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Abstract 

 

As micro, small and medium-sized enterprises (SMEs) are facing difficulties in keeping the 

pace with the dynamics of clients’ preferences and the competition enhancement within 

markets nationwide, managers have channeled their efforts towards the only solution which 

allows for business continuity and sustainable development: innovation. Due to limited 

human and financial resources, SMEs have to come up with feasible solutions in order to 

efficiently undertake research and development activities and properly exploit their 

innovation. Therefore, the current study aims at identifying the connection between the 

specific risks related to the innovation process within a small and medium enterprise and 

their developing sources. The purpose is to identify the organization’s vulnerabilities which 

negatively affect the proper functioning of innovation activities .The methodology is based on 

a secondary research comprising an in-depth theoretical review, which allowed the authors 

to establish the connection between risks and their related sources.  
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1. Introduction 

The nationwide economic development is 

dependent on how SMEs perform on the Romanian 

market, as their share in the overall number of 

business actors is around 98%. Furthermore, at the 

European Union (EU) level, SMEs are considered 

the vehicles for bringing innovation which is 

further expected to insure the sustainable 

development and economic growth of all member 

countries. Both at EU and national level, complex 

and facilitating policies and strategies are being 

continuously developed and improved with the 

purpose of bringing SMEs at the forefront of 

technological progress and economic development. 

SMEs and innovation are becoming a united 

concept which is being promoted in government 

policies and in various private and/or public 

funding schemes. Therefore, when 

comprehensively analyzing SMEs, the innovation 

component should be always considered and 

prioritized as indicator.  

 

2. Method 

The method employed in the current study 

comprises a theoretical overview with regards to 

risks related to innovation activities undertaken by 

small and medium enterprises.  

Furthermore, based on a secondary research 

comprising relevant studies on the Romanian 

SMEs, the authors aim to emphasize the 

relationship between the risks related to the 

innovation activities and their internal sources 

(E=manager’s educational background, 

ISF=internal sources of financing, I= volume of 

investment in innovation activities) and external 

sources (C=clients, RC=research centers, 

ESF=external sources of financing, T=technology). 
 

3. Results 

Several statistical data are required when analyzing 

Romanian SMEs, as further detailed. While SMEs 

contribution is intense in terms of their 98% share 

in the overall number of business actors, their 

recorded cumulative turnover in 2012 was only 

57.9% of the total volume of revenues registered by 

all enterprises active on the Romanian market, 

which is less by 1.7% compared to previous year. 

Their activity is mainly financed from their equity 

(80%); nevertheless, bank loans remain the most 

frequent external source of funding. A SME has an 

average number of 9 employees (70%), i.e. micro-

enterprise, while at the opposite ranking with only 

7% share, the number of hired people exceeds 50, 

i.e. medium-sized enterprise (National Institute of 

Statistics, 2014a).  

The SME’s analysis should always include a very 

important indicator related to the number of newly 

created enterprises, as SME’s area of activity 

reveals not only the most attractive industries in the 

market at a given time, but also the sectors which 

have reached the maturity stage.  

The various external factors, such as the economic 

crisis, political changes, etc., have influenced the 

entrepreneur’s decision regarding the choice for the 

industrial field in which the enterprise should run. 

As depicted in Figure 1, retail has recorded the 

highest rate of newly created SMEs, while 

transportation has recorded a constant share 

between 2008 and 2012 (National Institute of 

Statistics, 2014b). 

In terms of recent evolution, a poor risk 

management may be the driver for the increased 

number of enterprises which have initiated the 

insolvency procedure. In 2013, the share of SMEs 

which have shut down their operations was 4% of 

the total number of legal entities registered in 

Romania. In H1 (first half year financial results) of 

2013, according to the density of insolvent SMEs 

per 1000 firms, the “construction” sector has 

recorded the highest rate of bankruptcy with 68 

insolvent enterprises per 1000 SMEs, closely 

followed by  “hotels and restaurants“ 

(61insolvencies per 1000 SMEs) and 

“transportation” (58 insolvencies per 1000 SMEs).  

It was recorded a degree of indebtedness which 

exceeded 100%; the level of debt compared to the 

turnover has registered a share of 124%, while net 

contribution (loss) has registered 7% of turnover 

(Coface, 2013). 

It can be clearly observed that the Romanian SMEs 

have an unstable evolution, while encountering 

numerous risks sources in their battle for a sound 

market share. Their competitive advantage can be 

brought by innovation, as long as the risks related 

to their innovation activities are properly and 

continuously mitigated. To this end, one approach 

would be to establish a clear relationship between 

risks and their related sources with regards to the 

innovation process, as illustrated in Table no. 1. 

An enterprise can innovate at different levels such 

as: (a) product - by improving its features or 

conceiving a completely new product, (b) process, 

(c) organizational structure and (d) marketing (Acs 

et al, 1990). The volume and structure of financial 

resources, the density and profile of the particular 

industry in which the SME is running its operations 

may influence the manager’s decisions with regards 

to the optimum innovation method which is due to 

be applied (Audretsch, 1995). 

The structural characteristics of the industrial 

domains in which SMEs are operating point out a 

small-sized and highly specialized market; hence 

the SMEs are encouraged to create and/or access 

knowledge which allows for product and/or process 

innovation. 
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SMEs have an advantage in terms of their 

organizational structure, when compared with large 

companies. This is due to the lower number of key 

managers who have the ability to influence the 

decisional process, and therefore the timeframe 

between the innovation project endorsement and 

the actual implementation is considerably shorter. 

On the other hand, the resources SMEs have at 

their disposal for these aforementioned activities 

are significantly lower than those of larger 

enterprises. This shows a greater need for open 

innovation, i.e. for identifying feasible 

collaborators and outside channels, as well as for 

employing both internal and external sources of 

innovation.  The systemic effect generated by the 

specific industry’s dynamics alongside with the 

decrease in the number of clients determines cost 

boosts for SMEs in their quest for new potential 

consumers. Consequently, alongside with 

establishing partnerships with external entities, i.e. 

research institutes, universities, private companies 

etc., SMEs have to pinpoint the optimum moment 

for launching the innovation on the market. Thus, a 

proper exploitation of innovation would be 

ensured, as well as openness and receptiveness to 

the market input.      

A relevant indicator when analyzing SMEs is 

manager’s level of education. Research shows that 

managers with basic studies are avoiding 

undertaking innovation activities. As such, 71.43% 

of SMEs run by the aforementioned managers 

haven’t concluded any innovative project. Their 

strategic plan excludes innovation activities, 

including basic ones such as: improving the 

managerial process, updating the information 

system, enhancing the employee training, etc. On 

the other hand, when the manager’s educational 

background reflects a broader expertise, it may be 

clearly noticed a higher interest for innovation 

activities. (CNIPMMR, 2013) 

A SME is significantly influenced by the 

manager’s personality due to its triple role, i.e. 

decisional, informational and interpersonal. As 

such, he may efficiently integrate the innovation 

activities within the organization or irremediably 

inhibit firm’s progress by inputs such as 

discouraging the proactive attitude of employees, 

neglecting the importance of efficient 

communication and technology exploitation, etc. 

(Purcarea et al., 2002, Kotler et al., 2008).   

Innovation opportunities may be identified through 

a series of internal sources, i.e. within the 

organization, by making use of employees’ 

knowledge, and external sources, i.e. clients 

(complaints and suggestions), competitors (activity 

monitoring), distributors (due to client proximity, 

they can easily detect their grievances), suppliers 

(due to their constant interest towards knowledge 

enhancement for improving the value chain), 

scientific magazines, exhibitions, fairs, 

conferences, government agencies, public research 

institutes, consultants, advertising agencies, 

universities,  and other professional associations 

(Kotler et al, 2008). 

Analyzing SMEs through their innovation approach 

should further scan the duration of the innovation 

process. Studies show that the optimum timeframe 

for undertaking R&D activities is less than two 

years due to factors such as availability of 

resources, manager’s risk aversion, consumers’ 

preferences dynamics, current technological 

development and competition constant 

enhancement (Kotler et al, 2008; CNIPMMR, 

2013). Figure 2 outlines the fast pace of the 

innovation process in terms of optimum time span 

for R&D activities nationwide and per business 

sector. While transportation and construction 

sectors have the shortest duration of the innovation 

process of approximately six months, the 

construction sector has recorded the highest time 

span for the market uptake of innovative projects, 

with due time exceeding five years. (CNIPMMR, 

2013) 

In terms of financing, SMEs are accessing various 

yet limited external financing for innovation 

activities. As a result, a great 89.24% of said 

activities are undertaken based on firm’s own 

financial resources, regardless of the industry in 

which it operates (Figure 3) (CNIPMMR, 2013). It 

can be thus observed that innovation depends on 

the volume and quality of knowledge diffused on 

the market and on the financial capability of SMEs. 

The technological development usually requires a 

significant budget, even though the efficiency of 

innovation exploitation is uncertain (OECD, 2000). 

 

4. Discussion 

Innovation is of high importance at SME’s level, as 

costumers are constantly searching for improved 

solutions to meet their needs. Furthermore, 

consumers put pressure on enterprises to improve 

their existing products in exchange for their loyalty, 

while SMEs’ capacity to undertake research and 

innovation activities is restricted due to scarce 

resources available to be allocated for the 

aforementioned activities. (Kotler et al , 2008) 

In order to improve the entire value chain 

comprising, but not limited to, the value added 

flows of suppliers, distributors and clients, SMEs 

are delivering a product with (1)”relative 

advantage” in terms of product’s degree of novelty 

when compared to the existing products; (2) 

“compatibility” in terms of the intensity with which 

the innovation meets the clients’ needs; (3) 

“complexity” in terms of accessibility in using the 

innovation; (4) “divisibility” in terms of the 

easiness with which the client is able to test the 

product and (5) “dissemination” in terms of 

possibility to further distribute the knowledge 

enhanced as a result of using the innovation. The 
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risk factors related to innovation may appear at 

different stages of the innovation process and may 

cause a wide range of effects depending on risks 

sources, i.e. errors at products’ design, errors 

regarding budget planning of the research and 

development activities, competition enhancement 

due to a faster implementation of innovation within 

their own organization etc. Therefore, SMEs may 

face inefficient innovation exploitation due to the 

time span between the moment when the idea is 

generated and the actual point in time when the 

innovation is launched on the market (Kotler et al, 

2008). 

The constraints of present paper arise from 

limitations concerning the availability of public 

data on the innovation activities performed by the 

Romanian SMEs. The statistical overview with 

regards to SMEs’ innovation dynamics on the local 

market is thus restricted to an overview. 

Emphasizing a clear relationship between the risks 

related to the innovation activities and their internal 

and external sources was nevertheless possible at a 

more comprehensive level on the basis of the 

available studies.  

As future directions in research, the authors 

propose an in-depth approach in modeling the 

relationship between the risks and their related 

sources with regards to the innovation process with 

the aim of establishing a stronger and more direct 

connection between them.  
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Figure 1. Total share of new enterprises recorded between 1995 and 2012 per business sectors (National Institute of Statistics, 2014b).  

 

Table No. 1 

The relationship between risks and their related sources with regards to the innovation process 

No.  Risks Internal sources  External sources Authors 

E I ISF C RC ESF T 

1 Type of innovation activity x x x x x  x CNIPMMR (2013) 
2 Manager’s educational background x - - - -  - Docter et al (1988) 
3 SME’s access to different funding sources - - - - - x - Birchall et al., 

(1996); Hoffman et al.,( 
1998) 

4 Share of investment for innovation activities  - x x - - x - Birchall et al., 
(1996) 

5 Innovation method x - - - x - x CNIPMMR (2013) 
6 The optimum timespan of R&D activities x - x x - x - CNIPMMR (2013) 
7 SME’s access to information sources 

regarding innovation opportunities 
x - - x x - - Forrest, (1990); Cooke 

et al (1999) 
8 The high level of costs for undertaking 

innovation activities 
- x x - - x - CNIPMMR (2013) 

9 The uncertainty regarding demand for - - - x -  - Forrest, (1990); Cooke 
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innovative products et al (1999) 
10 SME’s inability to finance innovation 

activities from their own sources  
- - x - - - - Hoffman et al., (1998) 

11 Lack of public financing methodology and 
restricted eligibility criteria 

- - - - - x - Birchall et al., 
(1996); Hoffman et al.,( 
1998) 

12 SME’s access to information sources 
regarding the status of the market 

- - - x x - - Forrest, (1990); Cooke 
et al (1999) 

13 SME’s access to information sources 
concerning new technologies 

- - - - x - - Oerlemans et al., (1998) 

14 Difficulties in identifying potential partners 
for cooperation 

x x x - x x x Forrest, (1990); Cooke 
et al (1999) 

15 Lack of adequate human resource  x - - - - - - Docter et al (1988) 
16 Lack of forecasts regarding the industry’s 

evolution 
x - - x -  - Forrest, (1990); Cooke 

et al (1999) 

Legend: E=manager’s educational background, ISF=internal sources of financing, I=volume of investment in innovation activities, C=clients, RC=research centers, ESF= 

external sources of financing, T=technology  

 

1-2 years

< 6 months

6-12 months

3-5 years

> 5 years

 

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

60.00%

I C R T Tr S

< 6 months 6-12 months 1-2 years 3-5 years > 5 years

 

 (a)  (b) 

Figure 2.  Time span for R&D activities (a) nationwide and (b) per business sector (CNIPMMR, 2013) 

Legend: I= Industry; C= Construction; R=Retail; Tr=Transportation; T=Tourism; S=Services 
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Figure 3.  SMEs funding sources for innovation activities (CNIPMMR, 2013) 

 

 

 

 

 

 

 

 

 

 

 

 

 


