of an economic entity.

According to Schumpeter, the key concepts of
economic development theory are innovation, which is
the direct driver of change in socio-economic systems, and
the entrepreneur who implements it, in the context of the
so-called process of “creative destruction,” creating new
combinations with the aim of making a profit [13].

In the context of this work, the connection with
Schumpeter’s classic definition and justification of the
phenomenon of innovation is decisive—his works clearly
express the idea of the innovation process as an important
institutional phenomenon. Thus, capitalism is primarily
based on the activities of entrepreneurs, whose core values
are freedom of activity and realization in society. It is
these values that determine openness to new ideas and a
“thirst for activity,” which ultimately becomes a source
of innovation. And although his works contain criticism
of classical capitalism and reflections based on trends that
followed from the beginning of the 20th century and the
end of the “golden age” era of classical capitalism and the
formation of primary monopolies, such a development is
dialectical, i.e., the subsequent development of humanity
would not have been possible without the rise of the
bourgeoisie and the spirit of entrepreneurship, which
in turn also became the synthesis of the next formation.
Accordingly, the innovation process is not only shaped by
institutional factors, but also becomes a source of change
in the environment in which it is implemented [14].

Institutions are part of the relevant environment, one of
the options for the essential decomposition of the socio-eco-
nomic system. According to Douglas North, they determine
the “rules of the game” in society, structure social interac-
tion, and form a system of incentives and restrictions for
economic agents. They represent both formal rules (laws,
regulations, contracts) and informal norms (customs, tradi-
tions, norms of behavior). The combination and interaction
of various institutions creates an institutional environment
[10]. The institutional characteristics of an economy or a
particular sphere of activity are a set of institutions that in-
fluence the effectiveness of human activity and determine
the possible actions of participants in economic processes.
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The main reason for the existence of institutions in the
context of socio-economic systems is to reduce the uncer-
tainty of economic agents’ functioning, often represented
in the form of minimizing so-called transaction costs. By
establishing clear rules and mechanisms for their enforce-
ment, institutions make interactions between economic
agents more predictable and reduce the costs of searching
for information, conducting negotiations, and concluding
and protecting contracts. Effective institutions ensure the
fulfillment of contractual obligations and promote trust and
cooperation, which is critical for risky processes such as
innovation [1].

Accordingly, the innovation process is significantly
dependent on the institutional environment. When tradi-
tions that are resistant to change dominate the social sphere,
agents’ motivation for innovation decreases due to personal
rejection of innovations and fear of social rejection. On the
other hand, weak regulatory influence of the state on intel-
lectual property rights and the failure of innovation legisla-
tion to keep pace with the characteristics and pace of modern
economic entities increase the riskiness of innovation. Thus,
insufficient development of intellectual property legislation
increases the risks associated with the implementation and
further commercialization of innovations, as the procedures
for obtaining property rights can be significantly compli-
cated, increasing the transaction costs of acquiring such
rights, or intellectual property objects become unprotected
and subject to unregulated use or even theft.

As mentioned above, the institutional environment con-
tains formal and informal sets of rules and mechanisms for
their enforcement, which significantly influence the forma-
tion of incentives and risk assessment for the introduction
of innovative activities.

Formal institutions are rules enshrined in legislation,
regulatory acts, and generally formed in the form of con-
tracts. Thus, contracts clearly define the rights and obli-
gations of the parties, including innovative activities, for
example, by regulating relations between them, establish-
ing procedures for registration, licensing, certification, etc.
Clear, stable, and predictable legislation reduces uncer-
tainty and risks for innovation actors [9].

As noted above, an important element in the context of
formal institutions for the innovation process is the protec-
tion of intellectual property rights. The ability to obtain and
protect exclusive rights to the results of intellectual activity

(inventions, utility models, industrial designs, trademarks,
copyrights) is a powerful incentive for investing in R&D
and commercializing innovations [1]. Without reliable IP
protection, innovation actors risk having their develop-
ments copied by competitors, which undermines the pos-
sibility of making a profit and returning investments.

Unfortunately, there are serious problems in this area in
Ukraine. There is weak legal protection of IP and a lack of
adequate financial incentives for inventors, which negatively
affects the innovation process, especially in industry [6].

Another factor influencing the system of incentives for
innovative activity in the context of the institution of law
and the state is state regulation itself. This may include ele-
ments of tax legislation, the availability of incentives, grants
and subsidies for innovative activity, the provision of infra-
structure, antitrust regulation, standards and technical regu-
lations, certification procedures and the obtaining of permits
[1]. Effective development of the latter also reduces the
transaction costs of introducing innovative activity [9].

It is important to note that it is not the mere existence
of a particular element of formal institutions that plays the
main role, but their quality, effectiveness, and relevance to
the direct activities of economic agents and their mutual
influence as a result. Even with progressive legislation in
the field of innovation or IP protection, its effectiveness
can be negated by a weak judicial system, corruption,
bureaucratic obstacles, and the state’s inability to ensure
the actual enforcement of laws and contracts [1].

Political institutions should be distinguished from state
institutions. Political stability or instability is an important
factor influencing the investment climate and long-term
decisions on innovation. Frequent changes of govern-
ment, political uncertainty, and conflicts increase risks and
reduce planning horizons for business [9].

Informal institutions represent values, traditions, norms
of behavior, and cultural attitudes that are deeply rooted
in society and influence people’s behavior. Thus, cultural
norms shape attitudes toward innovation, risk, coopera-
tion, and entrepreneurship. According to Geert Hofstede,
cultural norms in the context of economic behavior can be
assessed according to the following dimensions: degree of
perception and distance from power, priority of individual
or group goals, degree of avoidance of uncertainty, indul-
gence, etc. [12]. Table 1 presents the main cultural dimen-
sions in the context of Ukraine.

Table 1
Hofstede’s cultural dimensions of Ukraine and their potential impact on innovation
Measurement Ukraine score Interpretation Potential impact on Ukraine
Distance from . Rejection of hierarchy, centralization, |Complicates quick decision-making, bottom-up
. Very high . L S
authority and the importance of status. initiative, and open communication.
.. . . Promotes teamwork and knowledge sharing
.. . Priority of group interests, importance P U, R
Individualism Low . . within the group, but limits individual initiative
of relationships, loyalty to the group. - S
and creativity.
.. Value of personal quality of life, active | Promotes a favorable working environment, but
Masculinity Low . o,
competition. reduces competition.
Avmdapce of Very high Stress from the unknown, formalism. Inhibits expe.nmentatlon, radical innovation,
uncertainty promotes resistance to change
Horizon _of High Future orientation, thriftiness. Promo_tes strategic planning, investment in
perspective education, R&D
Indulgence Very low g::;iirelrllicsiltoward cynicism and May discourage optimism and creativity

Source: prepared by the author based on [12]
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As mentioned above, cultural norms also shape attitudes
toward risk. One of the characteristics of entrepreneurial
activity is its riskiness. A culture that does not tolerate mis-
takes and avoids uncertainty can stifle entrepreneurial ini-
tiative and a propensity for radical innovation.

At the same time, there is a paradox: despite the high
avoidance of uncertainty at the national level, Ukrainian
TNCs often demonstrate flexibility, openness to experi-
mentation, and support for creativity. This may indicate that
organizational culture is often shaped by global norms and
competitive pressures, differing from national trends [4].

Finally, business ethics also belong to informal institu-
tions. Compliance with ethical standards, fair competition,
responsibility to customers and society, and respect for the
environment contribute to building trust, improving repu-
tation, and long-term business sustainability, which indi-
rectly affects innovation activity.

All of the above-mentioned institutions shape the envi-
ronment for the deployment of the innovation process and
influence the key factors of its implementation, beyond the
purely institutional dimension.

An analysis of the institutional characteristics and key
factors of the innovation process shows that they do not
exist in isolation but are closely interrelated. The quality
of the institutional environment largely determines how
effectively available resources and opportunities for inno-
vative development can be used.

First, openness to innovation and cultural norms shape
trends in human capital development. The quality of edu-
cational institutions, such as formal accreditation rules and
academic integrity standards, directly affects the quality
of human capital and the development of labor potential.
Labor market institutions influence the effective use of
human capital. Weak institutions that do not provide decent
working conditions, opportunities for self-fulfillment, and
security contribute to the “brain drain,” even in the pres-
ence of well-educated specialists [8].

Second, access to innovation financing largely depends
on the institutional environment. Reliable protection of prop-
erty rights and investor rights, an effective judicial system, a
stable macroeconomic environment, and low levels of cor-
ruption all reduce risks for investors and lenders, facilitating
access to capital. The sophistication of financial institutions
and the quality of their regulation determine the availability
of various financing instruments. Government institutions
can directly influence financing through support programs,
grants, and tax incentives [2; 10].

Third, the effectiveness of the R&D system depends on
institutions that regulate scientific activity, science fund-
ing, intellectual property protection and technology trans-
fer, standards and informal rules of scientific activity, etc.
Government policy determines the priorities and scope
of R&D funding. Institutions that facilitate interaction
between universities, scientific institutions, and business,
such as technology parks, influence the commercialization
of R&D results [8, 11].

Also, the level of competition in markets is determined
not only by technological or economic factors, but also by
antitrust legislation and the effectiveness of its application.
Market access rules and regulatory barriers also influence the
competitive environment. Informal institutions (e.g., business
networks, propensity to collude) can distort competition.

Based on the above, it can be argued that the institutional
environment acts as an indirect factor that determines the
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productivity and direction of all other factors of innovative
development. Even with significant resources—qualified
personnel, potential sources of funding, scientific develop-
ments—their contribution to innovative development will
be limited if the “rules of the game” are unfavorable. For
example, a country may have a highly educated population
(strong human capital), but if institutions do not provide
property protection, opportunities for entrepreneurship, and
decent rewards for innovative activity, this capital will either
be used inefficiently or emigrate. Similarly, the availability
of financial resources will not lead to innovative investments
if the institutional environment generates excessive risks
and transaction costs. Scientific discoveries do not translate
into innovation if there are no effective institutions for tech-
nology transfer and IP protection [6].

For Ukraine, institutional characteristics generally
have a negative impact on the innovation process. Inad-
equate protection of intellectual property rights, high lev-
els of corruption, poor quality of public administration, its
unsystematic nature, and the weakness of the judicial sys-
tem create an unfavorable environment for investment and
innovation. This also affects the low level of funding for
innovation in general and R&D in particular (both from the
state and from business). The situation is exacerbated by
the underdevelopment of financial institutions in the ven-
ture capital market and limited access to bank lending for
innovation [2].

The link between science and business is quite weak,
technology transfer is inefficient, and there is low demand
for innovation from industry, again due to weak protection
of intellectual property rights. Low funding and the nega-
tive impact of cultural norms, as well as insufficient recog-
nition of the role of scientists, result in a “brain drain” and
the loss of qualified personnel [8]. Table 2 summarizes the
analysis of Ukraine’s innovation system according to the
EIS 2021 method.

The results show that Ukraine has significant human
potential in terms of highly qualified scientific personnel,
as well as a potential production base and industries that
are promising for development, scaling, and commercial-
ization. However, at the same time, the indicators of the
development of the legal framework and the functioning
of state institutions, namely the number of applications
for trademarks and patents, are catastrophically low. The
results of the table also show a significant funding deficit
and relative isolation from international cooperation. The
underdevelopment of financial institutions is reflected in
low levels of private investment in R&D. Ultimately, the
characteristics described above reinforce the current state
and influence of institutional characteristics on the devel-
opment of the innovation process in Ukraine.

In general, the table summarizes the indirect impact of
institutional characteristics on the implementation of the
innovation process.

Conclusion. Thus, this paper examined the institutional
component of the innovation process, the key institutions
that influence its course in the socio-economic system, and
analyzed the indirect impact of institutional characteristics
on its implementation.

Since their introduction into the conceptual and cat-
egorical apparatus of economic science, innovations
have had significant institutional significance. Thus,
Schumpeter characterized innovations as the realization
of the entrepreneur’s “creative destruction,” shaped by



«ExoHomiuHul sicHUK HTYY "Kuigcokuli nonimexHiyHul iHcmumym”s»

N2 33,2025

Table 2
Comparison of the advantages and disadvantages of Ukraine’s innovative characteristics according to EIS 2021
Strengths W:’zlqu,U Weaknesses ‘,/:]?)lqu’U
Expenditure on innovation not related to R&D 77.8% | Trademark applications 6.9%
Employment in knowledge-intensive sectors 92.8% | Design development (industrial designs) 1.5%
Exports of knowledge-intensive services 75.0% | International scientific publications 11.7%
Inventions related to the environment 72.4% | Patent applications under the PCT procedure 12.8%
Innovative cooperation between SMEs 13.8%
Joint public-private publications 16.5%
R&D expenditure in the business sector (% of GDP) 19.2%
Top 10% most cited publications 21.2%
Venture capital expenditure (% of GDP) 24.1%
Postgraduate graduates (STEM) 25.0%
Government expenditure on R&D (% of GDP) 27.4%
Sales of new-to-market/new-to-firm products 28.4%
Government support for business expenditure on R&D 31.3%
Broadband internet 36.1%
Improvement of ICT skills among personnel 44.0%
High- and medium-tech exports 46.8%

Source: prepared by the author based on [7]

his worldview and his belonging to a given social group.
In turn, innovation became the main driver of economic
development, especially in the context of the qualitative
changes it brought about.

Essential characteristics in the context of the imple-
mentation of the innovation process are formed by both
formal institutions, such as laws, regulations, and property
protection, and informal ones, such as culture, trust, and
ethics, which form the “rules of the game.” These institu-
tions influence the direct factors of the innovation process,
such as human capital, access to financing, the level of
R&D, a competitive market environment, effective inter-
action between science and business, as well as the impact
of globalization and digital transformation.

To stimulate the innovation process and transition to
an innovative development model, it is important to take a

systematic approach, with priority given to reforming the
responsible institutions and increasing trust in them, reduc-
ing bureaucracy on the path to ensuring rights and further
dissemination of innovation. Given the indirect nature of
the influence of institutional characteristics, it is necessary
to improve the image of scientific work and the role of the
scientist-innovator in society in order to attract and retain
highly qualified personnel. It is also necessary to review
the expansion of the methods and scope of financing for
scientific institutions and R&D in general.

The implementation of these recommendations requires
political will and coordination of efforts between the state,
business, the scientific community, and civil society. Only a
comprehensive approach that combines institutional reforms
with the stimulation of key factors can ensure Ukraine’s tran-
sition to sustainable innovative development.
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