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SUMARY: The aim of this work is a reflection of the impact of innovation activites in the development of small and medium enterprises,
especially in the long run. Innovation activites the trend of modern business, but at the same time is a prerequisite for sustainable long-term

development.

On the basis of small and medium enterprises is instability, which is the result of inadequate business. Under inadequate shall be deemed to
be a business that is unable to meet the demands of the business environment. Given these shortcomings, this paper will demonstrate the
impact of innovation activites to increase the profitability of small and medium-sized enterprises in the long term.

The application of innovation activites in small and medium-sized enterprises includes organizational changes, starting with the method of
management that will promote culture and climate that will encourage the adoption of new knowledge, skills, tools and all druh's requesting

to be placed in front of the business.
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INTRODUCTION

SMEs are considered the engine of growth and employment thanks
to innovation activities. The development of innovation SMEs
ensure long-term development. In developed countries, innovation
policy has been recognized as a complex problem. This approach
confirms that innovation is recognized as a factor in long-term
development. As a good example of the perception of innovation
has been recognized Slovenia, although they observed that certain
deficiencies which are planned to eliminate by 2020. Croatia can
boast for the application of innovation, but there are certain
preconditions for the development of innovation. This refers to
measures at national level.

What is the focus of attention as Bosnia and Herzegovina, which
has a low level of competitiveness. The reasons are manifold. First
of all rates by economic growth, which does not allow spending for
research and development that directly reflects the innovation
segment. We can say that it was one of the reasons for the focus of
this work and the situation in Bosnia and Herzegovina which is
characterized by low levels of economic growth, low
competitiveness, a slight separation of research and development,
which directly reflects on the lack of innovation that the sector of
small and medium enterprises, which is a lever for economic
development in countries such as Bosnia and Herzegovina.
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For all these reasons, opens space for reflection on innovation and
their contribution to the development of SMEs.

Theoretical aspects of innovation

The process of development of the theory of innovation associated
with Schumpeter, who is a very significant figure in the
development of the theory of entrepreneurship. Schumpeter's
innovations introduced as a basic factor of technological progress
and economic development. Introduces the concept of creative
destruction by which | considered replacing old technology with
new.

Regarding the classification of innovation, Schumpeter already
mentioned proposed five types of innovation:*

. introduction of new production methods

! OECD, Directorate for Science Tech nology for Comoetitive
Advantage, Prentice Hall, New Jersey, 2001, pp. 23.
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. The opening of a new market
. The conquest of a new source of raw materials or semi-
finished
. Reorganization of the industry ations.
From this survey it can be concluded that the key innovation
product / service innovation and process innovation.
The key innovations related to product / service innovation and
process innovation. According to the OECD classification into these
innovations include:
innovation of products / services:
The use of new materials,
The use of new intermediates,
The new functional components, and
Fully new features.
Innovation process:
New production techniques
A higher degree of automation, and
The new organization (with regard to new technologies).

The most important aspects of innovation is the creation of new
markets and acceptance of new products / services by customers,
which means that sophisticated consumer demand should be an
important guide for innovative products and services. Since the
company realizes the economic usefulness of the successful
implementation of innovations that the company follows the center
of the innovation process. Privacy becomes important as innovation
and pricing policy as a result of competitive pressure. Innovation is
a crucial means to create competitive advantage and superior
buyer's value. The focus is on innovative ways to enhance its
market position. Speed and diffusion of innovation is the key to
productivity growth and the economy in general. Enterprises must
become better at adapting and exploiting change, regularly
renewing and directing their own activities, and showing a stronger
entrepreneurial orientation.

Innovation policy in the EU

The main driver behind the development of the EU, as one of the
most prosperous economic areas, knowledge, technology and
innovation. In 2000 signed the Treaty of Lisbon, according to which
the EU should become the most dynamic economy in the world, and
one of the key determinants of achieving this goal is innovation.
The document is complementary to current challenges specific to
the EU and recognizes the problems related to innovation. The
importance of this issue given the fact that innovation activity is
lower in the EU compared with the US and Japan.

It can be said that the EU generally recognized the importance of
innovation policy. It is also closely linked with other EU policies,
such as employment policy, competition, environment, industry and
energy. The role of innovation is to modify the results of research
into new and better services and products with the objective of
maintaining competitiveness in the global market, and improve the
quality of life of European citizens.
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In order to become an everyday business innovation, the EU has
developed a concept of "Innovation Union" aimed to:?
« in Europe to achieve world-class scientific results
e remove obstacles to innovation, such as expensive patenting,
market fragmented, slow determination norms and lack of skills,
which are currently preventing the rapid transfer of ideas to the
market, and
« implementation of innovative partnerships between European
institutions, national and regional authorities, as well-sized
enterprises to revolutionize the way in which the public and private
sectors to work together.
Innovation policy in the United States, Japan and Canada
In the US system that supports innovative process has become one
of the most important national resources for development. Business
in the United States has shown a significant ability to innovate and
innovation in the market capitalization. The elements of the national
innovation system, positioned in the center of the private sector,
have a significant effect, where stands.®
. industry responds to new technologies and new ideas to
the market,
. Private companies are flexible and adaptive, definitely
more than the government or the academic sector and can not
accept the changes much easier,
. Efficiency, sa that industry access to the product life
cycle, is also a strength of the business sector,
. market access, as well as the factors involved in defining
new products or business is also well stimulated by the industry.
Japan has made the following changes, which have contributed
to improved innovation policy:*
. Administrative reform, which included the reduction of a
number of ministries and agencies; The biggest change was
reflected in the merger of the Agency for Science and
Technology with the Ministry of Education in the Ministry of
Education, Culture, Sports, Science and Technology, which
now controls about two thirds of government investment in
research and development,
. The transformation of national research institutes an
independent administrative agency, which allowed greater
flexibility in terms of personnel and financial management, as
well as the impact on the future allocation of government
resources.
Innovative policy has become one of the priority areas of the
Canadian government, which resulted in the creation of
innovative policies and strategies, which define the conditions
to support the sustainable growth of small business, and
efficient use of public R & # 38; D funds.
Innovation policy of Canada is clearly demonstrated knowledge that
productivity is the major weakness of Canada. EU countries have
been considered in terms of R & D and innovation system.
Commercial use of research result is presented as the bad, so that
investing in R & D has become a key issue of the national
government. In this regard, Canada has done a number of things
from 1997, in order to create conditions for greater innovation.
Improved market environment, reducing taxes on capital, and
constantly improved legal framework. Then, increase investment in
R & D in universities and business in order to support new
programs and activities aimed amplifiers increase the availability of
highly qualified people through the support of university studies.®
Innovation policy in neighboring countries - Slovenia and
Croatia

2 www.europa.ba

3 Zuljevi¢, A. Innovation as a factor in the creation of new
business opportunities, the growth of SMEs, and help
economic integration into the EU, doctoral dissertation,
Faculty of Business Management Mostar, 2008, p. 96.
*sto., str. 101-104.

> www.innovation.gc.ca/gol/innovation.
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In relation to the overall innovation index, countries are divided into
four main groups: (1) innovation leaders, (2) innovation followers,
(3) moderate innovators, and (4) other countries followers. Slovenia
in 2007 and 2008 contained in the group of moderate innovators,
while in the period from 2009 to 2011 took the group of innovation
followers. This is a big leap for Slovenia since it is located in the
same group as well as Austria, Belgium, Cyprus, Estonia, France,
Ireland, Luxembourg, the Netherlands and the United Kingdom.
However, it is still marked as a follower of innovation just below
the average for EU-27. Slovenia is among the countries of the EU-
27 as a follower of innovation in 2011 was on the 12th place.®
Although Slovenia recorded a relative advantage in human
resources and innovation activities of those companies which are
associated with the public 1 & # 38; R institutions, research
indicates a very weak link in the protection of intellectual property
(other brands) in the development of innovations in the field of
services and processing and organizational innovation.
Innovation policy of the Republic of Slovenia is much clearer than
it is the case with the Republic of Croatian. The main reason for this
is the existence of an umbrella strategic and more active document:
Resolution of research and development strategy of the Republic of
Slovenia for the period from 2011 to 2020. Year. The foundations
on which it rested preparation Resolution recognized several years
ago, and external evaluation of previous results is primarily left to
the OECD, whose conclusions are incorporated in the resolution.
Awareness of the Republic of Slovenia on the importance of
investing in research and development activities by the fact that
even during the most difficult period of economic crisis, Slovenia
has not decreased expenditure on research and development
activities in 2009 amounted to 1.83% of GDP compared to 1:38% in
2000, in the framework of resolution expected an increase of 1.5%
in 2020. In addition, one of the main missions of the Resolution is
to establish a model that will streamline and harmonize all existing
measures in the area of innovation, and long-term follow the
expected effects, including effects on the economy.
Based on the above, it can be concluded that the Republic of
Slovenia has worked out a system and rounded innovation policy
for many years, and timely detect flaws that will try to return to the
period up to 2020.
A comparative analysis of the innovation potential according to the
methodology developed by the European Commission, weakness
recorded in Croatia are:

. innovative products and processes (which might be

attributed to the insufficient protection of intellectual property

rights),

. lack of a clear vision of management (which challenges

the innovation activities).
A review of existing (available) measures and opportunity to
encourage research and development activities at the national level
can be concluded that most measures in accordance with the actual
needs of the development of SMEs in the direction of strengthening
their innovative potential. However, most of these measures could
not be implemented within the planned scope and the planned time,
and no systematic evaluation of the effects did not result in the
implementation of measures aimed at their timely changes and
improvements. A potential cause for this is the lack of clear
innovation strategy in the form of umbrella document at the national
level.
Condition of innovation and SMEs in BiH
Economic Competitiveness in Bosnia and Herzegovina (BiH) is
low, and its innovation system is underdeveloped: allocation for
research and development are among the lowest in the Western
Balkan region, business sophistication in research is low and
universities have little ability and resources for research. in BiH
there are many obstacles to the development of innovation,
particularly in SMEs. They can be grouped:
» economic and financial,

6 . . . .
www.europa.eu/innovation, Innovation Union Scoreboard
2011.
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« regulatory and institutional, and
» modest scientific research infrastructure.

Among the economic financial dominate the lack of resources, and
low domestic public budget allocations for R &D activities
adversely innovative SMEs lending by international financial
organizations and domestic commercial banks and microcredit
organizations. As the internal obstacles may be cited lack of equity,
lack of ability to assess business ideas, business ideas neglect,
insufficient knowledge of financial management and marketing, and
insufficient awareness of the importance of training. As far as the
regulatory and institutional barriers to the development of
innovative SMEs, they can diversify the political, legal,
administrative, etc. As a general limiting factor that, so and
economic progress of the country, there is a lack of a defined
political will in terms of training. Also, business administration,
especially in the process of business registration and ownership is
inefficient, including loading the phenomenon of corruption.
Furthermore, the judiciary is slow, are not built adequate
institutions type management and financing of scientific and
technological policies and the development of SMEs. Modest
necessarily research infrastructure includes universities, without
pronounced research activities, a small number of independent R
&D institutions, libraries not connected to the eminent international,
scientific journals, etc.

CONCLUSION

Innovation is the process of converting ideas into practical
application, which is one of the simplest and most popular
definition of innovation.

Developed country in the world, such as the EU, Japan, USA and
Canada, have recognized the importance of innovation policy. The
EU has created a number of documents that can be brought under
the framework of innovation policy, and the most important
protocol of innovation policy and the development of the concept of
"Innovation Union", whose goal is to achieve world-class scientific
results, remove barriers to innovation and to implement innovative
partnerships between institutions, authorities and companies. In the
US system that supports innovative process has become one of the
most important national resources for development. Business in the
United States has shown a significant ability to innovate and
innovation in the market capitalization. The elements of the national
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innovation system, positioned in the center of the private sector,
have a significant effect. Japan has made certain changes in the
form of administrative reform, transformation of national research
institutes, and the reform of the implementation of the new Law on
Science and Technology which have contributed to improved
innovation policy. Canada is in the field of innovation policy
improved market environment, reducing taxes on capital, and
constantly improved legal framework, then, increase investment in
R &; D in universities and business in order to support new
programs, and increase activities aimed at increasing the availability
of highly qualified people through the support of university studies.
Innovation system in BiH is underdeveloped: allocation for research
and development are among the lowest in the Western Balkans In
BiH there are many obstacles to the development of innovation,
particularly for developing innovative SMEs. They can be grouped
as economic and financial, regulatory and institutional modest
scientific research infrastructure. BiH has no strategy for the
development of innovation and SMEs, and therefore not necessary
stimulus measures.
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