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INTRODUCTION

The Interreg Europe project "Regional policies for innovation driven competitiveness and growth
of rural SMEs 7 INNOGROW" (INNOGROW) aims to improve partners' policies on
competitiveness of rural SMEs with regard to the integration of new production technologies and

business models that lead to innovative products.

This document was produced within the activity

INNOGROW project. The activity A2.2 aims at co-shaping the future allowing for diffusion of
innovations that alter existing business models and social habits, thus improving rural

economyodés propensity to innovate.

The project partners conducted public consultation meetings of stakeholders with vested
interests in rural economy, e.g., rural SMEs, public authorities, NGOs, business associations,

research and education organisations, members of general public.

The aim of the public consultation meetings was to build consensus and ensure support by a
broader regional audience with regard to the promotion of innovations in the rural SMEs, which
operate in rural areas, contribute to the GDP of rural areas, and are related with rural-specific
activities. Relevant industries include agriculture, forestry, animal husbandry, aquaculture,
manufacturing of food products, beverages, tobacco products, handicraft of local products,
agro-tourism, energy and resources, entertainment, recreation and other SMEs operating in

rural areas.

There were guidelines developed providing common general principles for all public consultation
meetings. The public consultation meetings were organised in seven partner regions and in total
215 different stakeholders were consulted during these meetings. Public consultation meetings
were held from November 2016 till October 2017. Participants of the public consultation
meetings represented local entrepreneurs, municipalities, public regional bodies, national policy
making bodies, higher education and research institutions, non-governmental organisations and

business professionals.

Public consultation meetings were started with an introductory presentation about INNOGROW

project and clarification of types of innovations and new business models of rural SMEs. Then

/
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the stakeholdersédiscussions were continued about good examples, barriers and opportunities

for local SMEs. The meetings were finalised with an evaluation of the most appropriate types of

innovative technologies and new business models identified within other INNOGROW activities

(in particular, activities Al.1 Alnvestigating i
SMEs 6 compet ipriodwmetsisviatnygdd and Al. 2 Al dentifying ¢
for rural economy SMEso0) .

This synthesis report summarises the results of the public consultation meetings organised in
the partner regions highlighting common issues, barriers and facilitators of the innovation in
rural economies. It also assumes the results of the INNOGROW activities Al1.1, A1.2 and Al.4
Al nvestigating the factors that influence rural S

Based on analysis, policy recommendations are proposed forthepr oj ect partner sdé Lo
Plans to provide incentives for the local rural SMEs to adopt innovative technologies and new

business models. The recommendations are tailored to take into account challenges and

specifics of partner regions.
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1. THE METHODOLOGY

1.1. Public consultation meetings
The public consultati
publ i c consultation
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These meetings took place from November 2016 until March 2017. In total 215 participants in

seven regions were involved (Table #1): 16 persons attended public consultation meeting in

Lombardia (Italy), 22 persons in Molise (Italy), 30 persons in Pardubice region (Czech

Republic), 31 person in Zemgale (Latvia), 34 persons in Gorenjska (Slovenia) and 41 person in

Stara Zagora (Bulgaria). The average number of participants reached 31 person per meeting.

TABLE#1. PUBLIC CONSULTATION MEETINGS IN THE INNOGROW PARTNER REGIONS

Project partner

1. Lombardy Foundation for the
Environment, FLA

2. Chamber of Commerce of Molise
3. Pannon Novum
4. Zemgale planning region

5. Regional Development Agency
of the Pardubice Region

6. Regional Development Agency
of Gorenjska, BSC Business
Support Centre L.t.d., Kranj

7. Stara  Zagora  Regional
Economic Development Agency

Country
Italy
Italy
Hungary
Latvia
Czech

Republic
Slovenia

Bulgaria

Total

Region
Lombardia
Molise
Nyugat-
Dunantul
Zamgale
Pardubice

region
Gorenjska

Stara
Zagora

Date

26.01.2017.

24.03.2017.

27.10.2017.

25.11.2016.

09.02.2017.

17.03.2017.

19.01.2017.

Number of
participants

16

22

41

31

30

34

41

215

Source: prepared by the authors based on the information provided by INNOGROW partners

organi sed

Augus
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Participants of the public consultation meetings represented local businesses from the following
sectors: agriculture, forestry, animal husbandry and fishery, manufacturing of food products and
beverages, agro-tourism, entertainment and recreation, energy and resources, other rural
specific activities; public institutions, incl., municipalities, regions, regional development
agencies, ministries; universities and research centres; non-governmental organisations and

business consultants.

According t oeral t ' e
principles for all public
consul tation me

consultation meetings focused
on innovative technologies,
successful new business models
and their impact on rural SMEs,
as well as on factors that

induce/hinder rural SMEs to

e J

adopt innovations (Zemgale “‘ﬂ e

planning region, 2016). - e SRR |

Some of the public consultations

were merged with other events

in order to ensure wider

participation  of different  pjc #1. PHOTOS FROM THE PUBLIC CONSULTATION
stakeholders. For example, in MEETINGS.

Zemgale (Latvia) the public Source: archives of INNOGROW partners
consultations were merged with the event honouring the best entrepreneurs in the region
(Zemgale planning region, 2017). In Stara Zagora (Bulgaria) the public consultations were a
part of an event focusing on the Investment plan for Europe and innovation (Stara Zagora

Regional Economic Development Agency, 2017).

The introductory part of the public consultation meetings included presentations on various
topics, important for the rural SMEs, including presentations on available innovation support

measures (e.g. regional operational programmes financed by the ERDF, rural development
8
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programmes financed by the EAFRD, and the LEADER programme) and presentations of
regional best practises in introducing innovative business models, employing innovative
production technologies and transferring scientific knowledge into agricultural practice. The best

practises presented within the public consultation meetings included:

A Oca Sforzesca S.r.|, a private company from lItaly introduced an innovative business
model in producing traditional goose products with the 100% goose meat and using a
specially developed computerised system based on the iCloud technology (Lombardy
Foundation for the Environment, FLA, 2017);

A MyAgry (a web platform), an innovative start-up from Italy allowed anyone interested to
become a farmer, remotely "renting" portions of lands for the cultivation of vegetables
(Chamber of Commerce of Molise, 2017);

A Karamelu darbnica, Itd., SME and start-up from Latvia produces caramels and has
diversified its business model with additional services, creative design and eco products
(Zemgale planning region, 2017);

A Farm Logo from Latvia intr oduc e dhybrichcoonmabart i ve t €

seeds (Zemgale planning region, 2017);

A EK Auce Itd. from Latvia introduced several process innovations in their business model

for manufacturing of the clothing (Zemgale planning region, 2017).

Presentations were followed by discussions <cover
principles for all public consultation meetingso. Some of
public consultation meeting participants to vote for the 3 most appropriate types of technological

innovations and the 3 most appropriate types of new business models to be applied within rural

SMEs.

The detailed content of each public consultation meeting is described in Annex 2 of this report.
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1.2. Synthesis report

This synthesis report is based on the summary reports of public consultation meetings provided
by the project partners. It systemises and summarises conclusions on common issues, barriers
and enablers for innovation in rural SMEs discussed within each public consultation meeting.
Accordingly the policy recommendations are developed on the base of the discussions of public

consultation meetings and summary reports provided.

Picture #2 illustrates the sources of information investigated during preparation of this report.

Results of other Interviews of project

activities of . partners (responsible for
INNOGROW project ALl Al2. Al4

(Al.1., Al.2., Al.4)

activities)

Public
consultation
meetings in
partner regions

Summary reports of Other secondary

Public consultation researches,
meetings information and
data

PIC.#2. FLOWCHART OF THE SOURCES OF INFORMATION INVESTIGATED.
Source: prepared by the authors

In order to provide a wider perspective, the available results of the INNOGROW activities Al.1

il nvestigating innovative technologies6 impact
productivityo, Al. 2 AAMet hodol ogy busiress modeld ferc t

rur al economy SMEs & corresponding dataseto

rur al SMEs to adopt innovationo were explored

Al.2 defined the types of innovative technologies and new business models that can be
adopted within rural SMEs. Then these types of innovations and business models where
discussed within the Public consultation meetings, assessing the most appropriate types for

each partner region and providing good examples from local SMEs. Results of the activity 1.4

10
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were considered during the analysis of barriers and opportunities of rural SMEs relevant to

adoption of the innovations (Picture #3).

o INNOGROW activities:

\!

Investigating innovative Identifying successful new business Investigating the factors that
technologies Bnpact on rural models for rural economy SMEs influence rural economy SMEs to
economy SMEs adopt innovation
TYPES OF NEW TECHNOLOGIES TYPES OF NEW BUSINESS MODELS INFLUENCING FACTORS

Public consultation meetings in
partner regions (A2.2)

@ Synthesis report (A2.2.)

PIC.#3. LINKS OF THIIS REPORT WITH OTHER INNOGROW ACTIVITIES

Source: prepared by the authors

Moreover, three semi-structured interviews were conducted in the written form. Persons
interviewed represent partner institutions responsible for the respective INNOGROW activities
Al.1l, A1.2 and Al.4. The aim of interviews was to shape the conclusions included in this report
and to ensure better links of this research with key results of other INNOGROW activities.

Persons interviewed and questions of interviews are listed in the Annex 1.

Qualitative and quantitative research methods were used: desk research, semi-structured
interviews, logical structure and matrix analysis, flowcharts and statistical analysis (Picture #4).
Data from the INNOGROW project, Eurostat and other previous studies were used. The SWOT
analyses summaries key external and internal influencing factors identified. The theory of
change reflects the relationship between the expected inputs and outcomes in order to facilitate

the desired changes.

11
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comparative structural/ analyses change
analyses matrix analyses

PIC.#4. RESEARCH METHODS.

Source: prepared by the authors

Further report is structured as follows: the third section of the report outlines the specific
characteristics of the project regions, based on the latest quantitative data from the Eurostat and
typologies used by the European Union and previous studies focused on the rural economy; the
fourth section summarises main obstacles and risks for the introduction of innovative
technologies and new business models in rural SMEs; the fourth section focuses on the
opportunities and factors that facilitate introduction of innovative technologies and new business
models in rural SMEs; the fifth section within the SWOT analyses summarises all factors
influencing adoption of innovations and new business models within rural SMEs; the sixth
section proposes policy recommendations to provide incentives for the local rural SMEs to
adopt innovations. The recommendations take into account regional conditions, challenges and

specificsof partner.sé6 territories

2. RURAL ECONOMY AND THE CHARACTERISTICS OF THE
PROJECT REGIONS

2.1. Theoretical context of rural economy and rural SMEs

Rural SMEs and the rural economy are often discussed among various stakeholders and
researchers. As the INNOGROW project aims at improving partners' policies to foster
competitiveness of r ur al S ME s , rural BMEsoOtorefSMEs i rural areasdo must be

explained in more detail.

12
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According to the EU legislation, small and medium enterprises (SMEs) are companies with
less than 250 employees, with the annual turnover up to 50 million euro or with a balance
sheet total up to 43 million euro. SMEs are classified as medium-sized, small and micro
enterprises. Medium-sized enterprises have 50-249 employees, the annual turnover does not
exceed 50 million euro or a balance sheet total does not exceed 43 million euro. Small
enterprises have 10-49 employees, the annual turnover does not exceed 10 million euro or a
balance sheet total does not exceed 10 million. Micro enterprises have less than 10
employees, the annual turnover does not exceed 2 million euro or a balance sheet total does
not exceed 2 million euro (European Commission, 2003).

The SMEs are the backbone of European economy, they constitute 99.8% of enterprises which
operate in the EU-28'. SMEs employ 93 million people, accounting for 67% of the total
employment in the EU-28 and generate 57 % of value added in the EU-28. 93% of the
European SMEs are micro enterprises, that employ less than 10 persons, 5,8% of the European
SMEs are small enterprises, that employ 10-49 employees. Only 0,9% of SMEs are medium

enterprises, that employ more than 50 employees (European Commission, 2017a).

TABLE#2. THE CONTRIBUTION OF THE EUROPEAN SMES TO THE ECONOMY

Contribution EU-28 Czech Greece ltaly = Latvia Hungary Bulgaria = Slovenia
area Republic

Employment, % | 66.6 66.8 86.9 78.6 | 79.0 68.5 75.2 73.3
Value added, % | 56.8 54.5 75.7 67.7 | 69.8 52.9 66.7 64.0

Source: European Commission (2017a)

With particular relevance to the Member States represented in the INNOGROW project, the
share of SMEs in terms of employment and value added is very high in Greece, where SMEs
provide 86.9% of the employment and 75.7% of value added, and in Latvia, where SMEs

provide 79.0% of the employment and 69.8% of value added. The values are lower for Italy,

1 Data for 2016 excluding the financial business sector.
13
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Bulgaria and Slovenia, but still higher than the EU-28 average indicators. Out of the countries
involved in the INNOGROW partnership, the contribution of SMEs to the economy is the lowest
in Czech Republic and Hungary. In Czech Republic SMEs provide only 66.8% of the
employment and 54.5% of value added; in Hungary - 68.5% of the employment and 52.9% of
value added (Table #2).

As the INNOGROW project focuses specifically on rural SMEs,t he def i ni t irora
area atthe EU leveld s houl d.TheeEUmrdaheaural typology classifies regions based
on the share of population living in rural areas (areas where the population density is below
150 inhabi t ant s )pTdis typklogy is used in all European Commission communications,
reports and publications concerning regional development (Eurostat, 2017). According to this
methodology, NUTS3 regions of the EU member states are classified in three categories:
predominantly urban regions, where the share of population living in rural areas is below 15 %;
intermediate regions, where the share of population living in rural areas is between 15 % and
50 %; and predominantly rural regions, where the share of population living in rural areas is
higher than 50 % (Eurostat, 2017).

According to the EU urban-rural typology, most of the regions represented in the project are
predominantly rural regions, where rural population is at least 50% of inhabitants. Exceptions
are Pardubice, Stara Zagora and Gorenjska, which are classified as intermediate with rural
population between 20% and 50% of total population. Some parts of (Karditsa and Trikala),
Nyugat-Dunantul (Zala) and Lombardia (Sondrio) are also classified as intermediate regions.
Moreover, several parts of Lombardia are classified as predominantly urban regions with rural
population falling below 20% of total population - Varese, Como, Lecco, Milano, Bergamo and

Brescia (Annex 4 and 5).

Thus, a rural SME can be defined as a company with less than 250 employees and with
an annual turnover up to 50 million euro or with a balance sheet total up to 43 million
euro, which operates in a region where more than 50 % of inhabitants live in an area with

apopulationdensi ty bel ow 150 inhabitants per kmj].

14
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Furthermore, one thing should be clear; when there is a dispute about the notion of rural SMEs,
it does not mean only agricultural enterprises, but all business sectors or industries

represented in the rural areas (Picture #5).

1] (o] \\
' \ $F
s ; Ly e

Agricultural  Manufacturing Service
SMEs SMEs providers -
SMEs

PIC.#5. GROUPS OF RURAL SMES TO BE APPROACHED BY INNOGROW.

Source: prepared by the authors
Therefore the meaning of the rural economy shall be explained. There are different
approaches how various stakeholders treat this concept. In narrow context, the rural economy is
explained by the structure of economic sectors and industries present in rural areas that
ensure jobs and deliver services or products. In this context it is important to understand if the
rural economy of the particular region is dominated by the agriculture and to what extent other
non-agriculture business sectors are represented, for instance tourism, manufacturing, energy,

food production and other (Kruszilicika et al, 2014, lonela et al, 2015, Tarasovych, 2017).

In terms of economic sectors represented, rural regions in Europe have undergone significant
changes in recent decades. The role of traditional rural industries, such as farming, forestry and
fishery, mining and quarrying, as well as manufacturing of food and wood products, is declining
(Cowie et al, 2013, Fieldsen, 2013). Although agriculture still accounts for a significant
proportion of the employment in remote rural areas, rural economies move away from traditional
rural sectors towards more knowledge intensive sectors and the service economy (Cowie et al,
2013). Thus, the rural economies now have a greater need for globally-oriented, entrepreneurial
y r mthan before (Galloway, 2007). If the rural regions can successfully adapt to this

transformation through job creation in a broad mix of industry sectors, then they can avoid the

decline by building the énew rur al economyao.

15
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in sustainability over and above their economic activity, for example, as a space for recreation
and tourism, as wel |l as providers of 6ecosystem

change mitigation (Fieldsen, 2013).

Moreover the rural economy enables the discussion about the socio economic development
aspects of rural and remote areas. Researchers highlight that rural areas are characterised by
the comparatively high share of small enterprises, mainly producing for their own consumption.
This is regarded as an obstacle for the successful development of rural areas as these
economic subjects are not productive and are more reluctant to innovations and diversification
of economic activities. Consequently this results in the lower productivity rate of SMEs, amount
of foreign investments, GDP and the income of the population (Cimdina, 2014, Kruszilicika et al,
2014, lonela et al, 2015, Tarasovych, 2017).

Rural regions have a multifunctional role in sustainability over and above their economic activity,
for example, as a space for recreation and tourism, as well as providersof6 ecosystem ser vi

such as biodiversity and climate change mitigation (Fieldsen, 2013).

2.2. Characteristics of the project regions

Specific characteristics of the regions should be taken into account while making conclusions on
common issues, barriers and enablers for innovation diffusion in rural SMSs and developing
policy recommendations. While the project partners have an in-depth knowledge of their
territories, an outlook of the regional economy reveals some similarities and differences among

the partner regions (Annex 3).

16
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PIC.#6. PARTNER REGIONS OF INNOGROW PROJECT
Source: prepared by the authors

For the INNOGROW project, we propose to classify the project regions (Picture #6) according to
the structure of the regional economy by using 2 criteria: the share of agriculture and the share

of manufacturing in the regi ono $rdeidimgrite mpatner Thi s n
regions in three distinct groups:

9 Agricultural regions with a high share of the primary (agrarian) sector in the
economy and a medium or low share of the secondary (manufacturing) sector i
Zemgale (Latvia) and Thessalia (Greece);

1 Diversified regions with an important secondary (manufacturing) sector and
medium or low share of the primary (agricultural) sector T Pardubice region (Czech
Republic), Nyugat-Dunantul (Hungary) and Gorenjska (Slovenia);

17
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1 Regions with a highly developed tertiary (service) sector and medium or low
share of primary (agrarian) and secondary (manufacturing) sector i Stara Zagora
(Bulgaria), Molise (Italy) and Lombardia (Italy).

The matrix (Table #3) illustrates the structure of the economy in the partner regions.

TABLE#3. MATRIX OF THE ECONOMIC STRUCTURE OF THE INNOGROW REGIONS

Share of agriculture (NACE A)
High Medium Low

. ) Pardubice region (CZ) .
High Nyugat-Dunantul (HU) Gorenjska (SI)

Medium Zemgale (LV) Stara Zagora (BG) Lombardia (IT)

Share of
manufacturing
(NACE C)

Low Thessalia (EL) Molise (IT) -

Source: prepared by the authors based on Eurostat (2017)

A similar typology has been devel opedi Europeanh e
Devel opment Opport uniBSP@\s& UHbMillenRiunr lastituteA20E3p $his (
met hodol ogy is known as fAthe EDORA cubedo and
a three dimensional framework for analysis, assessing such aspects as the rurality/accessibility,

the degree of economic restructuring and the socio-economic performance of the region
(Annex 5).

Firstly, EU urban-rural typology divides regions in 3 categories: predominantly urban regions
(less than 15% of inhabitants live in rural areas), intermediate regions (from 15% to 50% of
inhabitants live in rural areas) and predominantly rural regions (more than 50% of their
population live in rural areas). In addition, each of these 3 categories are divided into accessible
regions and remote regions. A region is considered to be accessible, if more than half of its

residents can drive to the centre of a city of at least 50 000 inhabitants within 45 minutes.

Zemgale, Molise and parts of Thessalia (Karditsa and Trikala), Nyugat-Dunantul (Zala) and
Lombardia (Sondrio) are classified as predominantly rural regions, from which Zemgale is a

predominantly rural accessible region, whereas Molise region and parts of Thessalia (Karditsa

18
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and Trikala), Nyugat-Dunantul (Zala) and Lombardia (Sondrio) and predominantly rural remote
regions. In contrast, Pardubice, Stara Zagora and Gorenjska, as well as parts of Thessalia
(Larisa and Magnisia), Nyugat-D u n a n t u 4MospnE&pRon and Vas) and Lombardia (Pavia,

Lodi, Cremona and Mantova) are intermediate accessible regions.

Secondly, hon-urban region structural typology divides regions in 4 categories: agrarian regions
with a high share of gross value added and share of employment in primary sector;
consumption countryside with a high capacity for and intensity of tourism activity, access to
natural areas and the importance of peri-productivist (not technologically intensive, but
multifunctional) farming; diversified regions (secondary sector) with a strong manufacturing

sector and diversified regions (market services) with a strong private service sector.

In terms of non-urban region structural typology, Zemgale, Thessalia (except from Magnisia
region) and Zala from Nyugat-Dunantul region are characterised as agrarian economies with a
strong primary sector. Lombardia (except from Sondrio), Pardubice region, Nyugat-Dunantul
(except from Zala) and Campobasso from Molise region are classified as diversified non-urban
regions with strong manufacturing or private service sector. Finally, Stara Zagora, Gorenjska,
Isernia from Molise and Sondrio from Lombardia are considered as consumption countryside i
non-urban regions with well-developed tourism and recreation sector, as well as with an

important presence of peri-productivist farming.

Thirdly, regional performance typology illustrates the overall socioeconomic development trends
of the region. It classifies regions into depleting, below average, above average and
accumulating, according to their placement compared to the EU-27 average level in such
indicators as migration, GDP per capita, change in GDP, change in total employment and the
unemployment rate. Regional performance assessment shows that the regional human and
financial resources are accumulating only in two region i Lodi and Mantova in Lombardia. The
regional performance in other parts of Lombardia, Isernia in Molise, Gorenjska, large part of
Nyugat-Du n a n t u4Mosonc&SpprRon and Zala) and in parts of Thessalia (Karditsa, Magnisia)
is above average, showing that these territories have more positive development tendencies
than the EU27 rural regions on average. In contrast, in other parts of Thessalia (Larisa, Trikala),
Pardubice, Vas in Nyugat-Dunantul and Campobasso in Molise the regional performance is

below average. Furthermore, in Zemgale and Stara Zagora the regional performance is way
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below the average EU27 indicators, indicating that the human and financial resources in these
regions are depleting. Generally, the diversified non-urban regions and the consumption
countryside regions perform better and, according to the research, and likely to continue to

faccumul ateo in the immediate future.

3. BARRIERS AND CHALLENGES OF THE RURAL SMES

During the public consultation meetings participants discussed the main barriers and challenges
the rural SMEs face in relation to the introduction of innovative technologies and new business
models. The project experts, responsible for the implementation of INNOGROW activities Al.1,
Al.2 and Al.4, were also interviewed. This section reveals the overall theoretical dispute of
theorists and researchers, as well as the results of discussions and consultations executed
within INNOGROW project.

3.1. Theoretical aspects of obstacles faced by rural SMEs

The policymakers have recognised a need for an enterprising countryside with sustainable
agriculture and environment, as well as thriving and inclusive rural communities (Smallbone et
al, 2003). Therefore it is important to identify the challenges that rural SMEs face due to their

remote location and propose solutions accordingly.

A limited scale and scope of local market, as well as a high distance from major national
and international markets is one of the competitive disadvantages faced by the rural SMEs
(Kubickova et al, 2017, Smallbone et al, 2003, Smallbone and North, 1999). Therefore rural
SMEs should be particularly active in seeking external markets and improving their marketing
strategies to reach their clients (Smallbone and North, 1999). Focusing on niche products is
another way to overcome this challenge (Smallbone et al, 2003). Furthermore, nowadays
information and communication technologies (ICT) allow reaching customers or business
partners all over the world. Internet might be used for trading, brand building, advertising and

marketing, as well as business networking (Galloway, 2007).

Lack of innovative spirit,e s peci ally amongst companies in

challenge faced by the rural SMEs (Fieldsen, 2013). The reasons for establishing a business
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in rural regions often differ, compared to cities, with rural regions having a larger share of
ilifestyled rather than fAentrepreneurial o firms
SMEs see their mission in not only providing profit, but also fulfilling wider socioeconomic goals,
such as maintaining the traditional lifestyle, landscape quality and wildlife, as well as

safeguarding the archaeological and historic features of the territory (Tate, 2010).

Furthermore, as the population in rural regions is often ageing faster than in urban areas, there

is a concern about the business succession, especially in more traditional rural sectors as

agriculture and manufacturing due to the lack of potential takeover managers. Furthermore, the

loss of young peopleintheruralre gi ons reduces the | ocal Aidynamic
and Pastor, 2015).

Limited opportunities to attract workforce on the one hand, and relatively low wage levels
and high employee loyalty on the other hand reduce incentives to invest in technologies,
especially in more craft-based sectors (Kubickova et al, 2017, Fieldsen, 2013, Smallbone and
North, 1999). In contrast, those SMEs that choose to invest in technologies point to the
mismatch between the job offers and the qualification of locally-available labour force

manifesting as a shortage of skilled labour (Fieldsen, 2013).

Rural SMEs have a lower probability to outsource and cooperate, compared to their urban
counterparts, as other companies, R&D facilities, educational institutions and business support
providers (accountants, law firms etc.) are located further away (Smallbone et al 2003,
Smallbone and North, 1999)

Access to suitable training is typically more difficult for rural SMEs, as low population density
inevitably makes it difficult to create a critical mass for providing training. As a result, rural SMEs
have lower level of knowledge and skills, including technological, management and ICT
knowledge and skills. Moreover, often training is not adjusted to the needs of local businesses
and labour market (Fieldsen, 2013, Smallbone and North, 1999). Also business support
services are less accessible for rural SMEs, compared to their urban counterparts, and often do

not comply with their actual needs (Fieldsen, 2013).

Furthermore, rural SMEs tend to be smaller as average companies and have a higher

proportion of microbusinesses and one-person businesses. Thus rural SMEs are likely to be
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less able to meet their development needs from their own internal resources (Smallbone
et al, 2003, Smallbone and North, 1999). Also shortage in infrastructure, administrative
barriers and unfavourable taxes hamper the growth of SMEs in rural regions (Kubickova et al,
2017, Fieldsen, 2013).

3.2. Consultations with stakeholders of partners regions

In the public consultation meeting in Lombardia, Italy, the stakeholders outlined several
obstacles for the introduction of innovations and new competitive business models within the
rural SMEs, namely, the lack of innovation culture and the bureaucratic/ administrative burden.
In addition, the stakeholders pointed to the risks of the lack of territorial coordination, extreme
fragmentation of the innovation promotion initiatives, as well as lack of continuity in policies and

measures supporting innovation (Lombardy Foundation for the Environment, FLA, 2017).

In the public consultation meeting in Molise, Italy, the speakers and stakeholders highlighted
that profitability is the key aspect for the sustainability of SMEs. However, for rural SMEs
profitability cannot be the only sustainability aspect and must necessarily be accompanied with
other functions such as social, environmental and cultural. Also such deficiencies as a fragile
economy and insufficient investment in infrastructure were mentioned (Chamber of Commerce
of Molise, 2017).

The stakeholders at the public consultation meeting in Nyugat-Dunantul, Hungary, outlined
several obstacles and risks for the introduction of innovations and new competitive business
models within the rural SMEs: lack of innovation culture and lack of support for introducing
innovations in rural SMEs. The participants also mentioned several drawbacks, namely short
duration of the calls in the innovation support programmes, lack of permanent support for
introducing innovations, lack of coordination of the consulting support, as well as bureaucracy
(Pannon Novum, 2017).

In the public consultation meeting in Zemgale, Latvia, the stakeholders stressed difficulties in
hiring new skilled workforce, which is crucial for introducing innovations. This problem is
especially severe in rural regions close to the capital city Riga, like Zemgale, where the lack of

skilled workforce, as well as a high employee turnover impedes the growth of rural SMEs. Also,
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the difficulties to compete on a global level were mentioned, as the prices of resources are
rising. Last but not least, the stakeholders pointed to the lack of innovation culture and
insufficient cooperation between science, business and the public sector (Zemgale planning
region, 2017).

The stakeholders at the public consultation meeting in Pardubice region, Czech Republic,
emphasized the lack of subsidies for accessibility, infrastructure, sustainable mobility and smart
grids in rural areas. They also raised the question of high administrative burden and slow
process of examining proposals to product improvements. The participants expressed a wish to
improve their knowledge and skills to apply for innovation support programmes, to obtain
subsidies and to establish cooperation with scientific institutions, thus indicating insufficient
knowledge with relation to the above-mentioned topics (Regional Development Agency of the
Pardubice Region, 2017).

The participants of the public consultation meeting in Gorenjska, Slovenia, which was focused
on new technologies and business models in cheese and dairy production, outlined the
insufficient cooperation between farms due to lack of trust and underdeveloped cooperation
culture. An important issue, which was raised in Gorenjska, was the multi-functionality of rural
farms, as they not only produce, but also contribute to landscape, biodiversity and the quality of
life. However, farms are not being properly compensated for providing these additional
functions. Participants of the public consultation meeting also stressed the lack of knowledge
and skills within the companies, as farmers often do not have time to participate in training or
even look for learning opportunities, especially in the planting and harvest season. Stakeholders
also pointed to the limited capacity of rural SMEs to negotiate a fair price for their products with
large retail chains and franchise brands, as they have to compete with big corporations, which
are able to dedicate a lot of funding to advertisement (Regional Development Agency of
Gorenjska, BSC Business Support Centre L.t.d., Kranj, 2017).

In the public consultation meeting in Stara Zagora, Bulgaria, stakeholders emphasized the lack
of adequate policies to support adoption of innovation in rural SMEs and the large amount of
administrative burden in the innovation supporting programmes. Again, the lack of highly
qualified and skilled staff in the rural areas was mentioned as an important problem impeding

the growth of rural SMEs. The lack of information exchange on best-case examples and
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innovation development opportunities within rural SMEs was highlighted (Stara Zagora Regional

Economic Development Agency, 2017).

3.3. Highlights of the interviews

Matthew Gorton represents the University of Newcastle upon Tyne (United Kingdom), the main
responsible partner for the implementation of INNOGRROW Activity A1.1. He was asked to
reflect on key findings of Activity Al1.1. . Matthew Gorton was asked to mention the main

problems and challenges that hinder introduction of innovations within rural SMEs.

First, Matthew Gorton mentioned that rural SMEs tend to employ local workforce, which is
limited comparing to the urban areas. Thus, rural SMEs lack the workforce, especially highly
gualified employees, which are essential for the development of innovative technologies.

Second, the introduction of innovative technologies requires comparatively large investments.
Rural SMEs lack their own funding and have insufficient possibilities to attract external funding,
as confirmed by Matthew Gorton.

Missing or underdeveloped infrastructure of information communication technologies (ICT) is
the third important problem for rural SMEs, that was named by Matthew Gorton. Innovations
often arerelatedtol CT , including the use of di fferent i'smart
(IoT) opportunities. SMEs are limited in that comparing to urban areas and metropolitan areas

where ICT infrastructure is more developed.

As considered by Matthew Gordon, these problems lead to the limited business diversification

opportunities, which is the fourth most important challenge rural SMEs.

Similarly, Giuseppe Cutillo representing the Chamber of Commerce of Molise (Italy) was asked
to specify main problems and challenges that the rural SMEs face in relation to introduction of
the innovations. This organization is the main responsible partner for INNOGROW activity Al.4,
in which the survey was performed to identify the main factors that influence rural SMEs to

adopt innovations.
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According to Giuseppe Cuitillo, the key results of the survey show that most SMEs lack financial
resources necessary for the development and adoption of technological innovations. There are
high technology integration costs required for the adoption of innovations. Rural SMEs have
considerable difficulties and insufficient capacity to attract public and private funding to cover

such integration costs.

Moreover, as stated by Giuseppe Cutillo, the rural SMEs lack the expertise and skills essential
for adoption of technological innovations. Existing employees are not qualified enough and rural
SMEs are unable to hire new employees with relevant skills and a qualification. Furthermore,
rural SMEs have lack of the appropriate external advisers related to the high technology

integration costs and, in general, adoption of innovations.

Giuseppe Cutillo also indicated that the rural SMEs have comparatively small demand for
products from customers and other related stakeholders. Rural SMEs often focus their sales
exclusively to the local market, meaning - to the customers within the local residence area of
particular SME. SMEs are not using full potential of development opportunities for sales to wider

foreign markets.

Venelin Dobrev, who represents the Stara Zagora Regional Economic Development Agency (
Bulgaria, the main responsible partner for INNOGRROW Activity A1.2., was asked to indicate
the main problems and challenges that hinder introduction of new business models within
rural SMEs.

According to Venelin Dobrev, the main challenges that SMEs face in introducing new business
models are related to skills, knowledge and information available for rural SMEs. There is a
weak capacity inside SMEs itself and insufficient number of business advisers or experts for
rural SMEs that would help them to introduce and implement new business models. Moreover,
many rural SMEs are not familiar with the current and latest innovations that they can adapt into
their business model and they are not exchanging good practices between themselves as well.
This highlights the underused possibilities of the networking among rural SMEs and in a wider

scale to exchange the knowledge and an experience on common topics.

Venelin Dobrev shares the opinion of both other interviewees about the financial capacity of
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rural SMEs, which is the hindering factor in relation to adoption of new business models. In most
cases an introduction of new business models requires financial investments in the new
equipment, staff, software and marketing of the new products or services. Venelin Dobrev
commented that usually rural SMEs do not have necessary funding available from internal
sources. They have to attract external private or public funding which is not so easy for them to

obtain.

Venelin Dobrev added one more important aspect related to the personal ambitions and goals
of rural entrepreneurs. A lot of managers or owners of rural SMEs do not realise the need to
change their business model and adapt to the rapidly changing market conditions. Rural
entrepreneurs are more familiar with the process and benefits of adoption of new technologies.
The common way of thinking is that the implementation of new technology will give better
financial results for the business. However, most of the rural SMEs do not think about process
innovations in terms of marketing, logistics, collaboration with other enterprises and other forms

of new business models.

Summing up, three interviewees mostly acknowledged the same problems and challenges that
hinder adoption of innovations and new business models within rural SMEs. Firstly, the main
barriers the rural SMEs face are related to the insufficient financial capacity and skills,
knowledge and workforce available for the adoption of innovations and new business models.
These factors can be categorised as mainly external factors. Second, the rural SMEs lack
personal ambitions and ability to use full potential of networking and cooperation, diversification
of products and services, and acquiring new customers or wider (foreign) sales markets. These

factors can be categorised as mainly internal.

3.4. Summary on main barriers and challenges

The main barriers and challenges that the rural SMEs face can be classified into five groups
(see Picture #7).
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PIC.#7. BARRIERS AND CHALLENGES OF THE RURAL SMES FOR THE INTRODUCTION
OF INNOVATIVE TECHNOLOGIES AND NEW BUSINESS MODELS.

Source: prepared by the authors

Shortcomings in the environment for innovation include the lack of innovation culture and
low interest in innovative solutions. Large part of rural SMEs do not realise the need to change
their business model and adapt to the rapidly changing market conditions. As a result, the
business demand for innovation does not fulfil its potential.

On the other hand, participants of public consultation meetings stressed that the interactions
between business, science and the public sector is not close enough, impeding the
development and commercialisation of innovation. Businesses should be more active in
demanding innovative solutions from the scientists. The scientists should focus more on the
needs of the users instead of technical solutions of the problems, which might not be
economically sustainable for everyday use in rural SMEs.

Several participants of the public consultation meetings stressed the fragmentation and
discontinuity of innovation policies and support measures. Public institutions often lack the
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competence to build efficient innovation programmes for rural SMEs. Therefore, innovation
support measures should be designed in a close cooperation with the industry, adapting to the
real needs of businesses. Another challenge is the development of rural SMEs that are not
agricultural companies, as the rural development programmes largely focus on the agriculture
sector. Administrative burden within the innovation support measures was also often

mentioned as an important drawback.

Another barrier for the innovations in rural SMEs comes from the lack of knowledge and skills
within the companies. Rural SMEs lack information and knowledge on the use of innovative
solutions, which they can adapt into their business model. The number of business advisers and
experts for the rural SMEs is insufficient and the exchange of good practices between rural
SMEs is poor. Moreover, farmers and other small business owners often lack time to look for
education opportunities and participate in training, especially if seminars and consultations are
organised in periods when farmers are busy working in the field. Business advisers of rural
SMEs should inform and motivate farmers to attend information events and training. An
important barrier for the innovation in rural SMEs is also the missing ICT skills for the older
generation, which impedes their SMEs getting relevant information and data, as well as hinders

the use of new technologies.

In most cases the introduction of innovative solutions requires financial investments in new
equipment, staff, software and/or marketing. Usually such funding is not available from internal
sources, thus rural SMEs have to look for external private or public funding. Unfortunately, often
rural SMEs lack a general knowledge on funding instruments, including the support
measures and alternative funding options, such as business angels, venture capital funds,

crowdfunding platforms and etc.

An important challenge for the rural SMEs is difficulties in hiring new skilled workforce, as
innovative solutions require employees with relevant knowledge and skills. The lack of highly
gualified staff in the countryside, as well as high turnover of employees in the rural areas close
to the cities was mentioned as one of the most important problems, that hinders adoption of

innovation.
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Another challenge that was raised is the attraction of young people to rural areas, as they often

do not see rural business as an appealing alternative to the city life.

Many participants of the public consultation meetings mentioned the insufficient capacity to
compete as a barrier for the introduction of innovative technologies and new business models.
In some areas the high competition causes rural SMEs to focus on low prices instead of quality
improvements. In comparison to big corporations, rural SMEs are not able to invest much in
advertising their high-quality products. Moreover, rural SMEs have a limited capacity to
negotiate a fair price for their products with the large retail chains and franchise brands.
Therefore, many small producers focus on direct sales, which limits their market expansion
possibilities. Participants also mentioned the pressure of raising wages and resource costs,
which make it more and more difficult to compete internationally, as other countries support

local producers more actively and have lower administrative burden for businesses.

Other barriers and challenges for the introduction of innovative technologies and new
business models in rural SMEs, that were mentioned by the participants of public consultation
meetings and experts, included limited business diversification, fragile economy and insufficient
investment in infrastructure, low-quality ICT infrastructure, lack of territorial coordination of
investments, long period of economic return on investment, inappropriate health care system

and short growing season.

4. DEVELOPMENT OPPORTUNITIES FOR RURAL SMES

4.1. Theoretical aspects of opportunities and influencing factors

Elements of the competitiveness and a business model

Policy makers and researchers have discussions about the advantages and opportunities of
rural SMEs to increase their competitiveness through the adoption of innovations and new

business models.

The l evel of t he competitiveness show ho
competences and resources to achieve long-term pr osper i t y 0, GarelliviR006).

Competences and resources encounter a number of factors (Picture #8) that facilitate or hinder
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the development of innovations. They all together may influence the particular strategy and a

business model used by the enterprise for increasing the competitiveness.

®© © O

EFFICIENCY QUALITY CUSTOMER NEEDS
(Competitive prices) (Differentiation)

COMPETENCIES: — RESOURCES:
Education 9 }jg{ Infrastructure
Corporate culture ' = | ==  Technologies
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Attitude & value system » “ « Government efficiency
Managerial capability Support

PIC.#8. FACTORS INFLUENCING THE COMPETITIVENESS.
Source: prepared by the authors

Comparatively large part of researchers considers that rural SMEs are economically inefficient,
unable to introduce innovations and thus with a low competitiveness. However there are
theorists that are certain that the potential of innovations and new business models in rural
SMEs is not fully observed (Cimdina, 2014, Cowie et al, 2013).

The Smart Specialisation is one of key priorities to strengthen innovations within the regions of
EU and may affect further development of rural SMEs. Smart specialisation strategies form a
base for the prioritising and allocation of EU funds for R&D and innovation activities. Smart
specialisation strategies are striving to boost innovation i led growth of regions of EU, assuming
not just technologically driven innovations, but taking a broader view on innovations (Arnoe &
Cavallaro, 2016, S3 Platform, EC [s.a]). EU regions identify skills, competences, resources,
technologies and other advantages for using all opportunities of the potential of innovations
(European Commission, 2017b). New technologies are more often associated with innovations

and play a crucial role in raising the competitiveness of SMEs. However, in a wider context of
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innovations a number of process innovations, social innovations and other differentiation of

activities may enable the adoption of new business models within SMEs.

There are a number of definitions of a business model (Picture #9). The business model
covers several aspects related to the business. First, scholars and practitioners highlight the
value proposition, which is based on detailed understanding of the customer segments and their
specific needs or problems. Secondly, the revenue generating approach and streams that are
related to the envisaged relationship with customers, sales channels and methods for the
delivery of products to customers. Last, but not least, the process of production of products or
services, associated costs and a partnership that facilitate business activities (Teece, 2010,
Osterwalder and Pigneur, 2010, Schon, 2012, Teece, 2018).

Teece (2018) highlighted that a successful business model may help an entrepreneur to
understand customer needs and provide an appropriate solution to those needs assuming the
right balance between the production costs and revenues in order to generate satisfactory profit.

NEW or DIFFERENT VALUE PROPOSITION to
CUSTOMERS

A What are the customer needs or problems?

A What kind of the solution can be provided?

A How to do it differently from others?

NEW CUSTOMER SEGMENTS or MARKETS and
SALES CHANNELS

Other / different customers that are paying for
products?

NEW REVENUE STREAMS
Diversification of products or services can bring
new revenue streams

NEW PARTNERS that can help:

A To reach new customer segments,

A To reduce costs or improve efficiency,

A To optimise logistics,

A To find different value proposition for customers.

PIC.#9. NEW OR IMPROVED BUSINESS MODELS.

Source: prepared by the authors
Practitioners and investors see scalable business models as successful, meaning that a

particular business can be easily multiplied or replicated within various locations, markets or
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customer segments.

A business model is related more to the content then with the technological side of the
business. A good business model shall envisage aspects how to differ from competitors of the

same industry, for instance, different target customer segments and the value proposition.

On the other hand, not just competitors push entrepreneurs to introduce new business models.
Entrepreneurs are constantly seeking for possibilities to improve the efficiency and profitability.
Customers may require a higher quality of the products thus leading to adoption of new

business models.
Opportunities and influencing factors

Often new business models are initiated by technological development. T h e Indistry 4.00
digitalisation possibilities integrate physical and digital technologies for improving the
business performance and processes. Internet and digital technologies enables a number of
new business models of large scale in parallel engaging complementary niche business models.
The Industry 4.0 technologies may open new ways for building the relationship with customers,
suppliers, employees or partners. Digital technologies may enable new logistic channels,
improve the production process and other aspects of the business model (Delloite, 2018, Teece,
2018). Artificial intelligence, Internet of Things (IoT), cloud technologies and on-line systems for
the management of processes are some of possibilities providing solutions to problems

identified in previous sections of this research.

Diversification of business activities of rural farms and other traditional SMEs can open
possibilities for introduction of new business models. There are a number of advantages

identified bringing further opportunities for SMEs operating in rural areas.

Multifunctional agriculture envisages the diversification of agricultural production by
introducing other complementary activities. While the agriculture is kept as the primary
economic resource within the agricultural farm, any other business activities that may use the
same agricultural resources are introduced, for instance, bio-energy, tourism, educational
activities, cultural services and other (Lanfranchi and Giannetto, 2014). Educational farms and
holiday farms can be provided as examples. Educational farms may offer different services
related to the development of skills and knowledge for their customers. Holiday farms may offer
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therapy, relaxation and leisure in the authentic or natural rural space for variety types of

customers (Lanfranchi and Giannetto, 2014).

Rural and agro-tourism have to be specifically emphasized as an important opportunity for
rural SMEs. Rural tourism is associated with tourism services and attractions in the rural areas
using local resources, often related to local natural and historical heritage. Agro-tourism forms a
part of rural tourism and is related to tourism visits to farms and other agricultural enterprises
demonstrating the agricultural methods and approaches used, tasting products produced or
exploiting other local resources for entertaining tourists within the particular agricultural
enterprise (lonela et al 2015, Cimdina, 2014). The rural areas are important tourism destinations

for S0 call ed green or sl ow touri sm, whivehlh i s

destinations. The nature in combination with self-experiencing and visiting local farms, crafts
and producers are demanded tourist entertainments and attractions i n Aisl ow
destinations (Zawadzka, 2017).

Researcher Cimdina provides an example from Latvia, where an owner of agricultural farm has
diversified his business by introducing new services and products related to a rural bath-house.
The idea of a bath-house by itself is not an innovation, but already well-known historical tradition
in Latvia. However, new services and products introduced form a new business model for a
farm. On the base of historical bath-house traditions, a farm provides services of historical bath-
house rituals for busy and tired business people. This farm has opened a school of a bath-
house and organises various seminars. Moreover it produces different bath-house related
natural products produced from the resources gained within the farm. This entrepreneur
successfully introduced new business model, which later overgrown initial agricultural business
division in this farm (Cimdina, 2014). More detailed analyses on this business case can be

found in the reference article of Cimdina (2014).

The social farming is occurring when enterprises besides the profitability goals aim at
performing some social functions. Social functions can be related to enhancing the involvement
of vulnerable or disadvantaged groups, preventing depopulation in remote rural areas or by
other means contributing to the improvement of the life quality of the local society (Lanfranchi
and Giannetto, 2014). The remote rural areas are geographically under-served thus bearing

risks for local people to fall out of the labour market and become disadvantaged. Rural SMEs
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provide work opportunities for the local people thus ensuring their involvement into the labour
market. The challenge for rural SMEs is the lack of workforce and a limited choice of employees
among the local people living in the rural area. Thus rural SMEs are forced to attract various
socially disadvantaged employees, such as people with disabilities, older people in the pre-
retirement and retirement age, and others. While in the short-term this provides a possibility to
attract the support under the social business support initiatives, in long-term there is a number
of advantages related to the diversity management of diverse workforce regardless of their
gender, nationality, age, educational and social background, and other differences. The diversity
management improves e mp | o y maotivatibn, customer satisfaction and the company's
reputation. The diverse workforce is better able to understand a variety of customers and the
market, generate new ideas and maintain the productivity (Sumedrea, 2017, Wondrak and
Segert, 2015, Tisserant, 2013, Darnell and Gadiesh, 2013, Hanappi-Egger, 2012).

The r est aur aninLithusiaarcan b&provided as an example. Besides the ordinary
restaurant business, this company performs social functions. Manu Guru has introduced the
Social Reintegration Programme for people that have started rehabilitation from the addictions.
This company is ensuring employment opportunities and other social benefits for former drug
addicts to encourage their rehabilitation process, for instance, consultations of psychologist,
mentoring and assistance in beginning new life without addictions, providing non-formal
education, helping to gain the professional experience and find further job opportunities. While
company is taking care of social integration aspect of particular vulnerable group of the society,
they solve the problem of the lack of workforce. This company is awarded and recognised by

European Commission as one of good examples of a social enterprise (Mano Guru, [s.a)).

Anot her good examphé binlsatyid Which gindlarlynas Manu Guru performs
social goals besides the agricultural and tourism business activities. It works with former
prisoners providing to these people employment opportunities, gaining an experience and

provides assistance in beginning new life (Kingdom of Rabbits [s.a.]).

The opportunity of local and agro food producers as well as the craftsmen is a focus on the
niche market of local authentic products. Rural SMEs have a potential in this niche because
of the availability of local specific material and immaterial resources, as well as the naturally

kept historical production traditions (Cei et al, 2017, Arnoe & Cavallaro, 2016). Good aspects of
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these entrepreneurs are seen in more environmentally-friendly business processes. However
often these producers are targeted towards comparatively small market, which limits further
development and growth. In order to develop successfully two aspects are important. Firstly, the
innovative value proposition for the customer, meaning the entrepreneur shall sell not just a
product, but a specific legend or a story behind the product that creates new values and needs
for customers to purchase it. Secondly, it is important to form a pull of local producers and
craftsmen thus collaborating instead of competing, which is described in further chapters.

Autine Tools Company Itd from Latvia can be provided as an example. Autine has specialised in
the production of the exclusive, high quality axe and cutting-tool crafting by hand (Picture #10).
They produce kitchen knives, hunter knives and axes. Through continuing century-old crafting
traditions and combining them with modern, Northern European design, Autine creates
handmade items using the wisdom of ancient crafting techniques and methods. Moreover, the
company has been named after the Autine castle of the 12th century and several of their
products have names related to the Latvian history and mythology (Autine, [s.a.]).

PIC.#10. CARPENTERS HATCHET AND A SET OF DAMASCUS CHEF KNIVES BY
AUTINE TOOLS COMPANY, LV

Source: archives of Autine Tools Company

Autine is a small workshop that provides a full production process until a ready-made and
packed instrument. Their team consist of several bladesmiths accompanied with a carpenter

and a leather crafter. Products are sold on Autine Internet shop and knivesandtools.co.uk.
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Autine collaborates with distributors in the Netherlands, South Africa, Germany and are
developing collaborations from Sweden, China and Japan. Autine uses Facebook, Twitter and
Instagram to promote their products. They also take part in professional events, trade shows
and exhibitions abroad. Each instrument comes with a lifetime warranty, which covers all
possible manufacturing defects. The prices range from 220 to 1950 euro per piece/set. The
average waiting time for an item is 6 months. Autine was founded by two brothers Janis un
Matiss Nimanis, and their sister Karline. Janis is responsible for the production, Matiss for the
public relations and Karline for logistics and book-keeping. Forging at first was Janis hobby that
gradually turned into a family business. Autine is selling its products all over the world, mostly to
North America, Western and Northern Europe, but also Asia and Australia. They have received
numerous awards, e. g. Australiads | argest

Hunters and Bushman axes as the best in the world (Autine, [s.a.]).

Marketing of rural areas by shaping the image of these areas and residents. Rural areas are
characterised with a large number of small enterprises that by alone most often are not able to

carry out significant marketing and communication activities and thus reach larger market.

4 x 4

Il nstead branding of particul ar rur al a oreother a n d

ficommon | o c anthits whigue features, @advantages and resources available would be
an opportunity (Tarasovych and Tamuliene, 2017). Branding and positioning of particular areas
is not a new concept, however this practice is not widely applied within rural areas and still has
further opportunities. Local or regional authorities or other local action groups of civil society

members shall take a leading initiative in such marketing activities. When creating new image or

brand of such Aithematic villagesd the speci

considered based on local attractions, specific production, natural, spatial, demographic,
historical, cultural and other resources (Ceapraz, Delhoume, 2017, Tarasovych and Tamuliene,
2017, Zawadzka, 2017).

The bioeconomy development process goes in line with the development of rural areas and
SMEs operating there. It is one of the development areas under the Smart Specialisation and is
an important development priority of the EU. Also globally acting international organisations,
such as the OECD, IFC and United Nations pay attention to this discipline. The definition of a

bioeconomy from the initial context related to the biology and biotechnologies has moved
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forward and now is perceived by environmental, sustainability, technological, economic and
social aspects. European Commission (2017c) defined the bi o e ¢ 0 n o thg praationi of
renewable biological resources and the conversion of these resources and waste streams into
value-added products, such as food, feed, bio-based products as well as bio-energy". European
Commission adopted the Bioeconomy Strategy, which aims to ensure food security, the
sustainable management of natural resources, the reduction of dependence on non-renewable
resources, the mitigation to climate change, the creation of jobs and maintaining EU
competitiveness (European Commission, 2017c).

The bioeconomy is shaping rural areas towards environmentally friendly and sustainable growth
thus it is particularly important regarding the further competitiveness of rural SMEs.
Entrepreneurs are engaged to combine knowledge and technologies in order to produce
environmentally friendly, eco-efficient and competitive products. Bioecenomy is related to a wide
range of sectors 1 agriculture, forestry, fishing and aquaculture, energy, transport, medicine,
production of food, cosmetics, chemicals and other industrial goods that use biomass and
renewable biological resources. Regarding the bioeconomy, common opportunities of rural
SMEs may cover the production and distribution of agricultural products, production of safe and
well-balanced food, reduction of waste and greenhouse gas emissions and other (Adamowicz,
2017, Miceikiene, 2017).

The discussion about the bioeconomy leads to the concept of the circular economy, which
stands for the sustainable development through minimising the generation of waste and more
efficient (less) use of natural resources (raw materials and energy). In order to meet the
competitiveness aims, the business sector is trying to expand in the global market and increase
the consumption of products produced. On the opposite the circular economy represent the
ecological principles in order to reduce the dependence on fossil fuels, improve the
management of natural resources and treat the climate change issues. The circular economy is
seeking for solutions how to transform the environmental challenges in further business
opportunities and trying to find a balance with the growing consumption needs. The circular
economy promotes development of new business models, eco innovations and technologies
that extend the product life and produce more durable products, as well recycling or repair and

reuse of the resources. Entrepreneurs are seeking the business models that are economically
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justified and feasible. The motivation for a business to apply such eco innovations and new
business models is seen in the possibility to increase the efficiency, reduce costs and potential
risks, improve the quality of products in such gaining the competitive advantages. Moreover,
eco innovations and new technologies shall enable new approaches for optimised management
of productions process and logistics (Zhelyazkova, 2017, Costea-Dunarintu, 2016, Bonciu,
2014).

Both the bioeconomy and the circular economy encourage the development and adoption of
eco innovations. A rural SME Sybimar LLC from Finland is an example that has introduced a
new business model and eco innovations responding to the bioeconomy and the circular
economy concepts. This enterprise combines the food and energy production into a unit where
nutrients, water, waste, heat and CO? are recycled back to the energy and food production
(Picture #11).

Nutrients in water

Blomass to
blogas production

Blomass to
biofuel production |

Vegetables

PIC.#11. EXAMPLE OF THE BUSINESS MODEL WITH A CLOSED CIRCULATION CYCLE
ANDOOA WASTE PRODUCTI ON

Source: archives of Sybimar LLC.
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Sybimar has a number of diverse business activities. It has introduced the closed circulation and
ilzer o0 wa st apprqacholtoodutes wornergy, which ensures a heat for the fish farm
and a greenhouse. Fish are grown in indoor pools using the closed cycle water recirculation
system that ensures water for planting herbs in greenhouses. Moreover, this company produces
biofuel from the leftovers and waste of a fish and a biomass. Most of the fish breeding
processes in the fish farm are controlled and managed by an on-line management system. This
system improves the efficiency, as it requires less employees and allows the management and
control of the processes on-line from the distance in 24/7 mode (Sybimar, [s.a.]).

Another example is a farm fiLigoo from Latvia, which was presented in the Public Consultation
meeting in Zemgale region (LV). This farm has 3 main business divisions 7 grain crop planting,
biogas production and greenhouses (Picture #12).

PIC#12.P| CTURES FROMI BA®M i

Source: photos made by Subhankulovs T. (Latvijas Avize, 2016)

This entrepreneur gradually has developed his farm by growing the capacity (size) and
diversifying business activities. After the establishment of a farm, first business division was a
grain crop planting. This business sector composes significant risks related to the prices and the
demand of a grain stock market. Therefore entrepreneur decided to diversify the business with
higher value added activities. Firstly, he constructed a biogas station, which produces heat for
greenhouses. The corn, planted in this farm, is the main biomass resource for the biogas
station. Now this entrepreneur is seeking for diversification options and testing specific beets
with higher energy intensity to be used as the biomass resource. This would allow increasing

the efficiency and productivity. Secondly, the entrepreneur constructed greenhouses where he
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is planting cucumbers. The main products of greenhouses are seeds of cucumbers that are sold
to a global multinational agricultural and agro-chemical production company. Even though he
has one stable global B2B customer, the entrepreneur diversified the business by planting
spinach and asparagus for other market segments. The owner of isplahning the

adoption of new technologies in the comparatively near future 7 drone technologies for the

ALi goo

monitoring and control of plants and self-driving tractors( Lat vi j as avQgze, 2017).

The sharing economy as a recently significantly expanding concept provides opportunities and
can influence as well rural SMEs. Scholars name it also peer-to-peer economy, mesh economy,
collaborative economy or collaborative consumption. The sharing economy is based on the idea
that one having assets (both material and non-material) that are not used in a full capacity may
share these assets with others willing and being able to use them within a limited period of time.
An important side of the sharing economy is the social networking and technologies providing
these collaboration opportunities. Digital technologies through online platforms ensure access to
networking and partnering on a global scale, putting together demand and supply sides. The
business model of sharing economy is based on the possibility to obtain, give and share access
to products or services without owing them (Bonciu and Balgar, 2016, Privitera, 2016, Szetela
and Mentel, 2016, PWC, 2015).

Introduction of the sharing economy activities in the business model may improve the efficiency
of resource use. Resources or assets that are unused or partly used can be traded, exchanged
or shared. Sharing economy also introduces new forms of safety and trust with the reviewing
system for both a person willing to share and a person using shared products. These reviews
provide an assessment and characteristics of the reliability and reputation of both sides. Online
platforms used by the sharing economy business models provide new dissemination and sales
promotion opportunities on a global scale (Privitera, 2016, Bonciu and Balgar, 2016, Szetela
and Mentel, 2016).

Sharing economy opens new ways of horizontal and vertical partnerships in the virtual and real
marketplace and expands to a number of industries and business sectors. A number of these
sectors are represented and related to the rural SMEs, for instance, hospitality and dining,
transport and courier, retail, media, advertising, arts, entertainment, education and learning,

funding and other services (PWC, 2015, JustPark.com [s.a.]).
40



~ A
INNOGROW *

Interreg Europe

European Union
European Regional
Development Fund

ZEMGALES
PLANOSANAS
REGIONS

Practical examples how rural SMEs may use the sharing economy facilities are listed below:

1) Rural SMEs can use platforms for selling their services or products, for instance, tourism
and hospitality services, vegetables and other food products, products produced by
craftsmen.

2) Rural SMEs can co-share the use of professional services, for instance, logistic services
for delivery products or for the supply of materials, outsourcing of packaging services,
renting of storage facilities and other.

3) A possibility to interact and communicate with a wider target group, to disseminate the
information about the products or services, new products launched and get immediate
feedback from the customers.

4) A possibility to virtually involve the potential customers or partners in the development of
new products or services.

5) A possibility for the attraction of funding through peer-toi peer lending or crowdfunding
platforms, which may provide alternative funding opportunities to commercial banks and
public support programmes.

6) Learn new skills and knowledge by using virtual study groups, on-line courses and
lectures. Implementation and adoption of new business models require an appropriate

capacity of an enterprise and its management.

The development of the strong and dynamic managerial capabilities to see and catch new
opportunities fast due to the changing market conditions is essential for entrepreneurs.
Moreover, not just being proactive in developing new business models, but more important is
being able to implement them by rearranging business processes and assigning resources.
Learning and knowledge sharing shall be encouraged, as rural SMEs are reluctant to

innovations and changes (Teece, 2018, Singh and Bhowmick, 2015, Lopez and Pastor, 2015).

Knowledge/knowhow sharing is also possible through co-creating or co-working spaces.
Innovation labs, hubs and other co-working spaces encourage researchers, entrepreneurs,
public authorities and any citizen to work together in creating and testing new products or
services. People using the same facilities of hubs or labs are forming new internal or external
networks that embolden for new visions and an innovation processes in general. On already

established partnership bases, new projects can be started more easier, risks of development
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new technologies or projects can be shared (Felicetti, 2016, Szetela and Mentel, 2016, EPC,
[s.a]).

The discussion on the business models more and more encourage SMEs to think about
possible forms of a collaboration and partners that may facilitate the business and improve the
competitiveness. In a simple meaning of a business model, the suppliers of materials and other
resources are considered. However there are other new forms and aims of partnering
experienced among SMEs. Several SMEs can work together to improve the distribution
channels and logistics, as well as work more effectively with distribution networks, retail chains
or other larger customers. SMEs can create the partnership to attract highly qualified employees
or, in general, work together on the solutions for the lack of workforce. SMEs can work together
on development of innovations commonly dealing with the productivity and a value propositions
issues. Besides B2B commercial partnership in the narrow meaning, the broader multi-
stakeholder partnership is important. However it is not easy for SMEs to build, manage and
scale up such partnerships. Besides the access to technology transfer, new technologies or
other innovations, the multi-stakeholder partnership may facilitate in access to larger clients,

wider customer segment and to financing (Connect to Grow, 2016).

Lately different public initiatives are encouraging the establishment of the partnership between
SMEs and investors in different i-dnavt ei snt gneasetellebnrt osk e r
as partnerships between innovative entrepreneurs in different matchmaking events and
mentoring programmes. However these initiatives are more focused on the entrepreneurs with
higher profitability potential more often located in urban or metropolitan areas. There is still a
potential to develop such initiatives specifically towards rural SMEs assuming more social

impacts generated to particular rural areas than profitability aspects.

EK Auce Itd from Latvia can be mentioned as a good example in adopting several innovations
and changes in the business model. This enterprise is located in a rural area of Zemgale region
(LV), near the border of Lithuania (approx. 120 km far from the capital Riga). EK Auce is
manufacturing textile clothing (Picture #13 and Table #4). Representatives of EK Auce
participated in the public consultation meeting of Zemgale region (LV) and presented their

practice in developing new business models.
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PIC.#13. PICTURES OF EK AUCE LTD., LV

Source: archives of EK Auce ltd.

EK Auce due to the changing market conditions was seeking for the solutions to problems
faced. Most of these solutions have brought changes into the business model. Due to the
economic instability of the local market, EK Auce has aimed on the international markets.
Through the intense work B2B customers are found within international markets. Currently EK
Auce is exporting their products to a number of countries, among them Canada, USA, Sweden,
Norway, Korea, Japan, UK, Switzerland, Germany, Denmark and other western Europe

countries. EK Auce face problems related to the lack of the workforce.
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TABLE#4. EK AUCE IN APPLYING NEW BUSINESS MODELS IN THE MANUFACTURING OF

Problem/ situation

Need for new customers
segments and launching
new services

Sales to multinational/
globally known companies/
brands increased causing
the insufficient production
capacity

Outsourced partners lack
the appropriate equipment
and technologies

Lack of employees and
thus insufficient production
capacity

Changes in existing BM applied

The customers of EK Auce are multinational/ global
companies. EK Auce is producing sports wear for
globally known companies/ brands.

EK Auce contracted outsourced sewers to ensure larger
capacity.

In order to follow quality requirements of
customers, EK Auce trained outsourced sewers

large

Outsourced sewers had limited possibilities to take a
loan in the bank for purchasing new equipment.

EK Auce purchased and installed new equipment for
outsourced sewers.

EK Auce took all the financial liabilities on behalf of
outsourced sewers and provided them a possibility to
pay back in a longer period through regular instalments
this amount of funding

EK Auce attracted as employees persons with
disabilities. In order to adapt to the needs of persons
with disabilities. EK Auce introduced:

A Smart work principles (persons with disabilities
can work from home), employees have
specifically assigned tasks to be able to work
from home,

A Flexible work schedule adapted to the specific
needs of each person with disabilities.

TEXTILE CLOTHING (IN ZEMGALE REGION, LV)

Business model aspects

New B2C customer
segments abroad in

international markets.

Partnership - a pull of local
sewers and sewing
companies

New forms of financing and
partnership

Diversity management and
fi's mar t initetvesk o

Source: prepared by the authors based on the information of the Zemgale planning region (2017)

The theory of the social capital justifies the importance of the partnership. Many scholars have

provided definitions for this concept. Some of them have proved the positive relation between

the social capital and the development of innovations and rural areas (Ceapraz and Delhoume,

2017, Jankova et al, 2017, Zawadzka, 2017). The social capital can be defined as the social

networking and collaboration between various actors for productive use and aiming to common

goals. It means that every individual involved is actively participating in common social
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collaboration form. This ensures the exchange of practices, skills, competences and information
providing the joint knowledge or the new approach. The scholars (Ceapraz and Delhoume,
2017, Jankova et al, 2017) argue that the social capital is becoming as an important base to
reach the competitive advantage, because technologies and other physical assets are available
to everyone, but the opportunity of the cooperation or networking between particular
stakeholders is an individual relationship creating major and unique intangible asset that
differentiates from others in the market.

While the surroundings of urban/ metropolitan areas are providing natural possibilities of the
partnership by having a large number of residents (individuals, enterprises, organisations)
relatively close to each other, rural areas are under-served because of the physical distance
between actors. Therefore networking and collaboration of different stakeholders of rural areas
have to be encouraged and facilitated.

The start-up "MyAgry" was presented as a good example in the public consultation meeting in
Mol i se regioyno (ilsT)usiimMy Agri nci pl easd thefsocial bapitals har i nc
theory. It is an on-line platform providing the opportunity to anybody become a virtual farmer
and to rent a land from a distance (virtually) for the cultivation of vegetables (Picture #14).
Interested persons register in the on-line profile, select the size of the plot of the land, the crops
and the treatment. Then they can follow and monitor on-line from the distance the process of
the cultivation and harvesting of the crops selected. At the end fresh or processed vegetables
are delivered to particular customer or these customers can directly come to a farm and
participate in the harvesting. The platform puts together agricultural farms with customers willing
to purchase vegetables directly from producers and personally experience the process of

planting the crop (Chamber of Commerce of Molise, 2017).
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l J ,yﬁgry HOME YOUR FARM ~ CULTIVATE WHAT ~ SPENDING RECIPES

CREATE YOUR VEGETABLE
GARDEN

GO

MEET FARMERS

PIC.#14. SCREENSHOTS FROM MYGRY PLATFORM, IT

Source: archives of "MyAgry"

In general, while participating in MyAgry platform, agricultural farms continue their ordinary

business activities, but this collaboration introduces a new business model to interact peer-to-

peer with the consumers, provides new marketing opportunities and opens access to wider

target group. Besides the need of purchasing fresh vegetables, the value proposition for

customers puts together elements of entertainment, gaming and personal experience or

involvement in the farming.
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4.2. Consultations with stakeholders of partners regions

The participants of the public consultation meeting in Lombardia, Italy, outlined such context
factors and opportunities to promote innovations and new competitive business models within
rural SMEs as the multifunctionality of rural SMEs, new forms of governance for rural areas and
innovation of traditional products. New business opportunities might arise for rural SMEs also
from providing services for the local territory and due to the introduction of policy instruments
oriented to land planning and environmental protection. Consequently, the stakeholders
proposed that support measure for the rural SMEs should focus on such areas as the
ecosystem services, the urban-rural partnerships and improvement in the local governance.
Such policy instruments were suggested as support measures to finance and support innovation
in rural SMEs, a platform for innovation of rural districts/supply chains, as well as training

programs (Lombardy Foundation for the Environment, FLA, 2017).

The stakeholders at the public consultation meeting in Molise, Italy, highlighted the necessity to
provide more information to those rural SMEs who are interested in the support measures
financed by the ERDF and the Rural Development Programme of Molise. The participants
argued that it is important to employ a bottom-up approach in rural areas by listening to the area
and talking to the workers. According to the stakeholders, new opportunities are provided by the
digital communication, which results also in a change in marketing of products and services
produced in the rural areas. Last but not least, the stakeholders proposed to revitalize and give
a new value to the Chamber of Commerce of Molise brand "Piacere Molise" in order to promote
the products produced in Molise region (Chamber of Commerce of Molise, 2017).

The participants of the public consultation meeting in Nyugat-Dunantul, Hungary, proposed
such policy instruments to facilitate innovations and new competitive business models within the
rural SMEs as the innovation chain support for innovative ideas concerning rural areas, further
calls for proposals for the innovative rural SMEs within the ERDF Operational Programme and
more innovative aspects in the agricultural logistics programmes financed by the Rural
Development Programme. Innovation support programmes should focus on supporting

innovative rural SMEs until creating a prototype, supporting biodynamic and organic products,
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as well as supporting innovative marketing of products. Consultative support should be provided

for the innovation chain and the protection of intellectual property (Pannon Novum, 2017).

The stakeholders at the public consultation meeting in Zemgale, Latvia, outlined such context
factors that promote innovations and new competitive business models within rural SMEs as the
diversity and a wide variety of products, cooperation between businesses, product visibility,
certification, experience, social responsibility and choosing local products and resources. The
participants also pointed to such opportunities as the cooperation of businesses with the
municipalities, support for youth initiatives, as well as EU funded support for modernisation of
production and energy efficiency. Regarding new policy initiatives, the stakeholders stressed
that the state should provide a stable and predictable taxation policy, minimize administrative
burden, support targeting large external markets and help home producers to distribute their
production, e.g. by establishing shops for selling these products.

Consequently, the participants proposed such policy recommendation for facilitating innovations

and new competitive business models within rural SMEs:

A to promote #Atriple helixo appbetwaen busifessesmor e

academic and public sector);

A to disseminate more information about new technologies and innovative business

models among the rural SMEs;

A to speed up the process of granting support for introducing new technologies, as the
technologies change fast and, until the time of approving the project, better technologies

might be already available;

A to simplify the process of granting support for introducing new technologies, as in many
cases the technologies are being tested and adjusted during the process of
implementation and therefore it is not possible to provide a very detailed technical

description of the technology when submitting the proposal;

A to provide support for selling local products in local and international markets (e.g.
support for distributing products in the supermarket chains) (Zemgale planning region,
2017).

48

e f



~ A
INNOGROW *

Interreg Europe

ZEMGALES
PLANOSANAS
REGIONS

Public consultation meeting in Pardubice region, Czech Republic, did not include a discussion
on context factors and opportunities to promote innovations and new competitive business
models within rural SMEs. Instead the participants voted for the innovative technologies and
business models that they consider the most helpful to facilitate the competitiveness of rural
SMEs. The results of the voting are discussed in the next chapters (Regional Development

Agency of the Pardubice Region, 2017).

The participants of the public consultation meeting in Gorenjska, Slovenia, which focused on
new technologies and business models in cheese and dairy production, proposed such policy
recommendation to facilitate innovations and new competitive business models within rural
SMEs: strengthen the cooperation between farms, allowing them to optimize production costs,
marketing costs and other costs and reduce taxes for farms playing a multifunctional role, for
example, preserving the cultural landscape and contributing to biodiversity, tourism and the
quality of life. The stakeholders also stressed that it is crucial to provide rural development
counsellors with an access to educational programs and strengthen their role in advising,
motivating and enlist farmers in relevant training programmes. Special training programs should
be provided for older farmers on the use of modern ICT technologies and the time of training
must be adjusted to the calendar of farmers by organising training in the time periods where
there is less or no work on the fields (Regional Development Agency of Gorenjska, BSC

Business Support Centre L.t.d., Kranj, 2017).

Public consultation meeting in Stara Zagora, Bulgaria, did not include a discussion on context
factors and opportunities to promote innovations and new competitive business models within

rural SMEs (Stara Zagora Regional Economic Development Agency, 2017).

INNOGROW project has identified 12 new technologies suitable for rural SMEs within the
activity Al. 1 Al nvestigating i nnovative technol

competitiveness and productivityo.

Three of the project partners (Regional Development Agency of the Pardubice Region, Zemgale
region and Lombardy Foundation for the Environment, FLA) asked the participants of the public

consultation meetings to vote for the three most appropriate types of technological innovations
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