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Abstract: This thesis examines the role of government policy in promoting innovation in small and medium-sized enterprises. It 
focuses on financial instruments, taxation, regulatory conditions, innovation infrastructure, public procurement, digital 
transformation, and cooperation between business and research institutions. The study applies qualitative content analysis and a 
comparative review of academic and institutional sources. The findings indicate that well-designed public policy reduces financial 
and technological barriers, improves access to knowledge, and supports the commercialization of new products, services, and 
production methods. However, policy effectiveness depends on transparent implementation, coordination among institutions, equal 
access for enterprises, and regular evaluation of results. Excessive bureaucracy, fragmented programmes, unstable regulations, and 
poorly targeted subsidies may limit innovation outcomes. The study concludes that government policy should combine financial 
assistance with capability development, digital infrastructure, market access, and institutional cooperation in order to generate 
sustainable innovation among small and medium-sized enterprises. 
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Introduction 

Small and medium-sized enterprises play an important role in employment creation, economic diversification, regional development, 
and market competition. Their relatively flexible organizational structures allow them to respond rapidly to changing consumer 
needs and technological opportunities. Nevertheless, their innovation capacity is frequently limited by financial constraints, 
insufficient research resources, weak managerial competence, lack of qualified personnel, and uncertainty regarding market demand. 

Innovation requires long-term investment and involves a high level of commercial risk. Small firms may have promising ideas but 
remain unable to develop prototypes, purchase modern equipment, protect intellectual property, or enter new markets. Private 
financial institutions are often reluctant to support such projects because innovative assets are difficult to evaluate and cannot always 
be used as collateral. Government policy is therefore expected to reduce market failures and create favourable conditions for 
entrepreneurial experimentation. 

The aim of this study is to analyse how government policy influences innovation activities in small and medium-sized enterprises 
and to identify the conditions under which public intervention contributes to sustainable technological and organizational 
development. 

The research is based on qualitative content analysis and comparative examination of academic studies, policy reports, and 
international publications concerning SME development and innovation support. The reviewed materials were analysed according 
to the main policy mechanisms affecting access to finance, technology, knowledge, infrastructure, skilled labour, and markets. 

Innovation was understood as the introduction of a new or significantly improved product, service, production process, 
organizational method, marketing practice, or digital solution. Government policy was considered not only as direct financial support 
but also as the regulatory, institutional, educational, and infrastructural environment in which SMEs operate. This approach made it 
possible to assess both the immediate and indirect effects of public policy. 

The findings demonstrate that financial policy is one of the most influential instruments for stimulating innovation. Grants, subsidized 
loans, public guarantees, tax credits, and innovation vouchers reduce the cost of experimentation and allow SMEs to undertake 
projects that would otherwise be considered excessively risky. Grants are particularly relevant during the early stages of research 
and prototype development, when revenue is uncertain. Loan guarantees are more appropriate for firms that have reached the 
commercialization stage but still lack sufficient collateral. 

Tax policy can also influence innovation behaviour. Research and development tax incentives may encourage established enterprises 
to increase investment in technology and product improvement. Their effectiveness is limited for newly established firms that do not 
yet earn taxable profits. Refundable tax credits or direct grants may therefore be more suitable for start-ups and young innovative 
enterprises. 

Government regulation affects innovation through administrative requirements, market entry conditions, technical standards, 
intellectual property protection, and competition policy. Stable and predictable regulations reduce uncertainty and help firms plan 
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long-term investments. Simplified licensing, digital registration systems, and proportionate reporting requirements can decrease 
administrative costs. In contrast, frequent regulatory changes and complex procedures consume resources that SMEs could otherwise 
allocate to innovation. 

Innovation infrastructure represents another important dimension of public policy. Technology parks, business incubators, 
accelerators, testing laboratories, and digital innovation hubs provide access to equipment, expertise, mentoring, and professional 
networks. Such institutions help enterprises establish contact with universities, research centres, investors, and potential partners. 
This cooperation strengthens knowledge transfer and increases the probability that scientific results will be transformed into 
commercially valuable products. 

Public procurement policy can create initial demand for innovative solutions. Small firms often face difficulty in attracting their first 
large customer because new products have limited market evidence. Procurement procedures that allow pilot projects and specify 
functional outcomes rather than predetermined technologies may encourage SMEs to offer new solutions. However, excessive 
turnover requirements and complex tender documentation can exclude smaller suppliers and strengthen the position of large 
established companies. 

Digital policy has become increasingly important for SME innovation. Public investment in broadband infrastructure, cloud services, 
digital skills, cybersecurity, and electronic government platforms lowers the cost of adopting new technologies. Digitalization 
improves production planning, customer relations, market analysis, and access to international markets. Nevertheless, technology 
adoption requires not only equipment but also managerial understanding and employee competence. 

The results show that no single policy instrument can independently ensure sustainable innovation. Financial assistance may increase 
investment, but its impact remains weak when firms lack technical knowledge, skilled employees, market information, or access to 
research networks. Effective government policy should therefore combine financial instruments with training, consulting, 
infrastructure, and market-oriented measures. 

Policy design must also reflect differences among enterprises. A technology start-up requires different support from a traditional 
manufacturing firm seeking process modernization. Export-oriented SMEs may need certification and international marketing 
assistance, while enterprises located in remote regions may primarily require digital connectivity and local innovation institutions. 
Standardized programmes may fail to address these diverse needs. 

The additionality of public support is another central issue. Government resources should encourage innovation that would not have 
occurred without intervention rather than finance activities that firms were already able to undertake independently. Evaluation 
must therefore examine whether policy support leads to higher research expenditure, new products, improved productivity, export 
growth, or stronger cooperation with research organizations. 

Poor coordination among ministries, financial institutions, regional authorities, and innovation agencies can reduce policy 
effectiveness. Multiple programmes with similar objectives may confuse applicants and increase administrative burdens. An 
integrated policy system with clear responsibilities and common performance indicators is more likely to produce measurable 
results. 

Government policy plays a decisive role in creating conditions that enable small and medium-sized enterprises to innovate. Financial 
support, favourable taxation, predictable regulation, innovation infrastructure, public procurement, and digital development can 
reduce barriers and expand entrepreneurial opportunities. Their effectiveness depends on accessibility, transparency, institutional 
coordination, and continuous evaluation. 

The most successful policy approach is one that develops both resources and capabilities. SMEs need financing, but they also require 
knowledge, skills, partnerships, infrastructure, and access to customers. When these elements are integrated into a coherent policy 
framework, small and medium-sized enterprises can transform ideas into commercially viable innovations and make a greater 
contribution to productivity, competitiveness, employment, and long-term economic development. 
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