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ABSTRACT. This article is devoted to
studying the motives, preferences, and mar-
ket entry barriers for Russian high-tech
start-ups and small innovative enterprises
(SIE) that took part in the “Startup Village”
event held at Skolkovo Innovation Centre
in May 2019. Due to limitations in neo-
classical theories, corporate motivation at
the micro-level cannot be accurately quan-
tified. Thus, this work uses survey and in-
terview methods to gather primary data di-
rectly from top representatives of partici-
pating enterprises. In total, about 100 par-
ticipants were interviewed. Every respon-
dent expressed intentions to engaged in for-

924

eign economic activity; half of them already
have experience operating outside of Rus-
sia. Further, 44% intend to sell their busi-
ness or intellectual property rights outright,
with only 12% ready to cooperate in a join
venture.

Based on the analysis of the results,
the corporate motives of Russian start-
ups and SIEs going abroad is in seeking:
new markets (17.3%), improved efficien-
cy (20.0%), resources (40.0%), and strate-
gic assets (22.7%). This is diverges signifi-
cantly from the average estimates made by
UNCTAD in 2005/2006, where they found
motivation from foreign companies in de-
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veloping and transition economies to be
51%/22%/13%/14%. Against this back-
ground, Russian innovative enterprises ap-
pear far more resource-oriented and more
interested in finding strategic assets. How-
evet, they are notably less interested in ac-
quiring new markets or efficiency gains.

Additionally, the preferences in for-
eign partners by Russian enterprises exhibit
some variety. Many choose the CIS coun-
tries (mainly Belarus and Kazakhstan) and
BRICS nations (primarily China) as desir-
able partners. Most also express interest in
developed economies in the EU (namely
Germany). Among the main barriers to es-
tablishing foreign relations is the lack of per-
sonal finances and other key resources, as
well as a lack of state support in promoting
Russian companies abroad.

Based on the obtained results, impactful
recommendations are offered to the govern-
ment of the Russian Federation to strength-
en the investment motivation of Russian in-
novative enterprises. Also, recommenda-
tions are given to advance the internation-
al cooperation of BRICS in the form of joint
global value chains (GVCs) using their own
innovative capability.

KEY WORDS: BRICS, startups, global val-
ue chains, Russia, FDI, globalization, cor-
porate motivation, drivers, determinants,
and barriers

The movement of startups and small
innovative enterprises (SIEs) into inter-
national markets is one of the most prom-
ising ways for integrating Russia into the
world economy, as well as deeper into
partnerships with BRICS member states.
Startups have different options for going
abroad, largely relying on their capacity
for innovation and novel research. One
form is through the commercialization
and direct export of intellectual proper-

ty (IP) through the full or partial sale of
relevant rights to their technology or de-
signs. This method is favored by interna-
tional trade advocates and is prevalent
in many leading theories. Another form
is in industrializing and developing at-
tachments with partner companies via in-
vestments and the creation of joint ven-
tures (branches). Lastly, they can engage
more broadly in international innovative-
industrial societies through global val-
ue chains (GVCs) on a multilateral basis.
Both the industrializing and multilateral
paths are most often associated with in-
ternational business due to their empha-
sis on transnational corporations (TNCs)
who engage in foreign direct investment
(FDI) activities.

These TNCs and their subsequent role
in GVCs are of particular interest as the
most common form of integration for na-
tional economies in the era of globaliza-
tion, primarily for developing countries
like the BRICS members. This was recog-
nized by the BRICS group in their joint
Declaration following the 10" anniversary
summit in Johannesburg on July 26, 2018.
However, early economic thinkers such
as John Dunning [Dunning 1979; 1981;
1986; 1988] have long studied the impact
of TNC investment decisions using econo-
metric tools. Largely, these observations
identified a number of heterogeneous fac-
tors — from objective macroeconomic vari-
ables (determinants) to more dynamic po-
litical, economic, and institutions regula-
tory variables (drivers). He also gave con-
sideration to more nuanced subjected in-
ternal corporate variables (motives). As
a rule, many of the works incorporating
these three factors have been developed
on the basis of empirical material summa-
rizing the experiences of TNCs from de-
veloped Western countries. Still, even in
these cases and under similar macroeco-
nomic conditions, the investment behav-
ior of different corporations can be signifi-
cantly different.
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These differences are even more pro-
nounced when analyzing TNCs from de-
veloping and transition economies, a trend,
which evolved in the 2000s as said coun-
tries entered the world capital markets en
masse. Unusual movements and FDI be-
gan to grow along ‘South-South’ and even
‘South-North’” dimensions. A new eco-
nomic reality has thus emerged, represent-
ed by an increasing number of develop-
ing TNCs that emerge out of nowhere, re-
ferred to as “TNC Dragons. This reality has
given rise to a question of whether or not
these new global players fit into the narrow
‘behavioral’ framework laid out previously
by the traditional neoclassical approaches
[Mathews 2006]. Already the current de-
cade has seen works confirming the lim-
ited applicability of existing theories and
models of FDI that fail to adequately de-
scribe the complex investment processes
at play in global industrial and innovation
networks [Seniuk 2012].

In response to this shortcoming in the
existing theoretical tools, UNCTAD pro-
posed a novel methodological approach
based on a system analysis of structured
empirical data. Such structuring is based
on grouping objective, relatively static mac-
roeconomic indicators (determinants) and
more dynamic political, economic, institu-
tional, and regulatory prerequisites (driv-
ers). Both are considered alongside sub-
jective corporate motives of management
decisions taken at the micro-level of indi-
vidual TNCs. At the same time, sociologi-
cal research and interviewing of top TNC
management provides a practical means of
accurately studying such investment mo-
tives; these motives are extremely impor-
tant for modeling the investment activity
of corporations [UNCTAD 2006]. Results
from these studies show significant dif-
ferences between the motivation of TNCs
from developed economies and from devel-
oping and transition economies.

Still, a correct understanding of the
corporate motives of investors is also cru-

cial for the development of the investment
strategy of the recipient company and the
policy of the host country. It is fundamen-
tally important for the study of TNCs en-
gaged in the export of capital from BRICS
countries, as current and future drivers of
the development of the world economy,
especially in the case of industrial-innova-
tive development via intellectual property
and GVCs. The high dynamics of both the
global innovation challenges of the fourth
industrial revolution and the transforma-
tion of world economic relations under its
influence carry huge risks for the sustain-
ability of post-crisis development of the
global economy. It also informs an urgent
need for information on the correspond-
ing changes in motivational trends and
the strategic orientation of export capital
flows. Despite its importance, information
of this kind is limited and quickly becom-
ing outdated in the conditions of advanc-
ing globalization processes. It therefore
requires timely updating. Further, there is
a certain absence in research that unifies
micro-level understanding regarding the
development of coordinated macroeco-
nomic investment policies of the BRICS
countries and corporate strategies of their
TNCs. This study is thus devoted to the
study of investment motives, preferences,
and barriers to foreign aspirations of Rus-
sian innovative startups and small inno-
vative enterprises as potential participants
in GVCs, primarily between other BRICS
countries.

This article is structured in the fol-
lowing way: first, a review of existing lit-
erature and methods of studying corpo-
rate motivation of FDI is presented. Sec-
ond, the particular research methodolo-
gy and strategy used in this study is out-
lined. Then, survey results gathered from
a sampling of innovative Russian startups
illustrate current motivations, problems,
and prospects for international participa-
tion. Lastly, the work concludes with a re-
view of key findings and offers recommen-
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dations for improving policy factors that
hamper deeper integration in both global
and BRICS-centric GVCs.

Since the second half of the last centu-
ry, scholars have been increasingly inter-
ested in FDI as a micro-level occurrence in
firms. This attention has led to a number
of theories and models aiming to better
describe investment behaviour. The most
prominent of these are illustrated as a sort
of family tree in Fig 1.

As shown in Fig.1, the last half-century
has been ripe with various theoretical in-
sights and models. Many are still being de-
veloped and improved upon today. Initial-
ly, all of these theories are rooted in trans-
action cost theory (TCT) as envisioned
by the classical logic, which gives firms
the fundamental choice of “make or buy”
[Coase 1937]. If intra-firm analysis shows
that it will be cheaper for a company to
produce the necessary final or intermedi-
ate goods/services rather than to buy them
on the market, this will become an objec-
tive basis for using a producer price index
(PPI). Since this choice depends both on
the target products’ market price and on
the firm’s dependence on comparative ad-
vantages to minimize production costs, a
demand for more in-depth approaches de-
scribing the ways of forming such advan-
tages appeared. In general, they can be di-
vided into functional, structural, and insti-
tutional approaches. Functional approach-
es instigated further development of the
TCT, both in the classical tradition [Wil-
liamson 1985] and in the non-classical ap-
proach of corporate management deci-
sion-making in the resource-based the-
ory of firm growth [Penrose 1959]. This
was further followed by its development
into theories that allocated a fundamen-
tally new class of “born global” firms, in-

cluding start-ups [Barney 1991; Cavusgil,
Knight 2015]. These theories differed from
classical thought in that firms not only “go
abroad” almost from the very beginning,
but they also do not associate their com-
petitiveness with the localization of specif-
ic comparative advantages. Rather, inter-
national production theory (IPT) is quite
closely intertwined with this approach as
they share an interest in early firm globali-
zation in the 90s and early 2000s [Buckley,
Casson 1976; Beugelesdijk, McCann, Mu-
dambi 2010].

Structurally-oriented approaches, both
in terms of innovation-based industri-
al-technologies and global spatial market-
ing structure, encompass the theory of in-
dustrial organization that aims to create
a monopolistic enterprise [Hymer 1960],
branch [Kindleberger 1969], and cluster for
national competitive advantages [Porter
1985]. In 1977, a knowledge-based mod-
el formed to address the new paradigm of
globalization and internationalization in
firms’ business activities [Johnson, Vahl-
ne 1977]. Perhaps the most comprehensive
form of this kind was through a general-
ized neoclassical approach that developed
through the eclectic model of J. Dunning
(1977-2009) and through their continued
improvements in the works of his follow-
ers [Li, Liu, Wright, Filatochev 2014].

From the culminatin of these various
theories and models emerged the institiu-
tional approach, which opened the pros-
pect for systemic integration of heterogen-
uous approaches into a single descriptive
field [North1990; Cuervo-Cazzura, Musac-
chio, Inkpen, Ramaswamy 2014]. This al-
lowed for a more complex and cumber-
some econometric description of invest-
ment processes with the allocation of both
objective determining economic factors
and the introduction of political and reg-
ulatory parameters. However, as shown
by a more in-depth analysis (see [Seni-
uk 2012]), all of these factors performed
in the context of the neoclassical logic of
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the FDI models in its entirety cannot pro-
vide a complete description of all observed
cases of local companies “going abroad”
For example, Mathew [Mathew 2006] con-
firmed these failures in his work concern-
ing the “emerging from nowhere” Chinese
TNCs, or “dragons.” Other studies address
large state-owned enterprises (SOEs) from
emerging economies, including BRICS.
Further, many of the capital export pro-
cesses of these countries are spacitally dis-
tributed, non-classical (in the case of clus-
ters, agglomerations, special innovation
zones, and other innovative territorial en-
titities), or “network” post-classical (Glob-
al Production or Innovation Networks-
GPN/GIN).

As a result of this analysis, it is clear
that the aforementioned models and theo-
ries based on the experiences of predomi-
nantly traditional Western TNCs are rath-
er a special case applicable only to similar,
primarily small, private, localized compa-
nies in developing and transitioning coun-
tries. However, in general, more adequate
integrated theoretical and methodologi-
cal tools are required. This is especially the
case when addressing state-owned enter-
prises and global networks, such as GPN,
GINs, and GVCs. Fig 2 below illustrates
possible modes of entry into host coun-
tries or global value chains.

From Fig 2, it can be seen that within
such a methodological approach it is the-

m
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oretically possible to bring together the
heterogenous comparative advantages of
location, industry, and firms specificity
through assessing their impact on transac-
tion costs. As a result, the unit of analysis
is not the firm itself, but rather the trans-
action as a kind of “quasi-firm” [Mroczek-
Dabrowska 2014]. Meanwhile, it seems un-
likely that econometrics can take into ac-
count the diversity of objective and subjec-
tive components of all three determinants
presented in Fig 2, including endogenous
and exogenous uncertainty of each trans-
action.

Taking into consideration that we deal
with private high-tech startups and SIEs,
the most acceptable theoretical model for
describing and predicting their FDI should
be carried out in the same conceptual vein
as Dunnings neoclassical approach. A
model of ‘industrial development path’
(IDP) was created, which considers the av-
erage per capita income in a country as a
macro-determinant of its level of develop-
ment. This presumed level of development
thus determines the dominant type of in-
vestment activity engaged in by its corpo-
rations, namely those of large and medium
size [Dunning, Narula 1996]. In combina-
tion with the firm’s comparative location-
specific advantages, this predetermines
five stages of ‘going abroad, wherein a sta-
ble motivation to export capital emerges
by the third stage when the outflow of FDI
outgrows incoming FDI. As a result, the
national economy is gradually becoming a
net exporter of capital. In the fourth stage,
the excess of accumulated FDI abroad out-
performs FDI stocks in the country.

However, the threshold indicators of
per capita income and evolutionary invest-
ment dynamics incorporated in the IDP
model are obtained by generalizing em-
pirical data from companies in developed
countries. Many developing and transi-
tion economies, including Brazil, China,
India, and South Africa are showing sig-
nificant capital export flows in the first to

second stages and at lower income levels
[UNCTAD 2006, p. 145]. This highlights
the deterministic nature of the IDP model
and its inability to confidently predict the
choice of recipient countries by TNC in-
vestors from less developed countries. Yet,
pull-and-push factors, or drivers, also do
not provide sufficient explanation for the
choice made by corporations from de-
veloping and transition economies. Even
when taking into account the subjective
contextual corporate aspects within their
own investment strategies, there is still a
discrepancy [UNCTAD 2006, p. 158]. As
a result, the methodology developed in the
UNCTAD 2006 report is focused on the
use of empirical data to identify the de-
terminants and drivers of FDI, but also to
study the investment motives of TNCs.
This brand of research is carried out
by means of sociological surveys and in-
terviews with leading representatives from
corporations and investors. In particular,
UNCTAD, in collaboration with a num-
ber of international organizations and re-
search institutes [FIAS 2005; EDGE Insti-
tute 2005] conducted a large-scale socio-
logical study at the turn of 2005/2006 by
sending questionnaires to 250 TNCs from
developing economies. Among those sur-
veyed were Brazil, India, China, and South
Africa. The summary results indicate that
on average, 51% of TNCs exhibit market-
seeking motivations, 22% efficiency seek-
ing, 13% resource seeking, and 14% creat-
ed asset seeking [UNCTAD 2006]. While
this review notes the existence of mixed
and other motives, they can still be ade-
quately reduced to the aforementioned ‘big
four! At the same time, data used for cap-
ital exporters from Russia do not contain
such quantitative estimates, which lim-
it consideration to qualitative indicators.
Most Russian data was gathered from ex-
tremely large TNCs, with 60% represented
by the oil and gas industry. This situation
highlights the insignificant contribution of
SME:s to this research [UNCTAD 2005].
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Following this project, the global fi-
nancial crisis of 2007-2009 saw a sharp in-
crease in investment activity by Chinese
TNCs in Europe. This naturally prompt-
ed a closer study of their corporate motives
and introduced regional and institutional
dimensions to their motivational spectrum
[Nicholas, Thomsen 2008]. Studies show
that the market-seeking motives (focused
on Western Europe and Africa, much less
so in East Asia) continue to dominate. Ad-
ditionally, there is a significant increase in
strategic asset-seeking and global compet-
itiveness, with East Asia as a priority fo-
cus and Western Europe slightly lesser-
so. When this data is reduced to basic ‘big
four’ orientation, even with institution-
al differentiation, the market-seeking mo-
tive is still strongest. Notably, public enter-
prises (44.1%) are more motivated by mar-
ket seeking than private ventures (37.8%).
Strategic asset seeking was the next most
important motivator and operates in re-
verse — it is more pronounced in private
(24.8%) and less in public (22.0%). Effi-
ciency-seeking motives were third and re-
source-seeking fourth amongst TNCs [Se-
niuk 2012]. Thus, the active expansion of
Chinese FDI initially motivated by the fi-
nancial crisis was strongly aimed at finding
new markets for large, state-owned TNCs.

Large TNCs were not the only corpo-
rations driven abroad during this time, but
medium and small enterprises were also
propelled into the international arena. Pub-
lished in 2011, the China Council for the
Promotion of International Trade (CCPIT)
monitored 1024 TNCs between 2008-
2010, 2/3 of which were SMEs [An Over-
view of the Current Conditions 2011]. This
drew attention to the fact that in the crisis
years, the combined share of small invest-
ment projects worth up to 5 million USD
was as high as 81% of total Chinese foreign
enterprises in 2009. Micro-projects, with a
value of up to 1 million USD, were 61% of
these foreign enterprises in 2009. Such da-
ta illustrates the significant increase in the

role of small businesses in the exportation
of capital from China during the crisis and
initial post-crisis years. Further, foreign in-
vestments of Chinese SMEs in this peri-
od also demonstrate clear industry prefer-
ences. This contrasts with larger FDI proj-
ects, which were primarily invested in raw
material and energy assets, in construction
and transportation, and in high technolo-
gies. For SMEs, manufacturing (42%), ag-
riculture (19%) and retail (15%) are the
priority areas, particularly in Europe [An
Overview of the Current Conditions 2011,
pp. 18-23]. Together, this information re-
veals the initial stage of mass international-
ization of Chinese SMEs that was fostered
by economic crisis and in spite of their lack
of competitive advantages when compared
to Western TNCs.

The wider global situation is once
again having a significant impact on eco-
nomic processes by deepening contradic-
tory processes. On the one hand, global-
ization 4.0 and the fourth industrial rev-
olution are rapidly linking national econ-
omies and global markets. On the oth-
er hand, protectionist sentiments are on
the rise in leading industrialized coun-
tries. These conflicting situations and the
concurrent need to shift the world econo-
my to one that favors more sustainable de-
velopment, in turn, means that informa-
tion regarding the investment motives of
TNCs from fast-growing economies, such
as BRICS, is more desirable than ever. In-
creasingly, research using sociological re-
search methods is being implemented in
BRICS countries to study these motives.
In 2015, a project analyzing FDI in Chi-
na was conducted. Additionally, in 2018
a study surveying joint ventures between
China and countries like France was con-
ducted [Gao, Schaaper 2018].

In this climate, the study of OFDI mo-
tives of Russian firms garners much less at-
tention given the absence of work in the
field of direct research involving TNC cor-
porate motives. To a large extent this is be-
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cause many Russian enterprises are in the
regional stage of development, save for a
few large oil and gas companies. As shown
by the results of two studies on the manu-
facturing industry held from 2005-2009,
more firms faced no competition at all from
foreign companies (20%) than faced foreign
competition (13%). The share of enterpris-
es participating in competition with foreign
companies coincides closely with the share
of FDI in Russian capital markets (10%)
[Enterprises and Markets 2010, p. 26]. As
for other industries, and mainly for SMEs,
the economic scale of their activities does
not go far beyond the border of the inner
region in the Asian part of Russia and the
closest neighboring regions of Russia’s Eu-
ropean border. Largely, such extension de-
pends on the availability of large invest-
ment projects aimed at modernizing the re-
gional economy (decree. Op: 65). Insights
are also available into the priorities pursued
by these Russian enterprises in response to
global economic crisis. The most strategic
solution was through market expansions,
primarily in sales markets of foreign coun-
tries. Others initiated large investments in
the development of production to increase
their own efficiency [Enterprises and Mar-
kets 2010, pp. 65-66].

Larger TNCs in the pre-crisis years
were able to increase their capital flows di-
rectly from Russia, increasing their share
of foreign assets in own stocks from 16%
in 2006 to 21% in 2008; the absolute in-
crease in capital value abroad during this
period was 79% against 35% domestical-
ly [Kuznetsov, Chetverikova 2009]. In gen-
eral, this trend allowed Russia to increase
its global participation in the OFDI stock
from 0,26% (19,2 billions of dollars) in
2000 to 1,66% (363,3 billions) in 2010.
However, in the post- crisis phase, this
share relatively decreased to 1,11% (344,1
billions) in 2018 [WIR 2019]. Neverthe-
less, fluctuatingly growing Russian capital
flows required their analysis at the micro
level of investing enterprises. The focus of

their analysis was primarily concentrated
on the largest TNCs, included in the top
20 short-list [Bulatov et al. 2016]. These
companies occupy a monopolistic or oli-
gopolistic position in Russia or play a lead-
ing role in the industry with sufficient fi-
nancial resources to invest abroad [Pani-
bratov 2017]. As a rule, their investments
were made in the form of mergers and ac-
quisitions (M&A) and their analysis was
based on information from corporate re-
ports, press and specialized industry over-
views [Kuznetsov 2017]. This approach al-
lowed authors to structure the information
extracted from theses sources concern-
ing applied corporate strategies and in-
vestment motivates. For example, in such
manner there were highlighted 10 motives,
which, however, could be mainly grouped
into merket-seeking and resource-seeking
ones [Liuhto 2015]. Moreover, as it turned
out, strategic asset-seeking motives were
inherent only for machinery companies
outside the top 20, while efficiency-seek-
ing ones are more characteristic for me-
dium-sized enterprises [Kuznetsov 2013].
However, the same kind of studies on the
analysis of investment motivations of Rus-
sian high-tech startups and innovation
SMEs are practically absent, as well as the
direct sociologist research of their motives
to invest abroad.

Meanwhile, such sociologist approach
has been actively used by the state statis-
tics of Russia to assess the investment mo-
tives of Russian enterprises and notable fac-
tors limiting them. Namely, the Russian Sta-
tistical Yearbook uses nine components to
study such goals, seven of which are attrib-
uted to efficiency seeking. Over the peri-
od of 2000-2017, the most critical goal was
the replacement of outdated machinery and
equipment followed closely by automating
existing production processes. Other criti-
cal concerns are in energy savings and re-
ducing production costs, both outlets of ef-
ficiency seeking behavior. Studies of invest-
ment motivation for Russian enterprises
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must also assess the obstacles to investment.
Consistently a hindrance is the uncertain-
ty of Russia’s domestic economic situation,
which has only grown since 2000 under
sanctions imposed by the West. Predictably,
lack of personal funds and a high percent-
age of commercial credit also weigh heavily
on enterprises, particularly SMEs [Russian
Statistical Yearbook 2018, p. 292]. All of
these factors indicate a high objective inter-
est in FDI by Russian enterprises. This re-
duces their global competitiveness in terms
of ascending to existing GVCs and in po-
tential GVCs created by BRICS countries.

A more modern and wholistic under-
standing requires research into the ‘soft’
investment motivations of Russian start-
ups and small innovative enterprises via
direct study and monitoring. Existing re-
search into their foreign FDI motivation is
practically absent. Thus, as iterated earli-
er, this work makes a promising contribu-
tion by eliminating this gap in the litera-
ture by employing a synthesis of different
data collection techniques inspired by the
original 2006 UNCTAD methodology. In
real terms, a questionnaire and informal,
unstructured interviews were primary col-
lection tools. Paper/Digital surveys served
as the main source of data, and they were
implemented in tandem with supplemen-
tary in-person interviews. Further, digi-
tal forms of the survey were offered using
Google Forms as an alternative to the pa-
per questionnaire. This digital survey was
identical to the paper survey to ensure
consistency. The research team operated in
two-person groups, one administering the
survey and another engaging companies
with supporting questions to better artic-
ulate respondents’ intentions and feelings.
The questionnaire was offered in Russian
and English, both being prepared by native
speakers and compared to ensure question

equivalence. Interviews were conducted in
a similar manner. Thus, there are no issues
with response validity emerging from lin-
guistic confusion. Most of the survey ques-
tions relied on a nominal scale and allowed
for a degree of specification or variety with
the inclusion of an ‘other’ option. Many
questions did allow for multiple response
data, which provided additional qualita-
tive support to best encapsulate the range
of issues highlighted by respondents. A full
list of the survey questions is provided in
Appendix 1. We also compiled names, af-
filiation, and contact information (includ-
ing address, telephone number, and e-mail
address) for companies wishing to provide
this information, although it was not re-
quired. Said information was not consid-
ered when collating survey results, which
was done anonymously.

In order to find an adequate sample of
startups for our study, we chose to imple-
ment our survey at Russias largest startup
event, “Startup Village,” held over two days
at innovation centre “Skolkovo” in Mos-
cow, Russia. Here were assembled hun-
dreds of startups representing a wide va-
riety of industries from a wider variety of
backgrounds and experiences. This project
was conducted during a busy time for the
respondents, and we are greatly indebted
to the firms for their willingness to partic-
ipate in this research. As a result of their
co-operation, we are able to formulate an
accurate representative sampling of the in-
novative SME environment in Russia.

Overall results of the survey were
quite good. The interviewed respondents
were extremely willing to speak with the
research team about their firms’ inten-
tions and concerns. Such friendliness and
openness allowed the research team to go
beyond distributing surveys and engage
in useful dialogue with the startup repre-
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sentatives to further understand their per-
spective behind given answers. Unsurpris-
ingly, the startup representatives largely
spoke Russian; more than a few spoke an
advanced level of English and other for-
eign languages, such as Chinese. 90% of
the surveys were conducted in Russia, and
only 10% were answered in English. Many
of the respondents were from a wide array
of sectors and fields. As illustrated in Fig-
ure 3, most of the startups were focused
on high technology and innovative indus-
tries. Nearly half of the surveyed startups,
47% to be exact, are focused on strategic
computer technologies, with one quarter
on energy efficiency and energy savings,
and half of the last quarter in biotechnolo-
gy. The remaining businesses represented
a smattering of fields from various high-
tech industries and consumer goods. Fur-
ther, questions 3-5 in the Appendix rein-
force the diversity of the respondents. In
GVC terms, around 60% of startups fo-
cused on pre-processing and the produc-
tion phases, while 40% are involved in
services. Of the products and services of-

3% Geophysical Research

3% Food Industry

47% Strategic Computer
Technology
and Software

Source: Own Calculations based on Survey Results.

fered, a quarter of them are original and
the rest are imitations or slight variations.
In terms of intellectual property, half of
the products are protected by patents and
trademarks at 46% and 3% respective-
ly. The remainder use intellectual proper-
ty rights necessary in production, name-
ly know-how- 22%, utility models- 11%,
designs- 11%, and licenses- 5%. Thus, the
majority of businesses are still small com-
panies in earlier stages of development
with varying degrees of protection, as ex-
pected from startups.

These results support the notion that
Russia has cultivated a diverse startup
ecosystem that, one that favours innova-
tion-intensive industries of all sizes. De-
spite their variations, there is a degree of
commonality in the expressed motives
for attending the ‘Startup Village’ event at
“Skolkovo”. Below, Figure 4 presents a clear
breakdown. 65% of startups are motivated
primarily by a search for resources, while
20% are driven by foreign asset acquisition
and 15% by the desire for new markets. In
terms of the traditional ‘big four; Russian

3% Home Supplies

25% Energy Efficiency
and Energy Savings

/

5% Space Technology

14% Biomedical
Technology

-
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startups are mainly resource seeking in the
form of capital and investments.

Such conclusions are consistent in oth-
er responses as well, particularly regard-
ing specific challenges they have faced in
realizing their businesses. Of the compa-
nies who participated in the study, all of
them highlighted a number of key diffi-
culties. These are represented in Figure
5. Most notable still are issues of fund-
ing; over half of those surveyed attribut-
ed a lack of personal savings to their proj-
ect’s slow growth. 14% of others men-
tioned the difficulty in obtaining loans
from Russian banks. Beyond financing is-
sues, there are many difficulties attributed
to operating within Russia. Due to West-
ern sanctions, 17% of startups attribute
slow growth to the uncertain economic
situation in Russia, which compounds al-
ready existing fears by over 20% of compa-
nies that the Russian market cannot gen-
erate sufficient demand for their prod-
uct/service. A weak production base and,
to a lesser extent, poor government regu-
lations also provide a source of domestic

15% Find International
Partners

20% Promote Products

J

Source: Own Calculations based on Survey Results.

woe. Some of these fears could be abated
by extending their businesses to new, for-
eign markets or opening subsidiary offic-
es abroad for financial and market gains.
Yet this too brings challenges. A quarter of
respondents say that failure to find an in-
ternational partner and investor has ham-
pered their growth, with a small amount of
6% specifically noting their own lack of in-
formation about foreign markets as limit-
ing their opportunities. In familiar terms,
these responses correspond to one of the
‘big four’ motivations for startups looking
to go abroad. To draw a more substantive
result, 41.9% of respondents seek resourc-
es to address their main difficulties, and
23.6% desire strategic assets and informa-
tion. 19.3% seek to improve the efficiency
of the environment and of themselves, and
only 15% see new market gain as a prima-
ry solution.

The popularity of resource seeking
motivations is largely correlated to a di-
rect lack of available personal funds in this
study. This becomes clearer when further
analysing the breakdown of financing cur-

65% Attract Investments
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Figure 5: Difficulties Facing Russian Startups

The Difficulty of Finding and Choosing a Foreign
Partner with High Interest in Int. Coop.

The Lack of Necessary Foreign Trade Information
and/or the Difficulty of Entering Foreign Markets

Uncertainty of the Economic Situation in Russia

Imperfect Regulatory Framework Governing
Implementation

The Lack (Poor Quality) of Required Production and
Technical Bases

High Financial and Investment Risks

Complexity of Obtaining Loans
from Russian Banks

High Percentage of Commercial Credit

Lack of Own Funds 539

Insufficient Demand for Your Supply

on the Russian Market 22%

0% 10% 20% 30% 40% 50% 60%

Source: Own Calculations based on Survey Resullts..

Figure 6: Preferred Mode of Investment

44% Strategic Partner 13% Joint-Venture

44% Sell-Company/Product

/

Source: Own Calculations based on Survey Results.
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rently available to startups. Figure 6 details
the degree to which small Russian firms
use different sources of available funding
to finance their business. Personal sav-
ings and funds make up the largest single
source of financing for startups; 71% use
personal funds to some degree. This figure
is supported further by nearly 20% accept-
ing money from family and friends. Now,
private investors do still provide a signif-
icant source of funding, more than twice
that sourced from family and friends. Still,
less than half of startups had access to such
funds. Both public crowdfunding schemes
and bank loans, surprisingly, contribut-
ed very little overall. Such small business-
es thus could benefit heavily from alterna-
tive sources of public funding or improved
access to investors to this reliance. Figure
5 reinforces this point, in that startups are
actively looking for outside investments
in a range of forms. An equal number of
companies are looking to sell their compa-
ny/product as were looking to find a stra-
tegic partner/investor at 44% each. On-
ly 12% were interested in forming a joint-
venture, which highlights a self-awareness

52% No

=

Source: Own Calculations based on Survey Results.

about their lack of readiness in working
closely within multilateral GVCs and the
need for further self-development.

To address the major challenges out-
lined above, a number of Russian startups
have developed linkages with foreign mar-
kets. Below, Figure 6 shows that nearly half
of Russian startups carry out some kind of
foreign economic activity with partners
abroad, though it is still slightly less than
the amount that do not. Figure 7 more ex-
plicitly outlines which countries are the
most common partners for Russian start-
ups. Of the 48% of startups that do have
foreign partners, most operate within the
CIS or EEU, namely with Belarus or Ka-
zakhstan. Respondents highlighted these
areas as the easiest environment to oper-
ate in due to geographic proximity and
shared language. Few also noted the lack
of trade barriers in comparison to other
areas. Yet, nearly 40% also operate in de-
veloped countries in Europe, most com-
monly in Germany. There are also small-
er percentages of companies working in
Asia, with around 20% operating name-
ly in China, India, and Vietnam. A simi-

48% Yes

—
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lar number have a presence in the Ameri-
cas, and none have current links to Africa
or the Middle East. Such linkages highlight
difficulties for Russian businesses to reach
new markets outside from those with the
lowest barriers for entry and a general lack
of interest in the developing world.

While existing foreign linkages are
primarily with countries closest to Rus-
sia, there is a clear desire to extend in a
more global fashion. Figure 8 illustrates
the countries identified as most desirable
for future partnership and market access.
Nearly 70% of startups felt that accessing
the markets of developed countries was
the highest priority. Specifically, relation-
ships with Germany, the EU as a whole,
and the US received particular attention.
Many felt that gaining an entry point in
Europe would allow easier access to the EU
market which generates more demand and
sources of investment. A majority also ex-
pressed an interest in expanding through
the CIS and EEU, largely because of the re-
duced barriers to trade and communica-

Figure 8: Countries Already Partnered With

Countries in Africa or the Middle East (Turkey, Egypt)

Countries in the Americas

Countries in Asia (China, India, Vietnam)

Industrialized Countries (OECD, EU, USA)

Near Abroad' (CIS, EEU)

0%

Source: Own Calculations based on Survey Results..

tion. Of particular note was a strong inter-
est in BRICS markets, with 50% of start-
ups mentioning Brazil, India, and China
as desirable partners. These BRICS part-
ners were attributed with having vast mar-
ket sizes, larger production capacities, and
as active sources of investment. However,
when prompted there was a lesser degree
of interest in working with South Africa,
largely due to its geographic distance. This
is supported by the dearth of expressed in-
terest in developing countries as a whole,
with only 25% desiring a presence in Af-
rica, Asia, and South America outside of
BRICS.

Although there is high interest in en-
tering foreign markets, barriers continue
to limit the possibility for SMEs, and start-
ups most significantly. Figure 9 summariz-
es the main issue areas. As highlighted re-
peatedly in these findings, issues of financ-
ing continue to be a burden. The high costs
of entering foreign markets and a lack of
personal funds were cited as the most sig-
nificant factors at 44% and 31% respective-

19%

19%

38%

52%

10% 20% 30% 40% 50% 60%
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ly. Such issues are compounded by the dif-
ficulty for small businesses to access cred-
it. Also an issue was the lack of foreign
knowledge in two main areas. Firstly, 22%
acknowledge a lack of information about
how to find reliable international partners.
Secondly, 16% highlight a discrepancy in
the demands of foreign markets and the fit
of their product/service. Surprisingly, per-
ceived differences in business culture were
not seen as a significant impediment, al-
though 22% did identify the language bar-
rier as severe limiting factor. Similarly, as
expressed earlier in reservations about
working with developing countries, was
the acknowledgement of geographic dis-
tance as a difficult obstacle to surmount
despite a high degree of digitization. More
prevalent were barriers regarding the Rus-
sian government and bureaucracy. Name-
ly, 28% of respondents noted the disparity
between Russian and foreign regulations
in terms of technical, health, and safety re-
quirements. This makes it difficult to ex-
pand without significant product changes.

Similar to the discussion surrounding Fig-
ure 3 above, each of these identified bar-
riers can be correlated to a corresponding
‘big four’ motivation. In this case, 38.2%
identify resource seeking as a solution, and
21.8% focus on strategic asset gain. Addi-
tionally, 20.5% encourage increases in ef-
ficiency and, lastly, 19.5% relate to market
seeking.

In sum, Russian startups face a num-
ber of challenges in developing both do-
mestically and internationally. While a di-
verse startup ecosystem has been cultivat-
ed at home in terms of innovative capaci-
ty, domestic concerns continue to hamper
their success. Issues of financing and un-
certainty around the Russian market and
government concern startups, around half
of which who have already begun to in-
ternationalize and reap the benefits of in-
ternational partnership. However, here
too barriers limit the ability of all start-
ups to enter foreign markets, especially
those of developed and BRICS countries,
which are more desired. Despite this, Fig-

Figure 9: Preferred International Markets/Partners

Developing Countries in Asia, Africa, and Latin America

BRICS Countries

Industrialized Countries (OECD, EU)

Near Abroad' (CIS, EEU)

0%

Source: Own Calculations based on Survey Results..

25%

50%

67%

58%
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Figure 10: Barriers to Foreign Development

Insufficient Level of Government Support in...

The Complexity of Identifying and Selecting Reliable...
Lack of Awareness of Foreign Market Needs and...
Difficulty in Attracting Credit Resources

Lack of Own Funds

Geographic Distance

Insufficient Demands for Your Product on Foreign...
Differences in Foreign Regulations and Standards
Lack of Interest from Foreign Investors

Costs of Entering a Foreign Market 44%

Differences in Business Culture

Language Barrier

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

Source: Own Calculations based on Survey Results..

Figure 11: Interest in International Cooperation and Foreign Partnership

100% Yes

Source: Own Calculations based on Survey Results.
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ure 10 captures an important reality; 100%
of Russian firms surveyed are still interest-
ed in finding international partners. Thus,
steps must be taken to support these start-
ups and, in turn, support Russia’s nation-
al economy.

Taken together, the responses gathered
in this study can be organized around the
“big four” to illustrate the presence of in-
ternational motivations even at the start-
up level. To develop a stable and reliable
metric, we can take the average of the two
questions that correlate quantitative da-
ta directly to “big four” motivations, num-
ber eight (Q8) and twelve (Q12). Table 1

demonstrates the results and posits them
against information available form similar
studies.

As it seen from the table, 40% of start-
ups are motivated to acquire new resourc-
es, namely investments, to offset their own
personal lack of funds and the challeng-
es in acquiring credit/loans. Of second-
ary motivation is the pursuance of strate-
gic assets at 22.7%, taking the form of stra-
tegic partners that can provide foreign ca-
pabilities, market information and sup-
port. Third, at an even 20%, are efficiency
gains. These help keep costs down and in-
crease a startups domestic and global com-
petitiveness. Lastly at 17.3% is pure market
seeking behaviour in which to sell prod-
ucts/services. These results differ great-
ly in comparison to data from enterpris-

motives,%
Country i
market-sseking  efficiency-seeking resource-seeking s tra::g;(ci:;sets
Russia 173 20.0 40.0 227
Emerging countries 51 22 13 14
Thailand 40 20 19 21

Source: own calculations based on Survey Results in comparison with estimated data on Thai SMEs participating in GVCs as well as

data from UNCTAD 2006 for emerging economies enterprises

Domestic Factors Contribution,%
Lack of internal funds 554
(responses 1,2,6,7) :
Lack of foreign market information and
uncertainty of domestic economic pros- 22.6
pects (responses 5,8, 9, 10)
Insufficient domestic market demand

220
(responses 3,4)
Based on question Q8 100.0

Source: own calculations based on Survey Results

Foreign Factors Contribution, %

Barriers to entry into foreign markets

(responses 1,3,4,5,6,10,11) 67.0
Lack of financing for going abroad
19.1
(responses 2,9)
Insufficient foreign market demand 13.9
(responses 7,8,12) :
Based on question Q12 100.0
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es in emerging economies, including other
BRICS, based on the UNCTAD 2006 Re-
port. Motives also differ, although more
mildly, from those of Thai SMEs integrat-
ing into Southeast Asian GVCs.

By rearranging the responses to ques-
tions Q8 and Q12, as is shown in Table 2,
we can estimate the structure of domestic
and foreign factors affecting Russian high-
tech startups and innovative SMEs ability
to go abroad.

The main domestic obstacle to go-
ing abroad is the lack of internal financ-
ing (55.4%), while the dominant exter-
nal factor appears to be high entry barri-
ers into foreign markets (67%). Interest-
ingly, demand factors are the lowest con-
cern (22.8% domestically, 13.9% for for-
eign markets). For more than half of
surveyed startups and SMEs, existing fi-
nancing comes from their own savings
(Q6: 44%) and from friends and family
(F&F) (11.8%), while over a third (34.2%)

Brazil
GDP growth rate (2017) Trading
N 2.1%
Economics
6.3 million
Number of SMEs (Sao Paulo,
2015)
SME contribution to GDP (%) 21%
Global Entrepreneur Monitor (2014)
A 60%
SME contribution to employment ( Fabio P 2015)

Access to Finance (based on credit 50%-60%

gaps research by World Bank)* (2015)
Research and development as Over 1%
a% of GDP (World Bank data) (2014)

have access to private investments from
private investors (24.2%) and crowd fund-
ing (10.0%). Only 10% rely on forms of
venture capital (8.1%) and banks (1.9%).
Most of the proposed technologies/
products (Q3: 61%) are in either the pre-
production or production phases (29%
and 32% respectively), although some are
already in global production (16%). Al-
most a quarter of these innovation pro-
posals are focused on fundamentally new
ideas (Q4: 24%), while the reset are orient-
ed towards imitating technologies or prod-
ucts in some way. Moreover, almost half of
the proposals are unique inventions or pat-
ented technology (Q5: 46%). Others are
know-how and utility patents (22%) and
industrial designs (11%). Within this con-
text, the immediate goals of the majority of
Russian high-tech startups and innovative
SME:s is to expand their sales in the com-
ing year (Q9: 58%). This seems quite natu-
ral for early-stage businesses. However, the

Russia India China South Africa
1.5% 7.2% 6.9% 1.3%
4.5 million
(Russian SME 46 million 11.7 million 2.3 million
Resource (KPMG, 2015) | (OECD,2015) = (SEDA, 2017)
Centre, 2015)
27% 9% 60% 36%
(2015) (2013) (2013) (2015)
25%
(Russian SME 40% 80% 55%-66%
Resource (KPM@, 2015) | (OECD,2015) | (SEDA,2017)

Centre, 2015)

50%-60% 40%-50% 40%-50% 40%-50%
(2015) (2015) (2015) (2015)
Over 1% Over 0% Over 2% Over 0%
(2014) (2014) (2014) (2014)

*Credit gap refers to markets which are underserved in terms of obtaining credit facilities from traditional sources
Source: Gearing BRICS SMEs for global competitiveness. Financial Services Sector Working Group. The Role of BRICS in stimulating
SME growth. National Empowerment Fund. May 2018. Sources: [Petroleum & Other Liquids; IEA Databases; Annual Statistical Bulletin

2019] and authors' calculations.
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hidden meaning of this interst becomes
clear when combined with the intentions
of the vast majority of startups to, in one
way or another, sell or transfer their busi-
ness to a buyer or partner (Q7: 88%). Far
fewer are interested in a real partnership
with prospects for developing their busi-
ness as a joint venture (12%) than selling
outright. This conclusion is affirmed with
the conlusion that only around a quarter
of enterprises surveyed are going to devel-
op their products in the future (Q9: 26%).
Further, very few enterprises intend to hire
additional staff in the next year (6%), and
none are planning to improve their capac-
ities or managerial skills.

Such behaviors are reflected in the re-
gional priority areas highlighted by the re-
spondants. Developed economies (OECD,
EU) garner the most interest (Q10: 33.5%),
as they can provide consistent investment
and knowledge to startups. Close behind
are the CIS and EEU (29%) states, which
fit in with normative expectations due to
the cultural and linguistic ties. There is al-
so a higher likelihood of spillover effects.
BRICS countries attract less interest (25%)
due to their economies not providing a
major source of investment, except for
China. Additionally, the BRICS advantage

5% Other
sources

4% Equity or
stock sales

of growing market size, huge investment
absorption potential, and impressive scope
for industrialization and innovation are of
great importance. In particular, the view of
their SMEs™ market scale can be obtained
from the table shown in Figure 11.

As can be seen in this table, the SMEs
in BRICS economies make critical contri-
butions to GDP (from 9% in India to 60%
in China), and even more so in employ-
ment in member countries (from 25% in
Russia to 80% in China). A key factor in
the economic growth of SME:s is in inno-
vation technologies and products as pro-
posed by high-tech start-ups. For all these
enterprises, and not only those in Rus-
sia, it is often difficulty to access private fi-
nancing; the majority lack such financing
at all. Globally, as follows from Figure 12,
the majority of such funds are internal-
ly sourced (72-74%). About a combinted
quarter of all financing is through banks
(14%), supplier credit (5%), and equities
or stock sales (4%).

The contrasting picture of financial se-
curity for Russian high-tech start-ups and
innovative SME is a serious challenge to
the sustainability of Russia’s economic
growth. This points to one of the most im-
portant priorities of the BRICS interstate

4% Other
sources

11% Supplier
credit

5% Supplier
credit

14% Banks

72% Internal
funds

Financing of investments
All countries

11% Banks /

74% Internal
funds

Financing of working capital
All countries

Source: Gearing BRICS SMEs for global competitiveness. Financial Services Sector Working Group. The Role of BRICS in stimulating

SME growth. National Empowerment Fund. May 2018.
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policy. Governments of the member coun-
tries are paying more serious attention to
this area of joint funding cooperation.
Starting from 2017, there are developing
mechanisms for mutual export supporting
and coordination. In particular, there are
preparations to sign a Cooperation Agree-
ment on the BRICS insurance and reinsur-
ance collaboration as a basis for coopera-
tion between their export credit agencies.
In 2018, a Memorandum of Understanding
between the BRICS Business Council and
New Development Bank (NDB) has been
signed to expand effective access to inter-
national financing for Russian SMEs. The
BRICS Financial Service Working Group
(FSWG) has developed a number of proj-
ects to establish an SME Fund by the NDB
and SME crowd-funding digital platform
for promoting their innovation activity and
infrastructural cooperation These efforts
also aim to create a joint rating agency, in-
ternational payment card, insurance sup-
port, and SME inclusive financing systems,
as well as mechanisms for promoting and
coordinating sovereign fund communica-
tions between member states.

Such steps would contribute both to
the growth of OFDI potential for Russian

innovation businesses and to lowering the
barriers to entry into domestic markets of
other BRICS member countries with the
intention to make better use of each other’s
complementary advantages. This is shown
in Table 3.

The main advantage of BRICS econ-
omies is in the total capacity of their do-
mestic markets, reaching almost PPP
$44 trillion using the data from which Ta-
ble 3 is compiled. Each member country
has its own specific mutually complemen-
tary global competitive advantages. Chi-
na leads the world in terms of market size
(over PPP $25 trillion), growth rate, pat-
ents, utility models, industrial designs,
high-tech and cultural creative net ex-
ports, business investment in R&D, etc.
India is a global leader in ICT infrastruc-
ture and ranks highly in terms of domes-
tic market scale (3"), growth rate (4%),
easy to protecting minority investors (6%),
graduates in science and engineering (7%),
and in government’s online service (9").
South Africa leads globally in market cap-
italization (over 300%) and ranks well in
terms of domestic credits to private sec-
tors (9"), opening new businesses (12%),
and intellectual property payments (13%).

Country Brazil Russia India China South Africa
Input rank 64 4 61 26 51
Factor score | rank | score | rank | score | rank | score | rank | score | rank
Institutions 58,9 80 60,9 74 59,5 77 64,1 60 65,9 55
Human capital 36,0 48 483 23 335 53 47,6 25 30,4 65
Infrastructure 46,8 64 47,1 62 43,0 79 58,7 26 4,1 83
Market Sophistication 442 84 494 61 56,3 33 58,6 21 58,6 19
Business Sophistication 37,6 40 40,0 35 31,0 65 55,4 14 32,7 55
'T‘:(‘;‘“I:Lelgg; i‘utputs BO 8 w1 4 BS R s12 5 B S5
Creative outputs 22,8 82 25,1 72 235 78 48,3 12 20,8 91

Source: Global Innovation Index 2019, pp. 233, 242, 268, 317, 325.
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Brazil has a reasonably sized mrket (PPP
$3.8 trillion) and ranks highly in intellec-
tual property payments (10™), E-partici-
pation (12™), and education expenditures
(18™). This landscape is well complement-
ed by the strengths of the Russian econ-
omy, such as its large market size (about
PPP $4.2 trillion), global place in number
of utility models (8"), ranks in secondary
education (15%), tertiary enrollment (17),
knowledge-intensive employment (18%),
patents (20"), human capital and research
(23 - the best in BRICS) and mobile app
creation (26"). Such compatibility cre-
ates potential prerequisites for eliminating
weaknesses in which Russia has the worst
rankings in BRICS: investment (102nd),
regulatory environment (95th), innova-
tion linkages (93rd), cluster development
(89th), creative goods exports (77th), ICT
business model creation (69th), high-tech
manufacturers (43rd) and imports (39th).

Tremendous opportunities could be
opened for Russian innovative enterpris-
es through their participation in BRICS
environmental and clean energy proj-
ects. For comparison, India alone will at-
tract approximately $2.5 trillion by 2030
to achieve its climate goals under the Par-
is Agreement. As a whole, the BRICS econ-
omies between 2020 and 2030 will mobi-
lize a total of $975 billion in green financ-
ing, where China’s share is about $622 bil-
lion, India’s about $157 billion for India,
and $120 billion for Brazil.

However, one of the most promising
emerging areas and top priorities for mem-
ber countries, integrating all the studied
possibilities of Russian high-tech startups
and SME:s, are correlated with a new vision
of public health and healthcare. Chandra-
jit Banerijee, Director General of the Con-
federation of Indian Industry in a fore-
word to the Report on Global Innovation
Index 2019 (GII2019) stated: “Healthcare
is a sector of critical importance in India,
encompassing an array of areas, includ-
ing hospitals, medicines, medical devices,

clinical trials, outsourcing, telemedicine,
medical tourism, health insurance, and
medical equipment.... Since Indias inno-
vative healthcare delivery initiatives must
function across a wide spectrum of geo-
graphical, agro-climatic, socio-econom-
ic, and cultural diversity, the initiatives are
adaptable and easy to replicate in India or
any other country “ (Foreword: ix).

Similarly, Banerijee’s Brazilian col-
leagues, Robson Brada de Andrade, Pres-
ident of the National Confederation of In-
dustry in Brazil, and Carlos Melles, Pres-
ident of the Brazilian Micro and Small
Business Support Service, assert: “ Brazil
could be a significant player on the inter-
national market for healthcare. A majority
of population - approximately 210 million
people - is covered by the public health
system. The county spends over 9% of its
GDP on health, with an aging population,
this percent is expected to increase.... To-
day innovating in health means a great
deal more than just developing new med-
icine. In means creating equipment capa-
ble of assisting in the diagnosis of diseas-
es, developing medical devices for health
monitoring and treatment, and conceiv-
ing customized treatments and protocols
for each patient. Innovation goes beyond
technological innovation - taking multiple
forms that improve medicines, vaccines,
and medical devices and that consid-
er prevention, treatment, and the broad-
er health care delivery and organization”
(Foreword: xiii).

However, due to both high barriers for
Russian high-tech startups and SMEs en-
tering foreign markets and poor awareness
of the possible prospects for their poten-
tial participation in such highly innovative
areas, large western multinationals contin-
ue to dominate the global market. For ex-
ample, Bernard Charles, CEO of a leading
French software development company,
“Dassault Systémes,” said: “Healthcare is at
the core of the Industry Renaissance that is
emerging worldwide with new ways of in-
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venting, learning, producing, trading and
treating. We must no longer think of in-
dustry as a set of means of production, but
instead as a vision of the world and a pro-
cess of value creation that embraces all sec-
tors in the economy and society. Today we
see new categories of innovators creating
new categories of solutions for new catego-
ries of customers, citizens, and patients...
To achieve this multi scale purpose, we
must connect people, ideas, data and so-
lutions. Healthcare today calls for a fresh
and collaborative approach to innovation,
which cuts across scientific disciplines and
breaks down silos to allow education, re-
search, big firms, retailers, and patients to
collaborate in real time. Collaborative ex-
perience platforms are the infrastructure
of this change. They provide a continuum
of transformational disciplines to imagine,
create, produce, and operate experiments
from end to end. This is one of the primary
functions of Dassault Systémes’ 3D EXPE-
RIENCE Platform” (Foreword: xi).

Such an emphasis on big companies is
quite traditional for western TNCs. How-
ever, alternative GVCs comprised of BRICS
members could be formed with active in-
volvement by Russian high-tech startups
and innovative SMEs. The formation of
such alternatives opens up the prospect of
international industrialization for Russian
innovations and strategic assets creation,
which is nearly unachievable for them in
developed economies. Thus, BRICS coun-
tries objectively possesses the strategic po-
tential for innovation co-development
not only for high-tech businesses, but al-
so for the entire national economy of Rus-
sia. Other developing, non-BRICS coun-
tries attract minimal attention. They have
little to offer aside from growing markets,
the least important metric.

In summary, we have addressed the
key motivations identified as driving
startup internationalization despite their
small sizes and early stage of develop-
ment. Most significant were the “push’

effects unique to their Russian origins.
Features of the Russian market encour-
age foreign market seeking behavior due
to a number of factors. Firstly, while Rus-
sia has a substantial domestic population,
it still presents a limited innovation mar-
ket size. Additionally, other countries are
understood as having more efficient pro-
duction systems, favorable investment
climate, and modern regulatory frame-
works that support faster growth. Lastly,
escaping Russias unpredictable econom-
ic future for more stable markets provides
peace of mind to SMEs who often are hit
hardest by shocks. At the same time, there
were decisive factors hindering the export
of capital and business from Russia. Most
significant of these are a lack of person-
al funds and the necessary capital to en-
ter expensive foreign markets. Relatedly,
the difficulty in finding qualified/interest-
ed international partners to overcome the
foreign entry knowledge gap. There must
also be consideration for the broad differ-
ences between the domestic and foreign
environment in terms of geography, lan-
guage, and business culture.

Thus, some key conclusions can be
drawn:

1. The fourth industrial revolution
(“Industrialization 4.0”) and correspond-
ing “Globalization 4.0” break interdisci-
plinary, intersectoral, and formal inter-
country barriers to radically transform
the global economic landscape. Not only
has the space of the world economy been
made significantly heterogeneous, but al-
so the very geo-economic “system of coor-
dinates” has been altered. Thus, Industrial-
ization 4.0 sets the ultimate depth of pro-
cessing industrial raw materials through
technological innovation, and Globaliza-
tion 4.0 makes global economic activity
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possible at any scale through digital infra-
structure and institutional innovation.

In turn, the associated institutional
transformation leads to the erosion of ver-
tically integrated structures, both in the
economy and in politics; this creates the
necessary conditions for the formation
of horizontally integrated GVCs and net-
work GPNs and GINs. As a consequence,
the interdependence of national econom-
ic development is increasing, forcing gov-
ernments to transform their national eco-
nomic models and foreign economic strat-
egies. Such transformation implies the
strengthening of economic liberalization
and administrative decentralization with-
in the country alongside a transition from
export-oriented or protectionist import-
substituting foreign economic policy to
modern strategies of multilevel coopera-
tion and inclusive co-development-orient-
ed integration.

From the point of view of determinants
to “going abroad,” the current Russian na-
tional model actually uses logic founded
in “Indusrialization 2.0, with fragments of
“3.0” and “4.0”concentrated mostly in the
strategic sectors of the Russian economy.
Accordingly, in the spirit of “Globalization
2.0, foreign economic policy is built on
balancing raw material exports with tech-
no-oriented imports. Given the current
geopolitical conditions surrounding Rus-
sia, its prospects for active integration into
the processes of “Globalization 3.0” (“Pro-
duction without borders”) and “4.0” (“Ser-
vice without borders”) remains rather un-
certain. This significantly affects the deter-
minants, drivers, motives, and priorities of
Russian high-tech startups and innovative
SMEs going abroad.

2. The inefficiency of the Russian eco-
nomic model results in not only nearly
the lowest growth rates among the BRICS
countries (after South Africa) and below ex-
pected levels of economic development, but
also the underdevelopment of its produc-

tion and technological base. This is a ma-
jor contributor to the list of domestic busi-
ness challenges (10.2%), and also results in
narrow innovation markets and a lack of
demand for products of high-tech startups
and SMEs (11.8%). Together with the Gen-
eral uncertainty of the economic situation
in Russia (9.1%), these factors account for
almost a third (31.2%) of all domestic ob-
stacles to the foreign expansion of start-ups.
However, the main problem is still the lack
of domestic sources of financing (55.4%).

3. The combination of all these internal
factors, combined with the fairly high cre-
ative potential of Russia as demonstrated
through its high-tech business proposals
by start-ups and SMEs predetermines their
full (100%) interest in going abroad. How-
ever, the dominant focus is on their com-
mercialization (44% are ready to sell the
business and another 44% to find a strate-
gic investor), rather than industrialization
(only 12% would prefer to spawn a joint
venture). As a result, new assets are usu-
ally created by foreign TNCs - beneficia-
ries of Russian intellectual property-rather
than by Russia. This has a negative impact
on the dynamics of the country’s economic
growth, leaving Russia as the only BRICS
country where this level falls below is ex-
pected innovation and creative potential.

4. Russian innovative startups and
SMEs are also affected by the low level of
their financial, informational, organiza-
tional, promotional and cultural readiness
to go abroad, as well as by the lack of state
support. These factors make the barriers to
foreign market entry especially critical for
them (67%). In this context, even the ex-
tremely sensitive problem of insufficient fi-
nancial resources for foreign economic ac-
tivity looks much less significant (19.1%),
and even more insignificant is the lack of
demand for their products in foreign mar-
kets (13.9%). From this perspective, and
taking into account commercialization
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preferences of Russian high-tech SMEs,
their focus on partnerships with developed
Western countries (mainly EU and US), as
well as more familiar post-Soviet markets of
the CIS and EAEC, makes perfect sense.

5. With the exception of China, BRICS
partner countries arouse much less inter-
est from Russian innovative enterprises
than other countries. Businesses are con-
tent with minimal information on cur-
rent and potential prospects, especially in
Brazil and South Africa, and somewhat
more-in the case of India. Meanwhile, as
the Global Innovation Index 2019 report
shows, India and South Africa are the in-
novation leaders in their regions (Central
and Southern Asia, and Sub-Saharan Af-
rica, respectively). A powerful potential
market for the introduction of innovative
systems, including electronics and pub-
lic health, is a priority interest for the sur-
veyed high-tech startups and SMEs. First
of all, it concerns almost 2/3 of those for
whom the prospect of industrialization
in their strategic computer developments
(47%), biotechnologies (14%) and biofood
projects (3%) can be advanced there. The
situation is the same with the potential re-
quest of BRICS for environmental and en-
ergy-efficient technologies (at least 25%
more). However, all this becomes possi-
ble with effective state and interstate sup-
port, and most importantly-with the cre-
ation of joint institutions and digital plat-
forms that can consolidate the set of dis-
tributed in the global economic space op-
portunities of SMEs into a single GVC.

6. In General, Russian innovative start-
ups and SMEs are much more resource-
motivated (40% vs. 13%) and strategy -
oriented (22.7% vs. 14%) compared to
enterprises from other BRICS countries
and developing economies, but they are
much weaker in seeking new foreign mar-
kets (17.3% vs. 51%) or efficiency gains
(20% vs. 22%). These gaps are somewhat

reduced when compared with Southeast
Asian SMEs and the investment motiva-
tion of Thai businesses, in particular. How-
ever, a more detailed comparative analysis
is very difficult due to the lack of neces-
sary comparable information on the moti-
vation of innovative SMEs from all BRICS
countries. From the point of view of build-
ing their own innovation-oriented GVCs,
this situation actualizes the request for
synchronous conduct in a single format of
joint periodic (say, annual) social research
on the study of innovation and invest-
ment motivation of high-tech startups and
SME:s. Such information is critical both for
the design of effective national drivers and
complementarity of push-and pull-factors
for FDI/OFDI, and for the practical con-
figuration and management optimization
of joint GVCs based on intellectual prop-
erty, created within member states.

7. The Russian economic model and
existing political and economic practice
use large companies, including those with
state participation, as the main engines of
growth. Special economic zones, indus-
trial parks and clusters, territories of ad-
vanced development and other innova-
tion-oriented territorial entities intended
for industrialization and scaling of scien-
tific and technological developments and
new technologies have contradictory ex-
perience, insufficient economic scale and
a low level of integration into the glob-
al economy, which is why developed and
emerging countries do not yet have a com-
parable impact on the innovative develop-
ment of the national economy. Innovation
center “SKOLKOVO?” by virtue of the log-
ic of its creation, development, institution-
al capacity and available infrastructure of
internationalization, must focus primarily
on the commercialization of innovations.

Meanwhile, the key problem for the fu-
ture of Russia is their industrialization and
integration into GVCs. From this point
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of view, the BRICS space should become
a strategic priority for Russian high-tech
startups and innovative SMEs for reasons
of market potential and prospects for glob-
al economic development. They could be
considered as the nascent basis of the” new
industrialization” of the Russian econo-
my in co-development with other mem-
ber states. However, in addition to accel-
erating the implementation referred to in
article new mechanisms for the radical im-
provement of financial, informational, in-
frastructural, institutional and other sup-
plies to the internationalization of their
activities requires the establishment of re-
gional centres and networks monitoring
and cooperative outsourcing opportuni-
ties national innovative SMEs, and most
importantly - the International Institute
of BRICS in designing, investing, config-
ure and manage their own GVCs. Such
an institution, created on the modern ba-
sis of Public-Private Partnership, could be
an alternative to the role of lead compa-
nies, which today is almost monopolized
by large Western TNCs.

Along with this - the creation of a joint
BRICs Institute for training, internship, re-
training and intercivilizational adaptation
of both new and existing top managers for

going abroad high-tech startups and inno-
vative SMEs. A practical start could be the
joint development and implementation of
an appropriate master’s programme on a
multilateral basis at the leading universi-
ties of the partner countries. Some bilat-
eral Russian-Chinese experience of this
kind is being developed with the partici-
pation of the HSE. However, the key role
of a kind of “trigger” here could be played
by the creation of a joint BRICS group to
study and monitor the investment motiva-
tion of high-tech startups and innovative
SME:s. As a result of this kind of monitor-
ing and analysis, critical information for
national governments could be obtained
to develop effective drivers and comple-
mentarity of determinants of innova-
tive-industrial co-development of mem-
ber states, as well as to create appropriate
pull - and push incentives for the forma-
tion of innovative business of the partici-
pating countries adequate to the challeng-
es of Globalization 3.0 and 4.0 motivation
for the international industrialization of
innovations. And the upcoming transition
of the BRICS presidency to Russia in 2020
creates a good opportunity to implement
such recommendations and initiatives at
the interstate level.

Q1. Why Did You Come to Startup Village? (Choose One)

Attract Investments .. ... ... L.
Find International Partners .................... ...
Promote Products. ...................... ...

Q2. What is the Intended Use of Your Product? (Choose One)

Energy Efficiency and Energy Savings..............
SpaceTechnology .................................
Biomedical Technology ......................... ...
Strategic Computer Technology and Software . . . .. B
Food INdUStrY ...l
Geophysical Research ...
Home Supplies. ... ... ...

........................................... . 14%
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Q3. Which Production Phase Cycles Does Your Project Target? (Choose One)

Pre-Production Phase ... ... 29%
Production Phase ... . 32%
Post-Production and Service Phase ... ... ... 21%
Global (Virtual) Production, Circulation, Sales and Management .................................. 16%
ALl 3%

Q4. Your Proposed Product (Technology) is: (Choose One)

New for RUSSia ... ..o 57%
Fundamentally New ... 24%
Using a Patented Invention ... 16%
ONer 3%

Q5. What Kind of Intellectual Property is the Basis of Your Project? (Choose One)

Patent(s) for INVENTION. .. ... 46%
Patent License for INVENTION. .. . ... o 5%
Utility Model . . 11%
KMOW-HOW . 22%
Trademark. . oo 3%
Industrial DesigN . ... ... o 11%
None of the ADOVe. . .. 3%

Q6. How Has Your Business Been Funded So Far? (Choose All That Apply)

Personal Savings .. ... 71%
Friendsand Family ... 19%
Crowdfunding ... 16%
Private INVESTOT. ... 39%
Venture Capital. ... 13%
Bank LOan . 3%

JOINEVENtUE. 13%
Sell-Company/ProdUct. . ... 44%
Strateqic Partner . 44%

Q8. What Difficulties Have You Faced in Realizing Your Project? (Choose All That Apply)

Insufficient Demand for Your Supply on the Russian Market ................................... .. 22%
Lack Of OWN FUNS. ... 53%
High Percentage of Commercial Credit ... . . 1%
Complexity of Obtaining Loans from Russian Banks.............................................. 14%
High Financial and Investment Risks ... 11%
The Lack (Poor Quality) of Required Production and Technical Bases............................ .. 19%
Imperfect Regulatory Framework Governing Implementation ...................................... 8%
Uncertainty of the Economic Situation in Russia ... o 17%
The Lack of Necessary Foreign Trade Information and/or the Difficulty of Entering

Foreign Markets. .. ... 6%

The Difficulty of Finding and Choosing a Foreign Partner with High Interest in International
COOPEIAtION . oo 25%
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Q9. Your Main Priority for the Next 12 Months? (Choose One)

Product Development ... ... 26%
Sales GrOWEN ... 29%
Improving Management SKills ... ... 0%
Improving Technical Capabilities. ... ... 0%
Hiring Additional Staff. ... 6%
Expanding to New Markets ... . 29%
Raising FUNS ... 10%

Q10. In the Case of Desiring Access to International Markets, Which Countries
and/or Groups Would You Prefer? (Choose All That Apply)

Near Abroad' (CIS, EEU). . . 58%
Industrialized Countries (OECD, EU) .. ... ... 67%
BRICS COUNTIIES . oo 50%
Developing Countries in Asia, Africa, and Latin America. . ........................................ 25%

Q11. If You Already Work with Foreign Partners or International Markets, Which Countries
and/or Groups of Countries Are They? (Choose All That Apply)

Near Abroad' (CIS, EEU). ... o 52%
Industrialized Countries (OECD, EU) . ... ... . 38%
Countries in Asia (China, India, Vietnam) . ... ... - 19%
Countries in the Americas (USA, Brazil) . ... .. 19%
Countries in Africa or the Middle East (Turkey, Egypt) ... 0%

Q12. What Do You See as Barriers to Working with Foreign Partners?

(Choose All That Apply)
Language Barrier. ... 22%
Differences in Business CUltUre. ... . . 9%
Costs of Entering a Foreign Market. . ... 44%
Lack of Interest from Foreign INVESTOrs . ... 3%
Differences in Foreign Regulations and Standards. .............................. ... 28%
Insufficient Demands for Your Product on Foreign Markets ... . . 13%
Geographic Distance. ... . 16%
Lackof Own Funds. ... . 31%
Difficulty in Attracting Credit Resources. .. ... . 13%
Lack of Awareness of Foreign Market Needs and Demands ....................................... 16%
The Complexity of Identifying and Selecting Reliable Foreign Partners. ........................... 22%
Insufficient Level of Government Support in Entering Foreign Markets ........................ ... 13%

Q13. Do Your Carry Out Foreign Economic Activity?

Q14. Are You Interested in International Cooperation and Assistance in Looking
for Reliable Foreign Partners?
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AHHOTAINA. Hacmoswas cmamos
NOCBAULEHA UZYHEHUI0 MOMUB0S, NpPeono-
umenuti U 6apvepos HA Nymu 6vixo0a 3a
pybest poccutickux 6biCOKOMEXHONOZUYHBIX
CMApmanosé U Manvlx UHHOBAUUOHHDIX
npeonpusmuti (MUII), npunsewux yua-
cmue 6 Startup Village, nposedenrom 6 um-
Hosayuontom yenmpe «Ckonkoso» 6 mae
2019 2. Paccmampusas cozoasaemviii umu
HOBbLTI NPOOYKM, Npoyecc uny busHec Kax
KANUMAnvHolli Mo6ap UnU NOMeHyUAb-
Holll akmue 0715 3apy0excHoz0 UHBecmu-
posanus, 01 yesneti no0OPOOHO20 U3YHEHUS
6vinu NPOAHANUSUPOBAHBL BO3MONCHOCIIU

KAK mMeopemuKo-mo0envHo20 UHCHPYMeH-
MAapus, max u SMnupuUecKue mermoovl co-
yuonozuveckux uccnedosanuil. Ilockonvky,
6 CUMLY 02PAHUYEHHOCINU B03MONCHOCTEN
HeOKNIACCUMECKUX Teopemuteckux nooxo-
008, KOpNOpamueHas MOMUBAUUS HA MU-
KpoypoeHe He no00aemcs MOUHOMY KOMU-
4eCeeHHOMY ONUCAHUIN, ObiZl UCNONMB30-
6aH Memo0 aHKeMUPOBAHUI U UHIMEPBbIO-
UPOBAHUS MON-MEHEOHMEHMA YHACBYI0-
wiux npedonpusmuii. Bcezo 6vin0 onpouiero
okono 100 yuacmHuxos, Kaxowii u3 Ko-
MOpLIX 346U O C60eM HAMEPEHUU 3aHU-
MAMbCA BHEUHEIKOHOMUUECKOU Oestmenp-
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HOCbIO, NpUvemM NONIOBUHA U3 HUX YiHe
umeem cobcmeeHHvli onvim 3apybexcHol
dessmenvrocmu. Ipu smom 44% Hameperol
npodamv c60ti OusHec UMY NPasa Ha UHHO-
8AUUOHHBLY NPOOYKM U monvko 12% eomo-
80l K COMPYOHUHECINBY 6 PAMKAX COBMECH-
HO20 NPeONPUIMUSL.

Ha ocnose ananusa nomyueHHuix pe-
3ynpbmamos Ovinu OueHeHbl KOpnopamue-
Hble MOMUBLL 8b1X00a 3a pybexc poccuii-
ckux cmapmanos u MUIIT 6 mpaduyuon-
Hom popmame noucka poirkos (17,3%), a¢-
pexmusrocmu (20,0%), pecypcos (40,0%)
u cmpameeuneckux axkmueos (22,7%).
Mo cyujecmeeHHbiM 00pA3OM OMAUUA-
emcs om coenannvix KOHKTA]] na pybe-
e 2005/2006 e2. ycpeOHeHHDIX OUEHOK MO-
MUBAUUU BLIXOOTULUX 3a PYOes: KOMNAHUL
U3 pAa3BUBAIUAUXCA U NePexOOHbIX IKOHO-
mux — coomseemcmeenHo 51, 22, 13, 14%.
Ha ux ¢pone poccutickue UHHOBAUUOHHDIE
NPeONPpUsTIMUS BbIZNIAOSIIN 3HAUUMENBHO 60-
Jlee Pecypco-opueHmuposanHbiMu U Cusb-
Hee 3aUHMePecoOBaHHbIMU 8 Noucke cmpa-
mezudecKUx axKmueos, HO MeHee 3auHme-
pecosanHvimu 6 noucke sgpdexmusHocmu u
MUHUMATILHO — 8 NOUCKE PbIHKOG.

VIx npeonoumenus 3nHauumenvHo pas-
JUHAIOMCS — BLIOUPAIOTN 6 Kauect e Hend-
menvHoix napmuepos cmpanvt CHI (enas-
Hoim o6pasom Benapycv u Kazaxcman) u
BPUKC (npexode secezo Kumaii), a maxk-
e pazsumote skonomuxku EC (¢ npeono-
umenuem lepmanuu). Cpedu o0cHO6HbIX
6apvepos - HedOCMAamox cobcmeeHHbIX
unarcos u npouux pecypcos, Hedocma-
MOUHOCMY  20CYOAPCMBEHHOL  NO00ePH(-
KU 6 6bix00e U NPOOBUNEHUU POCCUTICKUX
KoMnauuii 3a py6exom.

Ha ocrose nonmyuennvix pe3ynomamos
cOenanvl adexsamuolie pexomeHOAUUY npa-
sumenvcmey PO no ycunenuio unsecmu-
UUOHHOU MOMUBAUUU POCCUTICKUX UHHO-
BAUUOHHVIX NPeONPUSMULL 6 MexOyHA-
poonoti koonepauuu LPUKC, 6 gpopme co-
BMECTHDIX 2TI00ANLHIX UeNnoueK CHoUumo-
cmu, Ha 6a3e cOOCMBeHHbIX 00BEKINO08 UH-
menneKmyanvHol co6CMeeHHOCU.
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