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Abstract

An ability to innovate is more commonly observed as a crucial element in obtaining a sustainable competitive
advantage. Although the issue of innovational development within product companies has been an object of
research, there are still questions to answer regarding how innovational management should be conducted in service
organizations, especially in the context of the Republic of Kazakhstan. The main aim of this investigation is to
develop the new theoretical concept of stimulation of innovative processes among service providers in the Republic of
Kazakhstan. Thus, the central questioninthis paper asks what measures should be taken to increase the competitiveness
of domestic companies offering services by virtue of managing the market of innovations taking into account the
national peculiarities. The results of this study provide an important opportunity to advance the understanding of the
innovation market as the unique sphere from other industries can benefit from. As the result of the investigation,
the authors proposed the theoretical concept including the element of a customer, whose role of co-producer is
especially important in the service sphere. Also, because of the difference in the innovational activity and economic
differences among the territorial division of the country, it is more effective to grant the local innovational offices more
power to set the priority directions in service innovation for each region. The current research sets a new ground for the
following investigations in the area of innovation management in the service industry in Kazakhstan.
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NMHHOBAIIMU, THHOBALITMOHHO-TEXHOJIOTTYECKOE PA3BUTHUE, HUO®POBU3ALIUA

Kazakcran Pecny0siMKkacbIHAA KbI3MET KOPCETY CATACHIHAAFbI
WHHOBALUSVIBIK HAPBIKTHI JAMBITYAbI 02aCKAPY

Kupnacunosa K.A.l*, OmapoexoBa H.B.

'JIL.H.Iymunee amvinoaevl Eypasus ynmmuix ynusepcumemi, Camnaesa 2, 010008, Hyp-Cyaman,
Kazaxcman

Tyiiin

VHHOBaIMSUTBIK KaOULIeT KeOiHece TYPaKThl OJOCEKENICCTIK apTHIKIIBUIBIKKA WE OOJIYIBIH IICIIYINi 3JIEMEHTI
peTiHie KapacThIpbuiaibl. A3BIK-TYJIIK KOMITAHUSUIAPHI iIIH/ETT WHHOBALMSUIBIK JITaMy MACEJIEC] 3epTTey TaKbIphIObI
OonFaHBIHA KapaMacTaH, KbI3MET KepceTy yibIMmapbIHna, ocipece Kazakcran PecmyOmmKkachIHBIH KOHTEKCTIHIC
WHHOBAIMSUIBIK MEHEDKMEHTTI KaJjlail Kyprizy KepekTiri Typaibl cypakrap omi je Oap. Ocbl 3epTTeyiH Herisri
Mmakcatel Kazakcran PecnyOnmkacblHoa KbI3MET KepceTylliep apacblHAa VIHHOBaIMSUIBIK — TIPOLECTEp/Ii
BIHTAJIAHABIPYIbIH JKaHA TEOPHSUIBIK TYKBIPBIMIAMACKIH d3ipiey Oobin TaObuiagpl. Ochutaida, OCkl MaKalaJarbl
0acTbl Mocese-YITTBIK epPEeKIIETIKTep/li eCKepe OTBIPhIN, HHHOBAIMSIAP HAPBIFBIH 0AacKapy apKbUIbl KbI3METTEp/I
YCHIHATBIH OTaHJIBIK KOMIAHUSIAPbIH Oocekere KaOUISTTUITIH apTThIpY YIIIH KaHAail Imapanap KOJlJaHy Kepek.
OcBl 3epTTeyAiH HOTIKENepi MHHOBANMSIIBIK HAPBIKTH 0acka cajajap Taima Kepe ajaThlH epeKIle caia peTiHIe
TYCIHYI TepEHJIETy e MaHbI3 bl MYMKIHIIIK Oepeii. 3epTTey HOTHXKECIH/Ie aBTOpIIap TAICBIPIC OEPYIIIHIH AJIeMEHTIH
KaMTUTBIH TEOPUSUIBIK TYKBIPBIMJIAMaHbl YCBHIHJIBI, OHBIH OIpJIECKEH IPOJIOCEPIHIH pei KbI3MET KOpceTy
caylachlHAa epekmre MaHb3abl. COHBIMEH KaTap, MHHOBALMSUIBIK OCIICEHIUTIK TIeH eNIIH ayMaKTHIK OeiMimenepi
apachIHJaFrbl YKOHOMHUKAIIBIK ailbIpMAIlbUIBIKTApFa OailyIaHbICThI KEPruUTIKTI MHHOBALMSUIBIK KEHCellepre op aiMak
YIIIH WHHOBAIWSUIBIK KBI3METTEP/iH OachiM OaFbITTaphlH aHBIKTayFa KeOIipeKk ekineTTik Oepy TuiMmipek. Ochl
3eprrey KasakcraHmarbl KbI3MET KOPCEeTy CallaChIHAaFbl HHHOBALMSIapAbl 6ackapy calachbIHAAFbI Kelieci 3epTTeyep
YLIIH >aHa Heri3 Kajaibl.
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YupasJieHue pa3BUTHEM HHHOBAIIMOHHOIO PbIHKA B c(hepe ycayr
B PecnnyOsinke Kazaxcran

Kupaacunosa K.A.l*, Omapo0exoBa H.]S.1

! Eepasuiickuil nayuonanshwitl ynueepcumem um. JLH.ymunesa, yi. Camnaesa 2, 010008,
Hyp-Cynman, Kazaxcman

AHHOTAIUSA

CriocoOHOCTh K MHHOBAIMSAM Yallle PacCMAaTPHUBACTCS KaK PEIIAFOIIUIl AJIEMEHT B TOJYYCHHH YCTOWYHUBOTO
KOHKYPEHTHOTO IpenMyIecTBa. HecMoTps Ha TO, 4TO MpoOiieMa HHHOBAIIMOHHOTO PAa3BUTHS BHYTPH MPOTYKTOBBIX
KOMITaHUH ObLla TPEAMETOM HCCICIOBAHUS, BCE CIIE ©CTh BOMPOCHI, HAa KOTOPBIC HYXKHO OTBETHTh, Kak
BECTH WHHOBAIMOHHBI MCHEPKMCHT B OOCITY)KUBAIOIIUX OPTraHU3AIMsIX, OCOOCHHO B KOHTEKCTe PecmyOimku
Kazaxcran. OCHOBHOW IIENbI0 JTAHHOTO WCCICHOBAHHS SBIACTCS pa3paboTka HOBOW TEOPETHUYECKON KOHIICTIIIHH
CTHMYJIUPOBAHUSI WHHOBAIIMOHHBIX IIPOILIECCOB CPEOH IOCTAaBIIMKOB yciayr B PecmyOmumke Kasaxcran. Takum
00pa3oM, IEHTPAIBLHBIA BOIPOC B JAHHOH CTAaThe 3aKIFOYACTCS B TOM, KaKHE MEpPbI CICIyeT HPEANPHUHSATH VIS
TIOBBIMICHUS KOHKYPEHTOCIOCOOHOCTH OTEYECTBEHHBIX KOMIIAHWH, MpEAaralomndX YCIYTH, 3a CUET YIPaBICHHS
PBIHKOM HHHOBAIIMI C yYeTOM HAIlMOHAIBHBIX OCOOCHHOCTEH. Pe3ynbTaThl 3TOr0 HCCIEIOBaHHS MPEIOCTABIISIFOT
B2)XHYIO BO3MOYXHOCTB JIJIsl YIITyOJICHHS IOHUMAaHUSI MHHOBAIIMOHHOTO PBHIHKA KaK YHUKAIBHON Cephl, OT KOTOPOI
MOTYT H3BIICYb BBITOMy OpPYTHe OTpaciv. B pe3ymbraTe HCCIEOBaHUS aBTOpPaMHU NPEITIOKEHAa TEopeTHdecKas
KOHIICIIIHS, BKJIFOUAIOIAs B ce0sl DJIEMEHT 3aKa3dKKa, Pojib COIPOJAIOCEpa KOTOPOro OCOOCHHO BakHa B cdepe
obciry)kuBanus. Kpome Toro, m3-3a pa3inyuii B MHHOBAIIMOHHON aKTHBHOCTH W SKOHOMHYECKUX PA3THIHN MEKIY
TEePPUTOPUANBEHBIMA TIOJPA3IACICHAAMI CTpaHBl Oojiee 3((HEeKTUBHO MPEIOCTaBUTh MECTHBIM WHHOBAIIMOHHBIM
oucam OoJple TONHOMOYME JUIsSi ONpENENeHUs] MPUOPUTETHBIX HANPABICHUH WHHOBAIIMOHHBIX YCIYT JIIs
Ka)JIoro peruoHa. Hacrosiiee rcciieioBaHre 3aKiIaIbIBacT HOBYEO OCHOBY IS CIICAYIOIINX UCCIICIOBAHUMA B 00IaCTH
yIpaBIIeHISI MHHOBaMAME B cdepe yeryr B Kazaxcrane.

Kniouesvle cnosa: 9KOHOMHKA, CTPATCIUYCCKOC YIIPABJIICHNUEC, MHHOBAIIUU, YyCJyra, oTpacib, OusHec.
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Introduction

Over the past century, there has been a drama-
tic increase in the size of the service industry
worldwide. Nowadays, numerous companies
strongly associated with manufacturing also
perform services inclu-ding insurance,
consulting,  staff  development, technical
support, etc. Traditionally, it is considered that
the larger the percentage of the service
sector in the national GDP, the more
eveloped the country is. The recent global
COVID-19  outbreak and measures to
combat it collapsed many industries are
pushing some of them to the edge of bank-
ruptcy. It is not a surprise that the service
sector, which strongly depends on in-person
interaction, is among those which suffered to
a great extent. While the healthcare system
of the states is overloaded by the influx of
patients, tourism, beauty, entertainment, and
catering industries are experiencing a shortage
of customers and lack of funds. Nevertheless,
despite the common negative economic trend
over the last year, during the global lockdown,
there were some industries performing greatly,
including e-learning, IT services, freelance, online
retailing, food delivery and online entertainment.
The experience of service providers doing well
in times of devastating crisis means that proacti-
vity and willingness to innovate are the keys to
survival. Innovations market can be described as
the system of economic relations arising in the
process of creation, development, transfer, and
use of innovations that can be in both tangible
and intangible form (Dogan et al., 2013).

Despite the common concept saying that
Kazakhstan economic system is strongly based
on the primary sector, in other words, the
export of natural resources, there has been a
significant increase in the role of the service
sector over the last two decades. However,
it should be admitted that there is still a gap in
the provision of knowledge-intensive services
by local entrepreneurs. These circumstances
force Kazakhstan enterprises to import servi-
ces such as technical engineering and
R&D from foreign providers. Taking into
account the decision of the government of
the Republic of Kazakhstan to enter the list of
the 30 most developed countries, in recent years
there has been an increasing interest in the service
sector as a main driver of the economy. This
means the adoption of the holistic approach
aimed at the development of this sector which
is impossible without innovation as one of the
crucial elements. A considerable amount of
studies has reported that innovations have the

potential to become the source of competitive
advantage by enhancing the existing service as
well as creating entirely new offerings (Urban-
cova, 2013), the current statistical data
demonstrate the low involvement of Kazakhstan
service providers in innovative activities. One
of the reasons for the poor creative performance
of domestic service providers is the lack of a
structural approach to managing the innova-tion
market within the country.

The main aim of this investigation is to
develop the new theoretical concept of stimula-
tion of innovative processes among service
providers in the Republic of Kazakhstan. Thus,
the central question in this paper asks what
measures should be taken to increase the
competitiveness of domestic companies offering
services by managing the market of innovations
considering the national peculiarities. The results
of this study provide an important opportunity
to advance the understanding of the innovation
market as the unique sphere other industries can
benefit from.

Literature review

Due to the complexity of the description of
the service as a whole, it seems to us that at
the moment it is convenient to use the definition
of services by type, where it is possible to more
clearly define what is a service, to outline the
radius of its action. Among the first attempts to
classify services by type, the ideas which were
further developed should include the works of
Stanton and Judd, published in 1964.

Stanton, Etzel and Walker (2001) divide
services provided on a commercial basis into ten
groups: housing services; family services, home
repairs, landscaping, cleaning of residential
premises, etc.); recreation and entertainment;
individual sanitary and hygienic services
(washing, dry cleaning, cosmetic services,
etc.); medical and other health services; private
education; business services and other professional
services (legal, accounting, consulting, etc.);
insurance and financial services; transportation
services; communications services.

Judd (1964) proposed his own scheme of
classification of services, distinguishing three
principal groups: services related to physical
goods that the client owns and uses, but not on the
rights of the owner; services related to material
goods that are the property of the client; services
not associated with physical goods.

Lovelock (2005) distinguishes services by
the following characteristics: essential
characteristics of demand, content and benefits,
delivery procedures.
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The fact that the service is an undoubted
factor determining the comfortable state of
society and ensures the well-being of the popula-
tion, but it is not absolute, and a certain
part of researchers have identified various
contexts of distinctive characteristics of
the service that affect the socio-economic
development of the country. As a justifica-
tion, the relationship between the services
provided and the growing needs of society
related to the introduction of innovations and
compe-titive advantages in modern conditions of
market development is shown (H. Urbancova,
Hana, U., 2013). In another context, conceptual
approaches were studied in a specific service
industry, in particular in the field of tourism
(Dogan, H., Nebioglu, O., Aydin, O., & Dogan,
1., 2013). These approaches characterize progres-
sive mechanisms in innovation management
in conditions of global competition (Dereli,
D. D., 2015), (Edvardsson, B., Gustafsson, A.,
Kristensson, P., & Witell, L., 2010.

Thus, based on the conducted research of
the works of scientists and economists,
the following  hypothesis is  proposed:
differentiation of services contributes to the
qualitative component of the welfare of the
country’s population, there is a relationship
between the services provided and innova-
tion management, the study and implementation
of foreign experience significantly increases the
competitiveness of the innovation market in the
service sector at the regional level.

Methodology
Before diving into the analysis of the
issue, it was decided to run a trial survey
among the final consumers of services to

understand if innovations in the service
industry matter to customers. The results
demonstrate that clients do want domestic

service providers to be more innovative and
consider the current level of innovativeness of
domestic service providers insufficient. Also,
it revealed that Kazakhstani service consu-
mers associate more innovative companies with
those who provide services of higher quality.
Moreover, the vast majority of the respondents
of the trial claim that they would prefer a
company with a higher level of innovativeness,
other things being equal.

Interestingly, the medical industry
was where the adoption of innovations was
considered of utmost importance. In other
words, the issue of innovative development
in the service industry occupies the minds
of final consumers willing to reward those

70

open to innovations. It was decided that the
best method for this investigation would be
a qualitative study. The first reason behind
this decision is the flexibility that the
qualitative approach gives the researcher.
Secondly, the selected research method provides
instruments to reach deeper insights, experien-
ces and expectations of people involved in the
investigation. Taking into account the informa-
tion received from the trial, we approached the
service providers. The group of the respondents
addressed within the study was presented by the
mana-gers of the companies who are in a position
to make decisions regarding innovation adop-
tion. Given the eligibility criteria for people to be
participants of the research, the project employed
non-probability convenience sampling. It should
be noted that snowball which was expressed in
addressing new interviewee by recommendations
from the previous one. Semi-structured inter-
views were conducted with 14 managers,
predominantly from small size companies.
Taking into account the inequality existing among
the regions in relation to the development of the
service sector in Kazakhstan, the study encom-
passes the service providers both from the
cities where the service industry occupies a
considerable share in the economic system
and the regions where the service sector
is far behind. As a result, the companies
whose managers agreed to participate in this
research are Almaty, Nur-Sultan, Taraz and
Kyzylorda. All interviews were organized in
compliance with the basics of voluntariness and
anonymity. Respondents were asked questions
such as:

1. In what field do they work? 2. How
innovative do they think their company is? 3.
Are there any innovative methods used in their
work? 4. What are the companies of the Republic
of Kazakhstan lacking in order to become
innovative? 5. What methods of foreign countries
will work for us if we apply it?

It should be noted that all the managers
who were interviewed unanimously came
to the conclusion that innovation is at a low
level. And in order to reach the heights, it is
necessary to introduce some changes in the sphere
of management.

The main method of data analysis within
the current study is Grounded Theory. This
method has been used because it allows researchers
to gain a deeper understanding of phenomena that
lacked depth in previous researches (Milliken,
2010). In the same vein, says that the Grounded
Theory approach especially benefits exploratory
studies (Engward, 2013).
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Discussion

A market of innovations

Innovations traded on the innovative
market can be presented by innovative products,
know- how, new processes, patents, experience
the adoption of which can lead to the increase
of the quality of services, cost reduction or
creation of completely new ones. Despite such
variety of innovative products and services, they
have one thing in common which is the stage of
successful application of innovative technology
for satisfying consumers’” needs with the benefit
for a provider. As for the subjects of the market
of innovations, they can be state and private
R&D centres, small innovative organizations,
large companies with R&D  departments,
technology brokers, consulting agencies, patent-
licensing  organizations, higher educational
institutions, individuals, etc. Although the market
of innovations is still the market that follows
the classic theoretical concepts that should be
there are some peculiarities considered. Firstly,
the market of innovations can be characterized
by the leading role of supply while demand
emerges in response to the offer. Frequently,
the developers put an innovative technology
or service on a market while consumers
have not yet discovered its potential. For
instance, when such ground-breaking innovation
as a personal computer was introduced in the
1970s, people did not pay worthy attention to
it. Furthermore, lately in the 1980s large propor-
tion of people were gripped by fear of PCs the
term “computer phobia” appeared on the headlines
of many newspapers and magazines. In spite
of this, it is almost impossible to imagine the
modern world without computers which had
become a necessity. Regarding the health

industry, which appeared to be of great
importance to consumers approached within
the trial, vaccination which has become common
in the 21st century, still faces strong resistance.
Consequently, it can be reckoned that the
market of innovations is much more strongly
based on long-term relationships between
subjects. Secondly, since the innovative technology
or idea is not sold directly to the final customer,
who rather receives the results of implementing
the innovation, the market of innovations is
mostly of B2B nature. It should be noted that in
spite of the positive outcomes of applying
innovative technology or idea such as cost
reduction, time-saving of service provision,
elevating the level of service, there is still a
considerable amount of entrepreneurs who
equalize expenditures on innovations not to
investments but to financial losses. The reason
that stays behind this attitude is a high Ilevel
of uncertainty and risk which is inherent to
the market. Besides, simple extrapolation of
innovation management approaches elaborated
within the product sphere could be inefficient in
the service industry due to peculiarities inherent
to this area which are intangibility, hetero-
geneity, inseparability and perishability. Thirdly,
due to the technical complexity of implementing
innovations, it is often required for innovation
suppliers to provide after-sales services, including
monitoring the performance and educating the
staff to operate with innovative technology
(Dogan et al., 2013).

As it was stated earlier, it takes time for
innovation to be adopted by people. In 1962
Rogers proposed the theoretical model classifying
the adopters of innovation into 5 categories
presented in Picture 1.

Diffusion of Innovation Curve

Early Early

Innovators Adopters Majority

Majority

Late
Laggards

Figure 1 - Diffusion of innovation

Source: Compiled by link Rogers (1962)
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Extrapolating this theoretical model to
the market of innovations from the demand
perspective it can be derived that innovators
are companies that first adopt novelties and work
in high risky conditions. However, in the case
of successful implementation of innovation, first
movers have higher chances to maximally benefit
financially from it. Early adopters, the early
majority and the late majority can be viewed as
imitators divided into categories based on time
of adoption. While innovators broaden horizons
and set the tone for followers, often imitators
determine the fate of innovation and bring the
new technology or idea into the masses. As for
laggards, they can be defined as companies who
adhere to traditional business models and
accept innovations in the final stage of their
life cycle (The Global Economy, 2019).

History of innovations development in
service industry in Kazakhstan

For a long time, the Kazakhstan market like
other parts of the USSR was a subject of command
economy which is characterized by dominating
role of the government. In the times of the so-
called Cold War, the vast majority of innovations
developed within the Soviet Union had a strong
military orientation. As result, the Soviet
military-industrial complex produced goods and
services highly competitive in the global arena.

2011 2012 2013 2014

2015

Unfortunately, the strong military orientation of
innovations and low level of their transferability
are the reasons that stay behind the wide gap
between military and civilian markets. After the
decay of the USSR Kazakhstan service providers
had to adapt to the new rules of the market economy
the most important of which is competition. In
terms of innovations, the Kazakhstan service
market is predominantly imitative. Despite the
achievements reached over the 30 years of
independence, domestic companies abstemiously
invest funds in research and development activities.
Accor-ding to the data provided by theglobaleco-
nomy.com in 2018 total R&D expenditures
of both state and private organizations
equal 0.12% of GDP which places Kazakh-
stan in the 66th position in their country ran-
king. By comparison Israel, the leader
of the ranking, the same year spent more than
18 345 million USD which account for 4.95%
GDP. Interestingly, the maximum value of
thi index for Kazakhstan was 0.29% of GDP
which was demonstrated in 1997. Since 2015
there a clear downward trend which can be
due to economic reasons such as the drop of
national currency. Considering the expensiveness
of innovative technologies and the fact that
innovations are implemented mostly on a
company’s own funds, economic obstacles highly
impact the innovative processes.

2016 2017 2018 2019

Figure 2 - Research and development expenditure in Kazakhstan for 2011 - 2019, % of GDP
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Inequality among the regions

The analysis of findings obtained from
interviews with service providers revealed
that the main constraints staying in the way
of innovation adoption are financial problems
and the lack of personnel competencies. Due
to the high uncertainty of the innovative
market, companies have to bear the risks
especially financial to adopt a novelty which

can be especially problematic in times of
global pandemic when many service providers
experience financial problems. Besides, it is clear
that the Kazakhstan service market develops
disproportionately when 3 locations significantly
outperform the rest. Nur-Sultan, Almaty and
Atyrau regions produce the service industry
much more intensively than other regions
(Table 1).

Table 1 - Total volume of services provided by regions in 2021

min. KZT percentage

The Republic of Kazakhstan 5317 811.8 100.0
Akmola region 69 396.8 1.3
Aktobe region 91053.2 1.7
Almaty region 123 731.7 23
Atyrau region 493129.9 93
West Kazakhstan region 102 539.8 1.9
Zhambyl region 50 180.1 0.9
Karagandy region 157 419.2 3.0
Kostanay region 67973.7 1.3
Kyzylordaregion 82 620.4 1.6
Mangystau region 184 788.3 3.5
South Kazakhstan region 132331.7 2.5
Pavlodar region 80242.7 1.5
North Kazakhstan region 40 037.7 0.8
East Kazakhstan region 137 396.8 2.6
Nur-Sultan 927184.3 17.4
Almaty 1131580.4 21.3

The findings obtained within this research
seem to be consistent with the state statistical data.

Talking about this disproportion, one of the
interviewees from Zhambyl region said:

“Given the population size, higher income
index per capita and rate of overall economic
growth of Almaty and Nur-Sultan, the service
providers of these cities have more possibili-ties
for innovation adoption”.

Interestingly, another respondent who
works as a restaurant manager from Almaty
city noted the high rate of competition in
the city among the service providers which forces
them more to adopt innovations to obtain a
competitive advantage. He said:

“No doubt, Almaty gives more possibilities
to entrepreneurs for growth but there is one
important thing they should bear in mind which is
intense competition. Innovations may be a key to
survival, especially during pandemic.”

If now we turn to the information published by
the state officials of the Bureau of National statistics,
it becomes clear that Almaty and Nur-Sultan region
keep leading positions in the volume of companies
utilizing innovations expressed in absolute
value (Table 2). What is surprising to observe
is that in terms of percentage of innovative
business units Kostanay, North Kazakhstan
and Zhambyl regions are on top of the
ranking. It is especially striking considering the
opinion of many residents of Zhambyl region that
local companies are not innovative.
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Table 2 - The volume of innovative enterprises by region for 2020

Total number of . Npmber of . Percentage of ipnovative
companies innovative companies companies

Republic of Kazakhstan 28 087 3236 11.5
Akmola region 1160 86 7.4
Aktobe region 1118 124 11.1
Almaty region 1 666 163 9.8
Atyrau region 1074 108 10.1
West Kazakhstan region 786 46 59
Zhambyl region 732 100 13.7
Karagandy region 2196 281 12.8
Kostanay region 1337 191 14.3
Kyzylorda region 635 79 12.4
Mangystau region 1035 82 7.9
Pavlodar region 1128 101 9

North Kazakhstan region 965 136 14.1
Turkestan region 832 93 11.2
East Kazakhstan region 1831 236 12.9
Nur-Sultan 3605 453 12.6
Almaty 6561 856 13

Shymkent 1426 101 7.1

Innovations or mainstream

However, we should keep in mind that
since service provision is a complex process the
evaluation of which is strongly based on personal
perceptions  individual and interconnection
between them, it becomes more complicated to
measure the innovativeness of each enterprise.
Moreover, compared to tangible innovations which
can be tested in labs before offering to clients,
the assessment of service innovations generally
requires its deployment in real market conditions.
Surprisingly, only 1 of the respondents who
participated in the study considers his/her
enterprise innovative. This is a director of a small
dental clinic located in Almaty employing 11
people, 7 of which are medics. According to the
findings, many organizations do perform services
using the online system but its application is
limited to connection in social media which,
according to the respondents, cannot be defined
as an innovation. For instance, the owner of
the restaurant who agreed to participate in the
interview stated:

“We added the delivery services as since the
start of lockdowns like many other restaurants
and cafes. There is no innovation in this, it is a
mainstream.”

74

In addition, there was no positive answer
to the question asking if a budget was allocated
for research and development activities. It is
somewhat surprising that three respondents noted
that their customers do not need innovations, what
is of utmost importance for their clients is price. It
seems quite bizarre given the data of a trial survey
among customers of service companies which
clearly demonstrates that 63% of consumers
agree that domestic service providers should
be more innovative. Moreover, the vast majority
of respondents from the customer population
group assume that innovations make services
more available, including financially. However,
the group of service providers is of the opposite
opinion claiming that the development and
implementation of an innovative idea or product
require expenditures that inevitably leads to
the rise of the costs and price consequently.

It is somewhat surprising that 9 inter-views
out of 14 claimed that in case of obtaining an
innovation they would make attempts to keep it secret
to prevent compe-titors to imitate it. Thus, the large
proportion of Kazakhstan service providers would
most likely follow the “outside-in” innovation
model described by 8, which is expressed in
absorbing external ideas and technologies
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(Chesbrough, 2011). Such approach to innovation
openness undermines an “inside out” flow of
novelties which causes the stagnation of the whole
field. Analysis of the results demonstrates that
the major obstacle to innovation implementation
in Kazakhstan’s service industry is the lack of
funds and personnel qualification, especially in the
provinces. For instance, the situation in Zhambyl
region is an evident demonstration of the negative
influence of both factors. First, statistically the in
terms of income per capita the region constantly
is among the outsiders. Secondly, the region
experiences large emigration of young educated
popula-tion predominantly to Almaty, Nur-Sultan
and Shymkent primarily due to economic reasons.
This explains why business entities in case of
obtaining a beneficial novelty would endeavour
to transform it into a sustainable competitive
advantage they can capitalize on which results in
isolation of information.
Another  important finding of  this
research is that none of the service organiza-
tions investigated does not directly collaborate
with R&D companies who are supposed to
play the role of suppliers of innovations. More
than half of the respondents have low trust in
domestic organizations focusing on research and
development activities, including research institutes
and universities. Besides, in most of cases, their
innovative proposals involve significant spending
due to the technical nature of the innovations
offered. One of the reasons behind this is that
over the last decade educational and research
state programs financially favour predominantly
engineering and natural studies rather than
social sciences. Under these circumstances,
domestic innovation providers mainly focus on
technological novelties, the elaboration of which
usually consumes more financial resources.

Tangible or intangible innovations

In contrast to product innovations with a
strong technology orientation, innovations in the
service sphere can be presented in a new form
of communication approach to a client which
may require a service provider to possess person-
to-person skills, expertise in foreign language
culture and so on. As compared to manufacturing,
where a large volume of work is performed by
robots that enable standardization and drop
of produc-tion costs, the inseparable nature of
service considerably elevates the importance of
client-employee interaction that is to say a new way
of treating employees, which leads to an increase
of customer satisfaction, client retention rate
and rise of the income as a result, can also be
considered innovation. In other words, innovations

in the service industry do not necessarily imply the
adoption of physical items or software (Engward,
2013). However, one of the interesting discoveries
was that the vast majority of the respondents
strongly associate service innovation with the
implementation of new technologies or processes.
For instance, one of the participants who took the
position of manager of educational centre with
six people employed defined service innovation
in the following way:

“Service innovation is a use of new
technology, product, methodology to teach
students, the program to register clients and other
resources that is new in the region we work in”".

This statement explains that few service
providers pay proper attention to innovations in
employee management. Also, the findings show
that geographical borders play a significant role
in the definition of innova-tions, i.e., what has
become common in one region, when implemented
for the first time in another, would be perceived by
the local population as an innovation. Repeatedly
service providers of the Republic of Kazakhstan
have been copying various innovative elements
elaborated in developed countries and adapting
them to the local environment.

Innovative customer

As mentioned earlier, the role of a
customer in the service industry is much
higher than in manufacturing because of the process
of co-creation involving dynamic interaction
between a supplier and a client. If we now turn to
the service innovation sphere, several authors report
that consumers are also co-creators of innovations
(Chesbrough, 2011). Moreover, according to some
research, there is a positive relationship between
service interactivity and opportunities for
innovations because the active knowledge
sharing process contributes to the invention,
research and development of innovative
ideas (Mathieu, 2001).The results of the current
study indicate that few companies involve customers
intensively in the process of innovation discovery, in
most of cases the innovative collaboration is limited
to surveys using which consumers can express their
ideas regarding service improvements. Moreover,
nearly half of the respondents question the
competence of the customers in the process of
innovation elaboration. For instance, the owner of
a small-size car service company said:

“Frequently, clients simply do not possess the
necessary expertise in the matter we work in, this is
why I have doubts about their recommendations,
most of which are about lowering costs and
decreasing the repair time”.

In the same vein, another respondent
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who holds the position of a manager in a private
clinic said that blindly following customers’
ideas can be fatal in such areas as the healthcare
industry, which is under heavy pressure due
to lockdown. Also, the findings demonstrate
that in most of cases customers express ideas
that cannot be considered innovative but logical
proposals, the implementation of which requires
extra budget service providers do not possess. In
addition, another respondent stated that customers
are prone to evaluate the level of innovativeness
of an enterprise predominantly by the front office
and especially physical evidence not diving into
back-office activities.

Innovations across industries

Another important theme that emerged
as a result of grounded theory deals with
the importance of cooperation among the
partners, especially those who represent other
industries. Due to the risky nature of the

market of innovations, a first-mover should

evaluate his capabilities and be prepared to
bear the majority of the costs of the discovery
and development of innovation. Even though
many interviewees confessed that they are
more likely to secretly exploit a successful
innovative project to bail out the invested
funds, they admit that cooperation has more
chances to result in something all partners
can benefit from. What is more interesting is
that more than half of the service providers
who participated in the current study positi-
vely react to the idea of cooperation with
their partners from related industries who are not
rivals to them but allies who all together form a
value chain of the service offered. At the same
time, such an open approach has higher
chances of fostering innovation diffusion
across several industries. For instance, the
manager of the private dental clinic which
provides innovative treatment said:

“The service we provide requires the
application of new materials we order from our
suppliers who make their best and evolve to catch
up with our requirements. Moreover, without t
heir development, we could not create a new
offering”.

Thus, the provision of just one innovative
service can be backed up by developing
several value chain nodes. It should be mentio-
ned that although the use of modern treatment
methods leads to a considerable increase in the
price charged, the durability of the result is much
longer, allowing a client to save money in the
long run.
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Results

System of innovations management

Taking into consideration the analysis
of the data received it is possible to work out
the set of recommendations for the subjects
of the market of innovations in the service
industry in the Republic of Kazakhstan
aimed at promoting innovation activities in
firms. In the first instance, it should be stated
that since the sphere of services is a compound
of wvarious industries, there are considerable
peculiarities arising in innovative management
in each case. Besides, the state of the innovations
market results from the decisions taken by
both government and managers of commercial
organizations. In order to improve the efficiency
of the innovation process, these parties need to
work in coherence. Unfortunately, the traditional
way of thinking that only government bodies
themselves are responsible for enhancing the
innovations market leads to that the large propor-
tion of enterprises stagnate or have to implement
the foreign result of scientific and technical
progress. Thus, the recommendations developed
within the current research encompass the acti-
vities of both aforementioned sides. Furthermore,
the recommendations  presen-ted  presume
the indirect involvement of the government

focusing on non-state activities in the
reform of the innovation market.
Obviously, when working elaborating the
following proposals, the authors reckoned

for the actual situation of the service industry and
the abilities of the government.

1) First, based on the more proactive
behaviour of some regions and innovation
diffusion theory, it can be recommended to
transform the most active of them in the vanguard
of innovative movement across the country.
Possessing more funds and qualified labour
resources such regions have more potential
for innovative activities which consequently can
set the tone for other regions. In other words, such
locations can be the “test-drive” zones for innova-
tive ideas which in case of successful implemen-
tation can be transferred to other regions. More-
over, today both in Nur-Sultan and Almaty there
are special economic zones aimed at stimulation
of innovation activities. Nevertheless, there is still
a large proportion of managers who do not know
about the existence of such possibilities what
requires the conduction of educational program
among them.

2) Secondly, since there is a low
probability of service providers disclosing their
innovations voluntarily, the state officials should
start to motivate the companies performing in-
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house research activities to share the developed
knowledge with other subjects within the industry.
Some of the possible ways are considerable
financial rewarding or particular tax relief what
requires applying the changes to the existing
legislation regulating the innovation manage-
ment in the Republic of Kazakhstan.

3) As the analysis of the findings
revealed that managers in the service
industry mainly associate innovations with
the implementation of new technology, it
becomes relevant to organize educational
work among the managers about types of
innovations. In addition, the adequate manage-
ment of the market of innovations is problematic
without an effective system of innovation
evaluation. Nowadays, the assessment of
innovative activities is

4) primarily based on the number of
patents and expenditures on research and
development. Although such an approach
seems lucrative due to its relative easiness,
it lacks the tools for evaluation of intan-

gible innovations especially those which are
formed in the process of interaction between
service supplier and customer.

5) Besides, due to the socio-
economic differences among the regions the
development of the innovation system of
all regions cannot be standardized. Instead, it
is adequate to have priority service industries for
innovation for each region. This approach would
enable the appearance of advanced develop-
ment zones within a particular territory, which
requires the empowerment of local administration
bodies. For instance, Zhambyl region, which
is usually famous for its orientation to the
chemical industry, has large possibilities for the
tourism industry, which is rapidly developing
nowa-days. However, the recreational resources
within ~ the region are presented unevenly,
predominantly concentrating on the southern
part of the region for historical reasons. The
unique attitude would enable the effective
exploitation of resources with minimum losses.
Figure 3 presents the summary of the manage-
ment.

LOCAL

ADVISORY

//

Service provider 1

D
\ Customers

N Research centre

Suppliers M‘ Service provider 2

Service provider 3

\ Higher educational
institutions

N

\

Scientific experts ]

Figure 3 - Scheme of management of innovation process within a region

The scheme presented presumes the free
flow of information among participants. Instead
of the traditional system where the suppliers
of innovative products were the first movers, in
the current system, customers can ignite the
appearance of a creative idea. Although customers
in the service industries play the role of co-
creators, many theoretical approaches neglect
their role. While many ervice providers question

the expertise of final customers in innovations,
the advisory board monitors the demand for
innovations on the market, analyses proposals and
offers them both to service providers to employ
and those whose job is to elaborate innovations.
The business entities operating in the market
should be stimulated to work in cooperation which
will lead to the distribution of risk and as a result
higher readiness of managers to innovate. This
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method requires elaborating the current legisla-
tion, especially in terms of distribution of the final
result in successful development.

Conclusion

The present study was designed to determine
the state of innovation management in the Repub-
lic of Kazakhstan and elaborate the recommen-
dations based on the findings. The results
demonstrate that the process of innovative
development of domestic service providers is still
in the nascent stage which results in imitation
of foreign ideas. The results of this investiga-
tion clearly demonstrate the lack of cohesion
between subjects of the market of innovations
in the Republic. The major reasons that stay on
the way of intensive diffusion of innovations
across the service industries are the lack of
financial resources of companies, conservative
point of view on the nature of innovations which
is detached from the realities of the service area
and dearth of qualified personnel which are
supposed to enforce execute the innovative stra-
tegy. The study has gone some way towards
enhancing our understanding of the attitude
of commercial business entities to the role of
innovation as a source of competitive advantage
across a number of service fields. Taken together,
these results suggest that the collaboration within
the network combining subjects of innovative
process must be fostered both by private and
public entities. While reading the paper there is
a number of impor-tant limitations that need to be
considered.

Firstly, quite a small population group
addressed through convenience sampling and
investigated within the current research does not
enable the effective generalization of findings.
Besides, since only one company involved in
the research can be defined as innovative there is
still a knowledge gap regarding the experience
of an organization practicing innovative acti-

vities. However, this research has
thrown up many questions in need of
further investigation. Firstly, since the

current study encompassed small and medium
enterprises it would be especially interesting
to shed the light on the innovative process

in large companies who usually pos-
sess large resources Dboth financial and
human to discover, develop and employ

innovations. Another possible area of future
research would be to investigate in detail
major areas of service industries focusing
on peculiarities of a sub-industry. Besides,
since the present study was mainly based on
indings  obtained from interviews  with
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service suppliers it would be wuseful to
approach other subjects of the market of
service innovations such as public representa-
tives, employees of research insti-tutes, non-
commercial organizations, etc.

Thus, it is necessary to conclude that
innovation in the service sector is introducing
new services or improving existing services.
The increase in the work, profit and turnover
of the company depends on its innovativeness.
The management of innovative processes, as
well as the application of new management
methods in the organization of the company’s
activities can make a significant contribution to
the effective and at the same time stable deve-
lopment of the entire enterprise. It is known that
the position of the enterprise and competitiveness
directly depend on the measures that the
company is taking today to introduce innovative
technologies in all areas of its activities.

This research was supported by the
Science Committee of the Ministry of Education
and Science of the Republic of Kazakhstan
(grant number AP08856113).
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