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Abstract: Every economic entity undertakes various compldivigies that aim at achieving strategic goals.sThomplex
plane of strategic activities certainly includes-gmnovative activity consisting in creating andplementing innovations that

help to gain competitive advantage. Undoubtedlyemmises

need capital. Without capital they aré afde to positively

influence the economic growth of any country. The &f this article is to present the relationshigtvibeen capital and

financing innovation projects in Poland.

Experiences of highly developed countries show th
innovation is the driving force of any economy, efatining
the long-term growth potential. There is a posit
interdependence between the intensity of investrimeR&D
and the level of economic development and competitiss
of economy. Countries with the highest indicatofstime
intensity of investment in R&D are the world’'s |é=gl
economies The indicator of the intensity of investment
R&D is the relation between total investments in R&nd
total value of GDP in a given country.

The development of the innovative enterprise seio
fundamental for the Polish economy in order fotatgain
competitive advantage in the global dimension.
innovative enterprises with substantial share ofghhi
technology, but also managed in a way that enab)pansion
to international markets, can be successful orntieenational
scene. Unfortunately, Poland is very much behindegards

r

R&D expenditure, both in comparison to the devetbpe

countries of the EU and to some developing countfig&D
constitutes only 0.57% of Poland’s GDP).

Poland occupies the 29th position (out of 35 caesfrin
the European Innovation Scoreboard. Together witm&ia,
Bulgaria and Slovakia, Poland is in a group of ddas
whose level of innovation in comparison to the Blg¢rage
keeps getting worse. The only innovative regiomupying
the 65th position as regards innovation, is Mazokie
Province. Meanwhile, the turnover value of innovat
enterprises in the EU is growing three times fasted the
increase in employment exceeds twice the indicatrsrded
in non-innovative enterprises.

Undoubtedly, Polish enterprises need capital. Withg
they cannot positively influence the economic gtowf our
country. Domestic financial resources generated @sult of
transforming domestic savings into investments atid
insufficient in comparison to the needs of the $tokkconomy.
This situation is caused by a combination of negatactors
(Janasz, 2009):

low level of investment capital accumulated so far;

1 The countries include, among others: Finlandadaphe
USA and Germany.
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at low rate of savings in Poland;

persistently low level of GDP per capita.

Implementation of innovation projects enabling the
development of an enterprise and increase of Iteev@quires
obtaining capital for financing such investmentsflaw of
capital to an enterprise is possible in a situatishere

ve

ipPotential investors are sure that capital investsana given

enterprise will bring the expected rate of retwocepting the
risk connected with any economic activity.

Financing innovation- and technology-oriented gurises
is one of the most serious problems faced by theiners.

Omyack of capital for implementing innovation projectan

tause their outflow to other economies, both thhodgect
migration of entrepreneurs and taking over of pigeby
foreign enterprises. Capital is the basis for dewelent of
innovative enterprises.

Joseph Schumpeter, considered a pioneer of economic
analysis of innovation, made the analysis of aliocga
financial resources for innovation processes onthefmain
points of his studies on innovation. As O’Sullivd2006)
writes, contemporary economists dealing with thisbfem
have, in large measure, neglected the relation dexviunds
and innovation. The early works of Schumpeter (19696)
concerning microeconomics of innovation often nefdrto
the process of using credits for financing innowati
However, in the later period (1975) he diminishiee tole of
creating credits in facilitating the innovation pess and
economic development. Instead, he emphasised tireesof
self-financing innovative investment by large anmamihant
enterprises.

In  his works, Schumpeter presented also three
characteristics of the innovation process, which @iaterial
for allocating funds. First, innovation dependsimvestment.
It requires quite substantial expenditure. Secomyvation is
a chance both for new and older enterprises. Thirdyvation
is implemented mainly by “new” people in the entesp, who
have not played leading roles in business befd@86,11964).

Contemporary economists have developed a few whys o
thinking about innovation economy on the level cbrmomy,
i.e. about the relationship between innovativevits and
economic development. One approach derives dirdaiy
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the work of Schumpeter and concerns the technoesoimn
perspective. The other approach - the nationalerysof

innovative structure - has been developed forake25 years
in order to explain the comparative historical meda

economic development (Nelson, 1993). Both appraag
engage in the process of presenting the evoluti@conomy
in economic development analyses. However, theferdif

the amount of attention devoted to allocating fiiah
resources for innovation. Literature related to tregional
innovation system rarely discusses the activitgualgh which
work and capital are devoted to innovation.

Perez (2002) follows Schumpeter in her work, pagttin
the centre of her theory technological revolutidefined as
clusters of radical innovation creating exceptiorahd
successful activities modernising the whole proiduct
structure. However, her concept puts much more asipton
the diffusion of innovation than the works of Schpeter. The
analysis of the
production systems conducted by Perez is also n
comprehensive than Schumpeter’'s. He focused maimlghe
role of the financial system in financing initiahgses of
innovation, whereas Perez characterises ways irchwttie
financial system can be engaged, providing ressurfoe
innovation throughout the technological cycle.

One of the main problems of implementing innovation
Poland is the presence of a capital gap, charaeterby
insufficient access to capital for innovation-otish
enterprises. Innovation capital can become thet&eyational
economic development. It can be defined as finan
resources accessible to economic entities thatgengaand
want to engage in development and innovation diesi The
definition of innovation capital can also includenefits
resulting from implementing various innovation aittés.
Innovation capital can be divided into public sectapital,
private sector capital and venture capital.

Innovation capital can be generally defined asleeciion
of institutional and behavioural conditions chaegistic for
an entity, society, enterprise, market, etc., whepecific
association (model, models) would determine inngeal
activity.

What should be emphasised is that despite thetatthe
process of globalisation eliminated many barrierd enabled
faster absorption of new technologies, without ascéo
capital the explosion of innovation in Poland ispossible.
The concept of financing innovation projects makies
justifiable to adopt the so-called financial engirieg, i.e.
funds coming from other sources.

Financial engineering should be divided as regahds
source of funds that will be allocated for suppagtiand
financing innovation projects. The division coulde
constructed in the following way:

a. Funds from private investors, i.e. private capital,

b. Funds from the state budget and European funds,
public capital,

Funds from both private and public capital, i
public/private capital (mixed capital).

interaction between the financiald a . . o ] o
hore detailed identification of capital needs of an emtise in

Cc

There is a combination of two processes in an priser
(Duliniec, 2007): investing capital in the entegeriby owners
and creditors; investing capital in the activitytbé enterprise
by the enterprise itself.

he  Financial decisions taken by the board of an entap
regarding obtaining sources of financing, i.e. eimgucapital
for the enterprise in a suitable amount, type ame,thave to
be closely linked with investment decisions, teaspending
the acquired capital in a way that will ensure padbility of

the investment at least covering the cost of tipitala

Every enterprise needs capital. Financial decisfayg a
leading and integral part in the management procafs
undertakings of an enterprise that provide it va#ipital and
help form the structure of financing sources inciiemarket
conditions constitute the process of financing. Thain
phases of creating financial strategy are of gnegortance
and include (Skowronek-Mielczarek, 2003):

various phases of its existence;

detailed analysis of an enterprise’s financial veses; it is
necessary to evaluate if a given enterprise casfgats
needs from own capital or requires external capital

detailed analysis of potential sources of financing

enterprises, offered by the market and the nearest

environment;

determining the most rational, in given conditions,
structure of sources of financing, taking into ddasation
the costs of obtaining all sources involved as vl
connected risk;

evaluation of chosen sources as regards the goibifigeof
the enterprise and ensuring intensive developnmenthe
adopted development strategy.

It is not possible to determine the best and usaler
method of financing innovative activity in an emese. It is
even more difficult if the capital that a given emrise is
trying to acquire is intended for financing inndeat So far, a
definite model of supporting this kind of activitas not been
developed.

There are many types of financing. They are clesbiin
various ways according to different criteria. Refeze books
present many classifications of factors which cafuénce
the choice of the structure of financing innovatfmocesses
in an enterprise. They include:

availability of specific sources of capital - ndt sources
of financing are available to certain enterpristgnfal
and legal requirements);

profitability obtained by the enterprise - accuntivia
capacity of a given unit depends on its level;

cost of obtaining capital;
choice of taxation system for conducted econoniiwifg

a

e . L
financial risk.

Innovation activity is always connected with substd
expenditure, long return period and specific riBkat is why
none of the mentioned financial strategies in isepform is

e
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appropriate for an enterprise introducing innovatitf we
consider internal sources of financing, includingnds
appropriated from profit for current activity andwtlopment,
amortization, funds obtained from selling fixed etssand
current assets, reserves created for the paymerittofe
liabilities, it is obvious that because of the sfiedife cycle
of an innovative product, financing such undertgkirfrom
internal sources, particularly in small companigsiot able to
cover financial needs. Undoubtedly, there is a némd
external capital, particularly private capital.

TABLE 1. SOURCES FOR FINANCING INNOVATIVE
UNDERTAKINGS

Criterion Type of sources Examples
Type of - public - state budget, European
ownership - private funds
- credits, PE/VC, loans,
stock exchange
Source - domestic - domestic investors
- foreign - direct foreign investments
Method of - direct - amortization, profit, credit
financing - indirect - technological parks,
incubators of
entrepreneurship
Sources of - own capital - owner shares, business
financing - external capital angels

financial market
venture capital

other capital

Source: own study

The Table 1 below presents the characteristicsos$iple
sources for financing innovative undertakings.

The study conducted by The Polish Central Statibkt
Office shows that in all regions the fundamentattda
limiting innovative activity of enterprises in tH&ME sector
was the economic factor. 37% of small and 31% odlioma
innovation-oriented firms expressed an opinion tin&y do
not undertake innovation activities because of latkunds,
whereas 36% of small and 32% of medium entitiesitptm
high costs of innovation (Wojnicka and Klimczak,08). The
second among the factors that impede the innovationess
are market factors, particularly unstable demandd
dominating the market by leading markets.

The problem of micro-, meso- and macroeconomimfact
that determine decisions regarding innovation isryve
complex. Results of many empirical studies indiat#g role
of capital, including private capital, in financingnovation
and causing fluctuations in innovation activity. ihalso
points to possibilities (methods) of appropriatisgvings
accumulated by the society for innovation expenmditahe
important role of innovation capital in creatingamg-term,
sustainable economic development of individual gmitses is
indisputable, which is connected with, as pointetl @bove,
the issue of institutional conditioning of innowati processes
and the regulatory role of the state. Developed ketaj
economies use their savings thanks to the existehaewell-
developed money and credit market (capital marked) non-
bank financial institutions (Janasz, 2009).
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Still, the basic source of financing innovativeiaty of
Polish enterprises are own funds, which in 2006stituied
80%, i.e. PLN 13.2 billion of expenditure of indraskt
enterprises and over 90%, i.e. PLN 6.6 billion gpenditure
of enterprises from the services settdfhe share of own
capital in financing this type of activity is grawg and its
level depends on the size of an enterprise - wWighhighest
level in case of large entities. However, this @ador is not an
evidence that Polish enterprises have high levelowh
capital, but rather confirms the thesis on insidfic
accessibility of private capital. The success ofowation is
conditional upon creating an appropriate modeliéricing
innovation and the emergence of a specific arraegeéem
between individual entities (state administrati@conomic
regions, enterprises, international connectionsy hecessary
to introduce changes in legislation and institusiém order to
give entrepreneurs possibility to use specialisedntial
support instruments and enable public/private oceraipon.
These linkages are to be mostly informal, netwankt

hierarchic, and arise from co-operation rather
competition.
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