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SCIENTIFIC ARTICLES

UDC 338.2: 69.009(477.62)

Social and economic problems of Donbas

1. Tochonov,
PhD (Economics),

T. Kalashnikova,
V. Hordiienko,

Donbas National Academy of Civil Engineering and Architecture

THE ROLE OF THE DONETSK OBLAST CONSTRUCTION SECTOR
IN RENOVATION OF THE TERRITORIES

Problem statement. In the context of the anti-ter-
rorist operation being held on the territory of Donetsk
Oblast (province) looking for ways to restore and re-
build the territory has emerged full blown. The armed
conflict in the east of Ukraine caused numerous human
casualties and significant material losses. All these drive
the need for restoring Donetsk region. Restoration of
Donetsk Oblast is seen as the development of the terri-
tory which is suited for life while taking into account all
special aspects and problems conditioned by its direct
proximity to the line of confrontation. Erosion of tech-
nologically obsolete economy and severance of tradi-
tional ties with temporary occupied areas does not only
call for the need to form principally new economic com-
plex but also initiates the search for new sources of raw
materials and component parts supply and requires
questing for new markets for manufactured products.
All the facts stated above call for:

— changing the settlement system;

— constructing new roads and utility systems;

— constructing and repairing objects of social in-
frastructure, in the first place, housing development;

— attracting investment in innovation objects and
technologies;

— boosting small and medium business, which
will provide jobs to the residents of the territory and sup-
ply local communities with necessary goods and ser-
vices [5].

Analysis of the latest studies. It is to be noted that
since the beginning of the armed conflict in the eastern
part of Ukraine politicians, researchers, public officials,
residents, mass media have placed special emphasis on
analyzing and monitoring the situation unfolding in Do-
netsk and Luhansk Oblasts. We now have analytical
notes and monographs that have been attempted at eval-
uating the state of Donetsk Oblast economic growth and
giving predictive assessment of further scenarios of re-
storing the areas affected by the armed conflict. Thus, in
the monograph “Donbas and Crimea: return at what
price?” the authors (V. Horbulin, O. Vlasiuk, E. Li-
banova, O. Liashenko) undertook a comprehensive

study of the war at the Donbas and the annexation of
Crimea. The research is conducted from the perspective
of the National Security of Ukraine. In the monograph
reintegration terms and recovery priorities for Donbas
are outlined, the ways to overcome social consequences
of military aggression are defined and prognoses of de-
velopment of situation in Donbas are provided.

In the scientific report “Modernization of the econ-
omy of Donetsk region: strategic implementation sce-
narios from the standpoint of sustainable development
2020” by Y. Harazishvili V. Lyashenko, L. Shamileva,
Y. Zhyhreva [11] conceptual basis for working out the
scenarios of sustainable development with allowance
for economic security restrictive guidelines are set for-
ward. The authors defined strategic scenarios for mod-
ernization of Donetsk Oblast till 2020 with three 'no
change' scenario (pessimistic, realistic and optimistic)
and two scenarios of stable development. However, in
our opinion in these and other scientific efforts the role
and the functions of the construction sector as the basis
for the Donetsk region renovation has not been given
careful consideration.

The objective of the article is to define the role of
Donetsk Oblast construction industry in renovation of
the territories.

Presentation of basic material of the research.
The construction engineering sector of Donetsk Oblast
is to play the key role in restoring the destroyed indus-
trial and social infrastructure and housing facilities of
the region. Table 1 gives certain presentation of the
scope of work required for the renovation of the objects
damaged in the course of the armed conflict.

It stands to mention that the information on mate-
rial losses of Donetsk Oblast slightly varies in different
information sources. Thus, as of 01 March, 2015 accord-
ing to the Department of Economy of Donetsk Regional
State Administration there are 10,000 facilities which
were destroyed or damaged, in particular: 7409 residen-
tial houses, 1346 power supply facilities, 62 heating
supply facilities, 58 water supply facilities. According
to the ReDonbass portal that was created with the sup-
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port of UNDP and PO SocialBoost as of June 13, 2016
on the territories of Luhansk and Donetsk Oblasts there
are 3029 infrastructure facilities that are destroyed or

damaged; 378 of which require major repairs, 216 are
completely destroyed and 2435 are damaged.

Table 1

Information on destroyed and damaged objects of Donetsk oblast infrastructure as of 19.05.2016 [10]

Total num- . * Remain destroyed
ber of de- “*Restored objects and damagedy
Name of facility stroyed and Amount Amount
damaged ob- | Number (mIn. of Number | (min. of
jects UAH) UAH)
Residential houses 8792 1452 35,1 7340 1890,2
Power supply facilities 213 213 256,5 - -
Heating supply facilities 23 23 2,8 - -
Water supply facilities 21 20 120,5 1 0,98
Gas supply facilities 100 54 10,4 46 20,3
Water disposal facilities 14 14 36,7 - -
Health institutions 48 23 15,2 25 26,6
General educational institutions 108 69 27,8 39 57,7
Pre-school educational institutions 74 51 14 23 17,7
Yocatlonal-technlcal educational institu- 20 10 3 10 20
tions
Higher educational institutions 11 9 0,5 2 1,2
Institutions of physical culture and sports 8 5 0,1 3 13,5
Cultural institutions 42 22 1,7 20 21,2
Objects of road transport infrastructure 48 32 44,6 16 1257
Industrial facilities 51 19 48,2 32 82
Commercial establishments 64 23 0,4 41 2,3
Other facilities and establishments 100 24 6,8 76 56,02
Total 9737 2063 6243 7674 3466,7

* Territories controlled by Ukraine.

** Restoration works on most objects were carried out in 2015.

In Anti-Terrorist Operation (ATO) Zone 90 objects
of road transport infrastructure, 54 administrative build-
ings, 39 manufacturing facilities, 34 health institutions,
25 public utility facilities etc. are destroyed or damaged.
It is definitely the restoration of destroyed infrastructure
facilities and housing stock that becomes the key issue
in developing restoration strategies for Donetsk Oblast.

In Donetsk Oblast over 12,000 objects, circa 9,000
of which are residential buildings, have been destroyed.
The housing problem does not only concern those per-
sons whose homes have been destroyed but also inter-
nally displaced persons (IDPs) from the areas not con-
trolled by Ukraine. As mentioned above Donetsk Oblast
has the largest number of IDPs, though their housing
problem is not being addressed in orderly manner.

Here arise the questions: “Is the current construc-
tion sector able to become the basis for restoration of
Donetsk Oblast? What is the region’s construction in-
dustry capacity?”

It should be noted that before the armed conflict the
construction industry in Donetsk region was developing
slowly. Construction companies in the area if compared
to the other regions operated less efficiently and less ef-
fectively took advantage of market opportunities, which

was all conditioned by the socio-economic development
of the region. Presently we should agree with the fact
that the region requires assistance in creating funding
opportunities for modernization. The state of construc-
tion industry has deteriorated due to the ATO. That was
related to the sector-specific issues of construction com-
panies as they are very susceptible to the factors of the
macroeconomic environment. For that reason the main
challenge on the way to ensure the effectiveness of the
construction industry in the whole is seen as the neces-
sity to minimize the negative impact of the external eco-
nomic environment through strategic planning and man-
agement of construction sector development.

In spite of the strong need of the region under study
for housing, the volumes of setting it into operation
are the lowest in Ukraine. Over 2015 in Donetsk
Oblast 43,400 square meters of housing or 0.4% of total
housing stock in Ukraine were put into operation. As a
comparison, in Vinnytsia Oblast these indicators are
381,000 M2 or 3.5%, in Kharkiv Oblast — 384,000 m? or
3.3% [6]. According to Donetsk Region Development
Strategy until 2020 [10] over the year of 2015 the con-
struction companies of the region carried out construc-
tion work on their own in the amount of 2.3 bln UAH.
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If compared with 2014 the volume of construction out-
put was reduced by 2.4 times.

The amount of construction works increased in
January-September 2015: in Luhansk Oblast by 68.5%
and in Donetsk Oblast by 66.2%. The general trend in
January-September 2015 in comparison with the corre-

sponding period in 2014 was influenced by the reduc-
tion in constructing non-residential buildings by 26.7%,
engineering structures by 25.1% and housing by 4.1%.
The amount of the construction works completed in Jan-
uary-September 2016 by type of construction is given in
Table 2, by cities and districts (raions) — in Table 3.

Table 2

The amount of the construction work completed
in January-September 2016 by type construction products’ [1]

Construction work completed in January-September 2016

Thousands of UAH | 352 percentage of total | as a percentage of ‘Fhe cor-

amount responding period in 2015
Construction 1642223 100,0 104,2
Buildings: 290185 17,7 102,9
residential 24733 1,5 57,7
non-residential 265452 16,2 111,5
engineering structures 1352038 82,3 104,7

! Without regard to the area of ATO zone.
Data can be specified.

The construction companies of the region, which
performed construction contracts, and those, which car-
ried out construction work by in-house way, in January-
September 2016 completed construction work on their
own in the amount of 2.6 bln UAH (without regard to
the area of ATO zone). Compared to the period of Jan-

uary-September 2015 the number of construction prod-
ucts increased by 4.2%. In the areas of Donetsk Oblast
controlled by Ukrainian government the difference
between the most and the least well-off cities (districts)
in terms of capital investment per capita was: in cities —
by 58.6 times, in raions — by 28.7 times.

Table 3

The amount of construction work completed in cities
and districts over the period January-September 2016 ' [1]

Completed construction work
Inhabited locality Thousands as a percentage
of UAH of total amount
Donetsk Oblast 1642223 100,0
Donetsk 448863 27,3
Bakhmut 59852 3,6
Dobropillia 35720 2,2
Druzhkivka 301162 18,3
Kostiantynivka 6103 0,4
Kramatorsk 128534 7,8
Makiivka 40366 2,5
Mariupol 388007 23,6
Myrnohrad 15934 1,0
Pokrovsk 94315 5,7
Sloviansk 10100 0,6
Khartsyzk 20730 1,3
Volnovakha Raion 8240 0,5
Marinka Raion 2568 0,2

"'Without regard to the area of ATO zone.
Data can be specified.

In 2016 57.600 m? of total floor space of residential
buildings (including 51.700 m? in urban settlements)
were put into operation, which is by 32.6% more.

The construction companies of the region, which
performed construction contracts, and those, which car-
ried out construction work by in-house way, in January

2017 completed construction work on their own in the
amount of 142 mln UAH (without regard to the area of
ATO zone). Compared to January 2016 the number of
construction products increased by 9.5 %.

The main problem is the lack of funds available for
investment in restoration of housing stock and industrial
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and social infrastructure. According to experts as early
as 2015 not less than 3.5 bln of UAH was required in
Donetsk Oblast for restoring the cities and villages af-
fected by the armed conflict. We agree with the opinion
of the academician E. Libanova [5] that the lack of re-
sources significantly limits the possibilities of sending
budget funds for revival of Donbas, the hopes for
foreign investment might not materialize; therefore, it is
of vital importance to attract personal funds of the pop-
ulation of the regions. For this purpose it is necessary:

1) to reform the taxation system;

2) to change the system of income distribution be-
tween budgets of different levels;

3) to turn to the development budget at the expense
of budget allocations, state domestic loans, the resources
of specialized financial institutions and government se-
curities with preferences for their acquisition for popu-
lation’s own savings [5].

To attract investment in the economy of the region
it is necessary to ensure a congenial investment climate,
to increase the investment prospects of enterprises and
to facilitate the search for potential investors, as well as,
to create enterprises with foreign authorized capital and
to determine the priorities of the investment policy of
the region, which must be outlined in documents on
regional and urban development programs, ant thus, le-
gitimate for investors.

The housing problem is the most acute and urgent
for all internally displaced persons from the ATO zone
and requires a state approach to its solution. Now there
are more than 70 000 citizens with housing needs in the
region. Of those, 23,000 are young people. In addition,
in Donetsk Oblast there live about four thousand ATO
participants and 720000 registered IDPs. Restoration of
housing stock is one of the most important issues of the
Program for the Restoration and Development of Don-
bas.

The restoration of housing stock in the affected ar-
eas may consist of several components, which, depend-
ing on the degree of damage to the housing, are imple-
mented in two separate directions: firstly, these are new
construction developments in inhabited localities with a
high proportion of destroyed housing; secondly, the res-
toration of the buildings, technical and technological
characteristics of which are suitable for further mainte-
nance.

As an intermediate step in the realization of this
important task the construction of temporary houses for
the groups of returnees, as well as for the "pioneer de-
velopment squads”, can be considered, and it is advisa-
ble to engage IDPs who will get the opportunity to par-
ticipate in reconstruction work. These houses can be of
a container type and can be located in support centers in
the form of small settlements.

Currently, Ukraine has three basic programs to
stimulate the development of housing construction,
namely, the State target socioeconomic program on

the construction (acquisition) of affordable housing
for 2010-2017 [3], the State Programme for providing
youth with housing in 2013-2017 [7] and the State Tar-
get Program on Village Development of Ukraine for
the period till 2015 [9], as well as a number of regional
programs.

Donetsk regional department of the State Fund for
the Promotion of Youth Housing Construction has de-
veloped a draft regional program to provide certain cat-
egories of citizens of Donetsk Oblast with affordable
housing. In particular, this program offers preferential
long-term loans for the acquisition and construction of
housing for combatants, IDPs, civil servants and young
families. It is proposed to issue loans with a rate of 0 %
to 3% for a period of 20 years or until the recipient enters
retirement age. The first installment will be 6% of the
standard cost of housing. All programs provide for the
creation of appropriate financial and institutional mech-
anisms so that to ensure the affordability of housing for
the population. It is advisable to offer proposals on the
priority of financing. Another urgent problem is the lack
of necessary interaction and communication between
the public-supported volunteer organizations that pro-
vide assistance to IDPs and housing organizations and
construction companies that are now able to provide af-
fordable housing.

Conclusions and directions for further research.
Thereby it shall be proposed for the Cabinet of Ministers
of Ukraine to adopt an appropriate resolution and guid-
ance documents for the Ministry of Regional Develop-
ment, Construction and Housing and Communal Ser-
vices of Ukraine on the introduction of changes and cor-
rections to the current state targeted programs in order
to stimulate housing construction with a focus on the
successful solution of housing problems of IDPs; to cre-
ate conditions for partnership relations between public
organizations and construction developers on the for-
mation and implementation of mechanisms for ensuring
housing affordability for IDPs.

As a result of the analysis of the world experience
and domestic practice of housing provision for IDPs we
have identified the problems and obstacles in this area,
as well as provided the following proposals for their
solving:

1. to provide an inventory of the housing stock and
its use to create temporary housing for IDPs;

2. to ensure the renewal of social housing construc-
tion in the region and its use to solve the housing prob-
lem of IDPs;

3. to reorient the existing programs for the devel-
opment of housing construction to address the housing
problems of IDPs;

4. to carry out informational and institutional sup-
port for the solution of housing problems of IDPs; keep
a register of IDPs’ housing needs;

5. to ensure the formation of a permanent housing
stock for IDPs, who decided to stay in the areas for dis-
placement;
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6. to develop the mechanisms for compensation of
the cost of the housing lost during actions related to
ATO;

7. to develop mechanisms for regulating prices in
the rental sector of residential real estate and ensure the
expansion of rental housing base.

With a view to further restoration of the region it is
required to introduce a special program for the develop-
ment of the construction sector in the region. In this pro-
gram two directions should be outlined: 1) new con-
struction developments in inhabited localities with a
high proportion of destroyed housing; 2) restoration of
the buildings which technically and technologically
suitable for further maintenance.
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The role of the Donetsk oblast construction sector in
renovation of the territories

The state of the construction industry in Donetsk
Oblast is assessed, in particular, the damage to infra-
structure facilities that were destroyed as a result of
armed conflict in Donbas are analyzed. The amounts of
completed construction work by types of construction
products in the cities and districts (raions) of Donetsk
Oblast are analyzed. Proposals on the development of
the construction industry in Donetsk Oblast in the issues
of solving the housing problems of the population are
given.
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SOCIO-ECONOMIC CONSEQUENCES OF MILITARY CONFLICTS
IN THE DONETSK REGION AND PRIORITY AREAS OF THE REGIONAL RENEWAL

Formulation of the problem. Socio-economic de-
velopment is the process of continuous change of the
material basis of production and also of the whole set of
diverse relationships between economic entities and so-
cial groups of the population. Socio-economic develop-
ment is the difficult contradictory process, in which in-
teract positive and negative facts and periods of progress
change into periods of regress. Political and military up-
heavals, social conflicts, ecological disasters can halt the
economic development of any country, reject it for
several decades, and sometimes lead to ultimate destruc-
tion. Thus, Donetsk region before the beginning of the
conflict was a powerful natural resource potential of the
country. But the war significantly changed the existing
situation. Therefore, at present the renewal of the terri-
tory of these areas is a matter and the task number one
of the Ukrainian authorities.

Analysis of recent researches. Problems of socio-
economic development of the Donetsk region and the
issues of the renewal of territories are solved by such
researchers as O. Amosha, V. Antonyuk, L. Bezzubko,
V. Gorbulin, S. Ilyin, A. Lavriv, E. Libanova, O. Lya-
shenko, V. Lyashenko, O.Novikova, S. Pirozhkov,
G. Popova, O. Vlasyuk etc.

The purpose of the article is to analyze the socio-
economic status of the Donbas as a result of military
conflicts and to develop priority areas for the renewal of
the territory.

Presentation of the main research material. Be-
fore the military conflict in the Donetsk region was con-
centrated coal mining, coke, chemical, machinery indus-
try, that employed a large number of highly skilled
workers. Favorable geographical position, proximity of
sources of raw materials and sales markets, developed
network of transport communications, high population
density, distinguished Donbas among other economic
regions of Ukraine.

The Donetsk economic region was one of the most
powerful district in the economic complex of Ukraine.
The economy of the Donetsk economic region is a com-
plicated complex, which combines a powerful industry
with the predominance of heavy industry with diversi-
fied agriculture. In the total gross output of the econ-
omy, the industry accounts 89%, agriculture amounts
11%. Branches of specialization are: fuel and energy in-
dustry, metallurgical, chemical, machine building in-

dustry and construction materials industry. The analysis
of the branch structure of the economy based on gross
added value shows the preference of the service sector.
This situation is typical both for the Donetsk region and
for whole Ukraine [1].

During 2014-2015, due to the conflict and hostili-
ties, densely populated and unique in terms of urbaniza-
tion of the Donetsk and Luhansk regions (correspond-
ingly, 90.7% and 86.7% of citizens, as compared to
69.0% in Ukraine) sustained the greatest casualties of
urban settlements on the background of disorganization
of the life of the population and provision of social ser-
vices, full or partial destruction of the housing stock and
strategically important infrastructure objects.

The state of the structural elements of damaged
houses and apartments is rapidly degrading, that in-
creases the cost of their restoration; damage of walls,
roofs and windows leads to heat losses and makes
houses unsuitable for living in the winter period.

Due to the conflicts in the Lugansk and Donetsk
regions, the destruction of transport and energy infra-
structure, a lot of enterprises had to pause or stop pro-
duction processes. Machine building, heavy and mining
industry, especially coal industry as a significant part of
its enterprises is located in the ATO zone, were signifi-
cantly affected. Destruction and damage were experi-
enced by the main enterprises of the industries that form
the budget of the region, the activity of the significant
number of city-forming enterprises was stopped [3].

In Donbas the significant capacities of the metal-
lurgical industry of Ukraine are concentrated — even
without taking into account part of the ATO zone, the
part of the Donetsk region in the volume of sales of met-
allurgical products in 2014 amounted to 34.6% (in the
total volume of industrial production sold in the region
was 42.4%). The conflict led to a significant deteriora-
tion of the main financial and economic indices of the
industry.

In 2014, as a result of hostilities in the region, the
majority of chemical enterprises suspended the produc-
tion process and shipment of finished products due to
man-caused threats. The industrial infrastructure of
some enterprises was damaged (Donetsk State Chemical
Plant), a significant part of the enterprises (including
PJSC Concern Stirol in Horlivka) remained in the occu-
pied territory. As a result the production potential of the
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chemical industry of the region was substantially de-
creased [1].

Different foreign countries have been supporting
Ukraine in the implementation of infrastructure and hu-
manitarian projects to renewal infrastructure of the Do-
netsk region since 2014. The foreign and Ukrainian pro-
grammes were aimed at restoring the eastern regions of
Ukraine, providing equipment for medical institutions,
medical equipment for the eastern regions of Ukraine,
and humanitarian assistance for the internally displaced
persons. The assistance is also aimed at rebuilding of
critical infrastructure in the eastern regions of Ukraine,
which will promote social cohesion and support for

14,9+

small businesses in communities affected by the conflict
in Donbas, building up the educational potential in the
Donetsk region under the control of the Ukrainian gov-
ernment [12].

As a result, the measures taken to renewal life and
damaged infrastructure of the settlements of the region
as of January 1, 2016 were restored (Fig. 1): residential
buildings, electricity supply, heat supply, water supply,
gas supply, drainage, health care institutions, educa-
tional establishments, pre-school educational institu-
tions, vocational schools, physical culture and sports fa-
cilities, cultural objects, trade establishments, objects of
road transport infrastructure, etc [12].

m residential buildings

B clectricity supply
heat supply

B water supply

m gas supply
drainage

B health care institutions

m educational
establishments

B pre-school educational
mstitutions

B vocational schools

B physical culture and
sports facilities

B cultural objects

m trade establishments

B objects of road
transport infrastructure

Fig. 1. Restoration of damaged infrastructure of settlements of the Donetsk region as of January 1, 2016

Recently two destroyed bridges have been restored
in the Donetsk region. These are the bridge in the village
of Semenivka, Kramatorsk City Council, and a 300-me-
ter bridge across the river Seversky Donets in the village
of Zakotne, Limansky district.

As a whole, 2331.9 mln. UAH were allocated for
the implementation of the Program activities, including
362.7 min UAH from the state budget, 1046.5 min UAH

from local budgets, 851.2 mIn UAH from enterprises'
funds and 71.5 mln UAH from other sources [10].
Infrastructure plays a key role in the development
of the economy, as its existence is connected with the
state of productive forces and the territorial division of
labor, as well as the efficiency of the sphere of material
production. The infrastructure of the country's economy,
on the one hand, depends on the pace of modernization;
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on the other hand, it is itself a supplier of economic
growth. Therefore, Ukraine is putting enormous efforts
to restore it [1].

The Donbas catastrophe has already caused enor-
mous economic losses in Ukraine and continues to re-
quire a huge amount of funding every day for the
maintenance and rearming of the army, for social assis-
tance, for the renewal of the infrastructure of the af-
fected areas, for assistance to internally displaced per-
sons throughout the country.

Speaking about the social problems of the develop-
ment of the Donetsk region, it is clear that, as a result of
recent events, almost all spheres of social life concern
internally displaced persons (IDPs). The population that
had to leave the Donetsk region as the result of occupa-
tion, during the armed confrontation faced numerous
problems such as possibilities and ways of departure,
looking-for the temporary accommodation, employ-
ment opportunities, educational establishments for chil-
dren, obtaining medical aid, etc. A lot of people were
left without documents. This fact raised the complex is-
sue of reissuing of documents certifying a person,
his/her affiliation to the Ukrainian citizenship, legaliza-
tion of the temporary registration, as well as employ-
ment opportunities [2].

The vast majority of IDPs suffered substantial ma-
terial and moral losses connecting with:

1. by the fact that they left home and property ac-
cumulated over decades in the occupied territory. A lot
of the movables and immovables were damaged (or de-
stroyed) as a result of hostilities;

2. loss of work and a stable source of income, in
connection with which most migrants could not quickly
find employment in a new place, and a significant part
of them are still unemployed;

3. moving and arranging in a new place that needed
a lot of money; long-term unemployment, which led to
a significant reduction of available savings or debt
growth;

4. loss of the usual social and domestic environ-
ment (relatives, friends, colleagues, neighbours, familiar
workers of social services, etc.), that is the necessary
condition for sustainable resettlement;

5. the fact that the majority of IDPs in the occupied
territory have relatives and property requiring periodic
trips to the uncontrolled territory of Ukraine. The cost of
transportation services has increased several times, that
complicates the already difficult material situation of
IDPs;

6. the state does not fully fulfill its financial obli-
gations to IDPs. This concerns the timely payment of
purpose-oriented targeted assistance and the gradual re-
duction of these payments.

As of October 17, 2016, Ukraine registered 1 681
725 internally displaced persons, or 1 360 898 families
from Donbas and AR Crimea [5]. In terms of the number
of migrants, Ukraine takes the first place in Europe and
is among the leaders of the world (Table 1).

Table 1
Countries with the largest number of internally
displaced persons as of December 31, 2015, people

Place Country Number of
IDPs

1 Syria 6 600 000
2 Colombia 6 270 436
3 Iraq 3290310
4 Sudan 3182286
5 Yemen 2 509 068
6 Nigeria 2 095 812
7 Southern Sudan 1 696 962
8 Ukraine 1678 587
9 Democratic Republic of

Congo 1 500 000
10 Pakistan 1459 000

The analysis of the socio-economic situation in the
Donetsk region shows that the region needs the imme-
diate renewal. The destruction of the technologically
outdated economy and the rupture of traditional ties
with the temporarily occupied territories lead not only
to the formation of a fundamentally different economic
complex, but also to the search for new markets for the
supply of the necessary raw materials, components and
sales of manufactured products. Therefore, now it is
very important to consider the countries that provide as-
sistance in implementing these measures and are the
largest sources of funding for the renewal of our terri-
tory [1].

According to the "Extraordinary Credit Program
for the Restoration of Ukraine", which is implemented
by the Cabinet of Ministers of Ukraine together with the
European Investment Bank, projects for financing total-
ing over UAH 627 million have been identified. More
than UAH 204 mln from these funds will be spent on the
renewal of the infrastructure of the part of the Donetsk
region controlled by Ukraine and more than UAH
89 mIn of the Luhansk region. At the expense of these
funds the renewal and reconstruction of schools, kinder-
gartens, dormitories and infrastructure objects, includ-
ing heating and water supply, will be provided. The
Government of Ukraine revealed the amount of financ-
ing for the reconstruction of the Donbas infrastructure
[10].

Restoration of transport and communications. The
restoration of transport and communications operation
in Donbas should be based on the idea of integration into
the system of international transport corridors and the
trans-European transport network. Future prospects of
joining to the European Infrastructure Network will
stimulate the formation of a highly developed economy
of Donbas, promote investment attraction, integration
with the regions of the EU, that will significantly
strengthen Ukraine’s position in the transport and com-
munications market.
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Modernization of the social sphere provides the
restoration of health care objects, education, culture and
sports. Proper development of this sphere will allow the
fully usage of the potential of the region, increase social
mobility of the population, as well as it will formulate
social policy for ensuring sustainable development [10].

The benefits of introducing in the Donbas con-
trolled areas of the community development corpora-
tions and non-profit financial institutions of local deve-
lopment are: the concentration of capital in communities
through the development of residential and commercial
real estate, from affordable housing to shopping centers,
enterprises and industrial parks; direct participation of
the public in making managerial decisions; increasing of
activity of inhabitants and public organizations and em-
powerment of the community to ensure effective social
communication and interaction of all social subjects in-
volved in the renewal of Donbas.

Conclusions and perspectives of further re-
search. Thus, the renewal of Donbas requires the pur-
poseful and systematic work of the authorities, the broad
engagement of civil society and international organiza-
tions, as well as the adaptation and maximum usage of
the experience of other countries.

The Donbas Recovery and Development Program
has become a national project for the comprehensive
modernization of the economy and infrastructure of
Ukraine. At the initial stage of rehabilitation, more than
90% of public funds are sent for the rehabilitation and
reconstruction of life support systems and infrastructure,
as well as not only public funds and international assis-
tance, but also resources of Ukrainian business are ob-
tained.

The renewal and modernization of the housing
stock, economic, transport and social infrastructure are
carried out depending on the degree of damage, based
on the priorities of post-conflict recovery, investment
efficiency criteria and reasonable cost minimization [1].
Due to limited resources, situational instability and so-
cial tension, forming the organizational and managerial
support for the renewal of Donbas it is expedient to im-
plement priority directions of activity that will depend
on the effectiveness of further actions and the require-
ments of decentralization of the management system,
namely:

1) modernization of the state administration sys-
tem;

2) strengthening public oversight of duties;

3) regulation of the powers, competence, duties
and responsibilities of central and regional executive au-
thorities for overcoming the consequences of a military
conflict and renewal of Donbas;

4) providing information security in post-conflict
areas, minimizing information risks and dangers and
preventing them from appearing such risks, strengthen-
ing control over the information space, stimulating mass

media to form a positive attitude of the society towards
the restoration of Donbas;

5) intensifying the attraction of international and
domestic investments for the renewal of production,
transport, social and other infrastructure of Donbas;

6) the formation of relations of subjectivity be-
tween civil society, the state, business according to the
restoration of Donbas, etc.
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The socio-economic consequences of military con-
flicts in the Donetsk region by types of economic activ-
ity are analyzed, the state of damaged and restored ob-
jects of the infrastructure of Donetsk region as a result
of military actions is analyzed, problems of socio-eco-
nomic development of the Donetsk region are deter-
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THE PROBLEMS OF RECOVERY AND DEVELOPMENT
OF THERMAL POWER ENGINEERING AT THE CONTROLLED
TERRITORIES OF DONETSK AND LUGANSK REGIONS

Despite the worldwide shift in the approaches to
thermal power sector functioning and putting the stimu-
lation of renewable and alternative sources of energy
usage as the main priority of global power engineering
development, thermal power plants still play the im-
portant role in electric power production.

Aspirations to diversify the ways of electric energy
production and to lead energy production to the princi-
pally new level of development, are characteristic also
for Ukraine. However, the structure of electric energy
production remains practically unchanged. Its maximal
part is related with atomic power plants (about 55%).
The share of thermal power plants is also high (35%).
Traditionally the most demanded energy sources in
Ukraine are fossil resources: natural gas and coal, pre-
senting together 2/3 of total energy balance of the coun-
try.

The structure of electric power production in Do-
netsk and Lugansk regions witnesses the orientation of
energy production of these both regions on the tradi-
tional production by thermal power plants (TPP). This
production depends on stable coal supplies. Taken into
account the huge losses of coal industry of Ukraine due
to the military conflict at the East of the country, the
thermal power engineering development at the con-
trolled territory of Donetsk and Lugansk regions re-
quires the correct assessment of the opportunities of its
recovery and of its further prospects in the conditions of
changes in economic, industrial and natural potentials of
Donetsk and Lugansk regions.

Considering the importance of energy sector for
the economic development of the country, the problems
of its reforming and efficient functioning are paid by
large attention both in research and practical aspects.
The All-Ukrainian energy Assembly [1] provides at the
regular basis the surveys of energy sector. The experts
of O. Razumkov Center have done significant research
interventions, where based on complex analysis of en-
ergy sector functioning in Ukraine in 2016, the achieve-
ments and lost opportunities of each sector have been
determined, taken in account the specific of Donetsk and
Lugansk regions [2].

Last time the studies of energy security problems
in the view of Eastern regions’ involvement in hybrid
war have got widespread. At the early beginning of Rus-
sian aggression the energy component of the war of a
new generation have been reviewed [3]. The issues of
energy sector as one of priorities of Donbas socio-eco-
nomic potential’s recovery have been raised [4]. The

problems of destroyed/damaged potential at the uncon-
trolled territories recovery after control reestablishment,
situation and problems of energy sector at the controlled
territories of Donetsk and Lugansk regions have been
studied [5]. Meanwhile, beyond the marks of research
studies remains the assessment of weaknesses and op-
portunities of energy sector of controlled territories of
Donetsk and Lugansk regions, that influence directly on
the sector’s recovery and prospective. Thus, the goal of
the article is to determine the risks and opportunities of
thermal power engineering recovery at the controlled
territory of Donetsk and Lugansk regions and the pro-
spect of its further functioning in the new economic and
political conditions.

The energy production of Donetsk and Lugansk re-
gions has been based on the usage of traditional types of
thermal electric power, produced by TPPs. In each re-
gion it has been presented by the integrated complex of
generating, networking and technical-maintenance in-
dustries.

In the structure of all-Ukrainian production of elec-
tric energy at TPPs and Combined heat and power plants
(CHPP), electric energy production at the controlled ter-
ritories of Donetsk and Lugansk regions accounted for
more than one third. In 2017 the share has been reduced
at the expense of loss of control over Starobishyvska,
Zuivska TPPs and Zuivska CHPP, producing (data of
2015) more than 5 % on electric energy of these regions.
Taken into account high energy intensity of “basic” in-
dustries of Donetsk and Lugansk regions and export ori-
entation of electric power engineering itself, these losses
are tangible for the economies of the regions and
Ukraine as a whole and will affect the economic indica-
tors (Table 1).

The majority of electric energy generating plants of
Donbas (4 of 6 TPPs, Kramatorska CHPP in Donetsk
region, DTEK Luganska TPP as well as Severodonetska
and Lysychanska CHPPs in Lugansk region) have been
remained at the territory, controlled by Ukraine.

Besides that, some industrial plants of Lugansk
(CJSC “LINIK”, JSC “Rubezhnoe Cardboard & Pack-
age Mill”, “Research and Production Enterprise “Zarya”
Ltd, State enterprise “Chemical plant “Pivdennyy”) and
Donetsk  (JSC “Avdiivka Coke Plant”, CHPP
“Azovstal”) regions, controlled by Ukraine, have unit-
stations, producing electric energy, used by them for
their own needs. Its share in total electricity, produced
by each region, is not significant and does not reach over
5%.
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Table 1

Electric energy production by TPP and CHPP at the controlled territories of Donetsk
and Lugansk regions in 2015-2016, KWt*H min

2015 2016 2016 to 2015, %

TPP total in Ukraine, incl.: 49 386,237 49 902,321 101,04
TPP in Donetsk region 15 595,15 13 856,30 88,85
TPP in Lugansk region 2 591,058 3 338,427 128,84
JSC “Donbasenergo”, incl.: 4 288,379 2 991,322 127,1
Starobishyvska TPP 1 934,938 - -

Slovianska TPP 2 353,441 2991,322 127,10
JSC “Tsentrenergo”, incl.: 8§422,152 9 858,364 117,05
Vuhlehirska TPP 4 446,922 4 879,356 109,72
OJSC “DTEK Shidenerho”, incl.: 9 450,906 9 324,053 98,66
Zuivska TPP 890,461 - -

Kurakhivska TPP 5 969,387 5 985,626 100,27
Luganska TPP 2 591,058 3 338,427 128,84
CHPP total in Ukraine, incl.: 6 075,221 6 709,309 110,44
CHPP in Donetsk region 343,92 386,175 112,29
CHPP in Lugansk region 197,377 68,690 34,80
JSC “DTEK Donetskoblenerho” 317,485 386,175 121,64
Zuivska CHPP 26,437 - -

Siverodonetska CHPP 197,377 68,690 34,80
Total in Ukraine 55 461,46 56 611,63 102,07
Total in Donetsk region 15 939,07 14 242 .48 89,36
Total in Lugansk region 2 788,44 3407,12 122,19

The main projected fuel for Donetsk and Lugansk
regions electric power plants are coals of ranks “A” (an-
thracite) and “G” (gas coal), however all of them can
operate with gas-oil fuels as reserve ones. Furthermore,
controlled territories of Donetsk and Lugansk regions
own a rich energy potential, that can be efficiently used

Energetic capacity of Donetsk and Lugansk regions, controlled by Ukraine

in the reconstruction of TPPs, that worked with anthra-
cite coal (Table 2). The reconstruction, scheduled by the
Plan of Development of Generating Capacities at Ther-
mal Power Plants till 2026, expands the opportunities of
generating plants of Donetsk and Lugansk regions in the
modern conditions [6].

Table 2

Electricity
City/District
Coal depos- Ranks of coal TPP ca- | Unit-stations
its (balance, pacity capacity,
mln tons) MWt MWt
Vuhledar 2909 Gas, Gas-flame
Pokrovsk 429.1 Coke, Fat, Gas
Myrnohrad 220,2 Gas
Selidove 403,7 Gas, Flame
Dobropillja 640, 7 Gas, Gas-flame
Svitlodarske 3600
Myronivske 160
Mykolaivka, Sloviansky Distr. 800
Kurakhove, Mariinsky Distr. 1460
Kramatorsk 28,5
Mariupol 172,0
DONETSK REGION, TOTAL 1984,6 Gas-flame, Coke, Fat, Gas, Flame 6020 200,5
Zolote 100,0 Gas-flame, Gas
Hirske 454 Gas-flame, Gas
Toshkivka 30,2 Flame, Gas-flame
Lysychansk 179,7 Flame, Gas-flame, Gas
Shchastja (Luganska TPP) 1360
Severodonetsk 260
Lysychansk 110
LUGANSK REGION, TOTAL 355,3 Gas-flame, Gas, Flame 1620 110
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The state of TPPs, located at the controlled terri-
tory, differs and has been determined, first of all, by
their position related to demarcation line and places of
fighting. However, all TPPs operate in complicated con-
ditions, caused by the damages of infrastructure, rupture
of well-established business communications, difficul-
ties with fuel supply due to fighting and locking coal
transportation from temporarily uncontrolled territories
of Donetsk and Lugansk regions since the beginning of
2017.

Vuhlehirska, Myronivska, Luganska TPP have
been located at the confrontation line, thus their prob-
lems have been determined by the consequences of
fighting. Primarily these are:

damages, inability/difficulty of recovery works;

damages, that cannot be recovered (DTEK Lugan-
ska TPP);

shortage of coal supply;

minimal regime of power units capacities’ utiliza-
tion due to logistic limitations of fuel supply;

inability to ensure safe labor conditions (violation
of “silence regime”, mining of “grey zone”);

shortage of substations and high-tension cables.

The periodicity and efficiency of these TPPs’ op-
eration depends of conflict escalation and shortages of
any types resources’ supply (coal and chemicals), ne-
cessary to recover the production process at electric ge-
nerating plants, damages of electric equipment, shortage
of spare parts for repair and impossibility of its stable
supply, as well as lack of personnel (about 70%).

Slovianska TPP has the problems, conditioned by
the consequences of fighting. As actual for this TPP, are
also the problems of fuel shortage, caused by locking of
anthracite supplies from uncontrolled territories. Lo-
gistic limitations are minimal after rearranging of the
power units on gas coal.

Restructured in 2015, DTEK Kurakhivska TPP is
one of the most prospective of TPPs of Donetsk region.
Based on the program of wide scale technical re-equip-
ment of generating capacities, the latter have been in-
creased, maneuverability range has been expanded, eco-
nomic and environmental indicators have been im-
proved. Since 2017 the technological processes should
be audited for the compliance with world standards and
complex energy saving program should be elaborated.
In the new conditions Kurakhivska TPP has the prob-
lems getting the optimal capacity utilization level.

Starobishyvska and Zuivska TPPs have been lo-
cated at the territory, not controlled by Ukraine.

To some extent the shortage of electric energy in
the energy system on the regions could be compensated
by the improvement of productive capacities’ utilization
of neighboring regions’ TPPs, that mainly operate in
suboptimal regimes and have been loaded by 20-25% of
design conditions. This should be considered as real, as
soon as other energy generating plants of Donetsk and
Lugansk regions operate with coal ranges, extracted at

the controlled territory, as well as gas-oil fuels, that al-
lows some maneuvers in fuel supply.

However, even after the termination of fighting,
the recovery of thermal energy engineering should be
complicated by high physical deterioration and obsoles-
cence of energy equipment, causing significant non-pro-
ductive losses of fuel and energy resources (the degree
of fixed assets’ of the sector wear in Donetsk and Lu-
gansk regions accounts for more than 50 %). The majo-
rity of energy facilities does not comply with European
environmental standards, have severe negative impact
on environment and requires modernization.

In the conditions of financial resources’ shortage
for TPPs reconstruction, the further exploitation of ob-
solete technologies will exhaust the resource of fixed as-
sets’ usage in electricity and heat generation and aggra-
vate the problem of efficiency of its exploitation (incre-
ment of losses during the transportation of fuel and
energy resources, its distribution and electric energy and
heat utilization, increase of emissions of pollutants). The
analysis of strengths and weaknesses of thermal power
engineering recovery/development at the controlled ter-
ritory of Donetsk and Lugansk regions has been in-
tegrated in Table 3.

Taken into account comparatively low cost of
1 KWt*h of electricity, generated by TPPs, the general
state-level priority of TPPs modernization till 2026 cre-
ates some opportunities for thermal power engineering
development during Donbas economy recovery. Fur-
thermore, according to electric energy production fore-
cast till 2035, electricity generation at TPP/CHPP in
Ukraine will be reduced insignificantly [7].

Accounting the world trends of TPPs share reduc-
tion in electric power generation requires the analysis of
opportunities for the development of alternative energy
engineering in Donetsk and Lugansk regions, based on
usage of non-traditional and renewable energy sources —
one of basic directions of technologies’ development
worldwide. Integrated with informational and nano-
technologies, this could be an important component of
neo-industrial model of economic development of Don-
bas.
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Table 3

SWOT-analysis of thermal power engineering at the territories

of Donetsk and Lugansk re

sions, controlled by Ukraine

Strengths

Weaknesses

Location of the majority of energy generating plants of
Donetsk and Lugansk regions at the territory, controlled by
Ukraine;

Location of main consumers of electricity, produced by
TPPs (with energy intensive production), at the territory of
the regions;

National-level aspiration to TPPs modernization, ac-
cording to European Parliament and EU Council Directive,
limiting emissions of atmospheric pollutants at large com-
bustion plants;

Positive experience of TPPs modernization (Staro-
bishyvska & Kurakhivska) compliant with the European
standards of energy generating plants’ operation concerning
the limits of atmospheric pollutants emission;

Positive experience of Kurakhivska TPP reconstruction
concerning the improvement of its reliability and increase of
equipment lifetime, expanding maneuverability range, re-
ducing energy intensity;

The majority of energy generating plants of Donetsk and
Lugansk regions operate with the coal of ranges, extracted at
the territory, controlled by Ukraine;

The significant stock of explored reserves of coal at the
territory of Donetsk and Lugansk regions;

Adopted Plan of generating capacities’ development till
2026, envisaging TPPs” modernization and reconstruction;

Planned re-equipment of TPPs, ordered to transfer to the
coal of gas range;

Planned increase of the capacities of Vuhlehirska, Ku-
rakhivska, Slovianska, Luganska TPPs at the expense of en-
ergy units’ rearrangement for gas range coal or low-calorie
coal and screened coal;

Planned building of a new power unit at Slovianska TPP;

Ability of all TPPs of Donetsk region and Luganska
TPP, remained at the controlled territory, to operate both
with coal and gas-oil fuels, that enables some maneuverabil-
ity in fuel supply strategies;

Opportunity to develop energy engineering using the fa-
cilities of distributed generation of low and medium capacity
(unit-stations at the plants of coal, metallurgical and coke in-
dustries)

Significant physical wear and obsolescence of energy
equipment, causing large non-productive losses of fuel and
energy resources (the degree of wear of fixed assets of the
sector in Donetsk and Lugansk regions accounts for more
than 50 %);

The majority of TPPs does not comply with European
environmental standards and make severe negative impact
on environment;

Major part of existing energy facilities requires modern-
ization;

Modernization of TPPs requires large investments;

Worldwide trends of TPPs’ share reduction in electricity
generation;

Reduction of demand for energy resources, conditioned
by demand decline at the international markets of products
of basic sectors of Donetsk and Lugansk regions;

Inefficient usage of productive capacities of TPPs (oper-
ating at the load of 20-25 % of design conditions reduces the
efficiency of facilities, mechanisms, equipment, working in
suboptimal regimes, the share of nonproductive unit costs in-
creases);

Weakens the development potential of the sector due to
the location of 3 of 5 energy generating plants at confronta-
tion line and one — at the stage of liquidation (SE “Lysychan-
ska CHPP”);

Reduction of coal extraction and its shortage for stable
TPPs operation;

Increasing problems of TPPs’ supply with coal fuel due
to the problems in coal industry and transport infrastructure
destruction;

Damages of energy facilities of TPPs, located at con-
frontation line;

Lack of personnel of energy generating plants (about
70%) in the conditions of fighting;

Shortage of spare parts for repair and impossibility of its
stable supply, conditioned by fighting; complications of
other resources’ supply (coal and chemicals), necessary for
production process recovery at energy generating plants;

Significant losses during transportation, distribution and
usage of electric energy and heat

Opportunities

Threats

Shortage of financial resources for electric energy con-
suming enterprises to implement energy-efficient measures,
causing the conservation of high energy intensity;

Comparatively low cost of 1 KWt*h of electric energy,
generated by TPPs;

Undeveloped alternative energy sources

Deterioration of the problems of TPPs supply with any
resources due to the next escalation of armed conflict, or its
expansion to new territories of the country;

Shortage of financial resources for TPPs’ reconstruction;

Further exploitation of obsolete technologies at TPPs;

Exhausting of the lifetime of fixed assets in electricity
and heat generation, that can cause the reduction of effi-
ciency and deterioration of pollutants’ emission;

Increase of losses during the transportation of fuel end
energy resources, distribution and usage of electric energy
and heat;

Risks of price increases for energy resources
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HEPYIOUMX TMOTY)XHOCTEH Ha TEIUIOBUX EJIEKTPO-
craHmisx Ha mnepiox 1o 2026 poxky. URL: http://mpe.
kmu.gov.ua/minugol/doccatalog/Dodatok-1-Plan-rozvy
tku-TES-ta-TETS.pdf. 7. [Ipo cxBanennss Eneprerny-
HOI ctparerii Ykpainu Ha niepiog mo 2035 poky “bes-
meKa, eHeproe()eKTUBHICTh, KOHKYPEHTOCIIPOMOXK-
HicTE”: Posnmopsmkenns Kabinery MiHicTpiB Ykpainu
Bix 18 cepmus 2017 p. Ne 605-p. — Pexxum nocrtymy:
http://zakon.rada.gov.ua/laws/show/605-2017-%D1%
80.

CuiroBa O. 10. IIpo0GjeMu BiZHOBJIeHHSI Ta
PO3BUTKY TENJI0BOI €HePreTHKH HA MiIKOHTPOJIbHiil
Tepurtopii Jlonenbkoi Ta Jlyrancskoi odaacreii

3niCHEHO OIIHKY MPECTABICHOCTI TEHEPYIOUHUX
MIATPUEMCTB TEIUIOBOI CHEPIeTUKHU HA IMiJKOHTPOIbHIN
tepurtopii Jonenpkoi Ta Jlyrancekoi oGmacrteit. Orii-
HEHO CIPOMOXHICTh Ta TMEPCIEKTUBU BiJIHOBJICHHS
TEIUIOBOI EHEPTETHKH B HOBUX €KOHOMIYHHX Ta TIOJITH-
YHAX yMOBAax, IO XapaKTePU3YIOTbCS BTPATOIO Yac-
THHM IOTEHLIAIIB CX1IHUX oOsacTeil. BusBieno cinadki
CTOpOHH Ta 0OMeKyBadi (pyHKIIOHYBaHHS rany3i B HO-
BHX YMOBaX. BcraHOBIEHO pH3HKH (3arpo3u), Mo Mo-
XKYTh CTPUMYBATH, YCKIaTHIOBAaTH a00 YHEMOKIIHBIIO-
BaTH ii PO3BUTOK.

Kniouosi cnoea: TemnoBa eHEpreTHKa; INEpPCIIeK-
THBU BiJHOBJICHHS; MiJAKOHTPOJLHI Tepurtopii; JloHe-
nbka Ta Jlyrancpka o6nacTi; BTpaTa 4acTKM €KOHOMId-
HOT'O Ta PeCypCHOr'0 IOTEHIliaIy.
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Cuerogas E. FO. IIpo61eMbI BOCCTAHOBJIEHUS U
Pa3BUTHUSA TENJIOBOIi YHEPreTUKU HA MOJKOHTPOJIb-
Hoil Tepputopun lonenxoii u Jlyranckoii obnacreii

OcyuiecTBiieHa OLIEHKAa NPEACTaBICHHOCTH T'eHe-
PUPYIOIIMX NPEANPUATHHA TEIJIOBOH JHEPreTHKH Ha
MOAKOHTPOJIBHBIX Teppuropusx Jlonenkou u Jlyran-
CKoO# oOnacteil. BeiABNIEHBI EPCIIEKTUBBI BOCCTAHOBIIE-
HUS TEIUIOBOM 3HEPreTHKH B HOBBIX SKOHOMUYECKHUX U
MOJIUTUIECKUX YCIIOBHSX, XapaKTCPU3YIOMIMXCS OTeE-
pell YacTy MOTEHIIMAIOB BOCTOYHBIX 00JIacTeld. BhisiB-
JICHBI cl1abble CTOPOHBI M OTPaHUYCHUS (PYHKIIMOHUPO-
BaHUS OTPAaciId B HOBBIX YCIOBHSIX. YCTAHOBJIEHBI
PUCKH W YTPO3bI, KOTOPHIE MOTYT CAEPKHBATH WU
YCIIOXKHATH €€ Pa3BUTHE.

Karouegule cnosa: TemnoBas SHEPreTHKA; epCieK-
THUBBI BOCCTAHOBJICHHST; ITOJKOHTPOJIBHEBIC TEPPUTOPHH;
Honenxa u Jlyranckas obnacte; yTpaTra SKOHOMHYE-
CKOT'0 M PECYPCHOT0 MOTEHLIMAIA.

Snihova O. The problems of recovery and devel-
opment of thermal power engineering at the con-
trolled territories of Donetsk and Lugansk regions

The assessment of representation of thermal power
plants at the controlled territories of Donetsk and Lu-
gansk regions has been done. The opportunities and pro-
spects of thermal power engineering recovery has been
estimated in the new economic and political conditions,
characterized by the loss of a part of Eastern regions’
potential. Weaknesses and limitations of the sector func-
tioning in the new conditions have been revealed. Risks
(threats) that can impede, complicate or disable its de-
velopment, have been determined.

Keywords: thermal power engineering, recovery
prospects, controlled territories, Donetsk and Lugansk
regions, loss of a part of economic and resource poten-
tial.
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Introduction

Coal production in Ukraine is not only loss making
and subsidized as a result but it is also a very power-
consuming. This became clear as early as the 80 of the
last century. At the time of a considerable reduction of
coal production, consumption of rolled metal grew by
20%, consumption of electricity grew by 4% (specific
consumption grew by 10%), steel intensity of mining
equipment grew by more than 1 min. tons, etc [1].

The problem of wide-scale liquidation of coal
mines at Donbass became very acute [2]. But the
demonstrative survey of coal mines of Sverdlovantra-
tsite amalgamation [3] which was held in the post-soviet
period was used as an argument in favour of further ex-
ploitation of these coal mines since direct and indirect
electricity inputs for production of 1 ton of anthracite
including those materialized in various stuff, equipment,
buildings, structures, etc. amounted for one eighth/ ninth
of a corresponding electricity costs at a thermal power
station.

The situation in coal production and thermal power
engineering sectors deteriorated considerably since
then.

The problem of whether production of coal in
Ukraine is reasonable or not is still quite topical. This
thesis is substantiated by the article [4]. On the contrary,
the situation in Donbass and requirement of increasing
the anthracite imports from the USA make this problem
even more acute. A methodology in use still does not
give a clear understanding of factors influencing the
energy efficiency of the Ukrainian coal production on a
large scale.

Thus the main objective of this work is to review
the current situation in the industry and to make out the
methodology to be used in determining the basic factors
which influence the fluctuations of energy efficiency in-
dexes of the Ukrainian coal mines.

Methods of analysis

One of the initial tasks to be fulfilled as a result of
this research is to achieve the acceptance as a category
of the proposed system of energy efficiency evaluation
of all processes under study.

According to V. Pak, the Ukrainian scientist in me-
chanics and specialist on coal industry, the concept of
exergy should be used in this regard [5]. His suggestion
has possibly been influenced by a book of Polish scien-
tists J. Szargut and R. Petela “Exergy” translated ver-
sion of which was published in the USSR [6, original
edition 7].

Being a category of thermodynamics, exergy as a
derivative of a Greek word “work” having a prefix sig-
nifying the highest degree of something, means a maxi-
mum amount of work which can be accomplish by a sys-
tem when it transforms from the existing state into a
state of equilibrium with all components of the environ-
ment, i.e. with a source and the final receiver of any
stream of energy such as water, vapour, raw materials,
chemical products, various kinds of energy. It is well
known, for example, that a burning fuel extracts more
heat in the oxygen medium than in the open air. At the
same time the summarized exergy of the system is less
since some extra work should be performed for obtain-
ing oxygen from the air.

The situation with coal production is similar. It re-
quires more inputs of coal, materialized in electric and
thermal energy, metal, etc.

The notion of exergy was modified by C.J. Cleve-
land, C.A. Hall , R. Costanza and R.K. Kaufmann into
the notion of EROEI (energy returned on energy in-
vested), or EROI (energy return on investment) almost
20 years ago [8]. This notion came into general use since
then as a synonym of energy efficiency.

"One potentially useful alternative to conventional
economic analysis is net energy analysis, which is the
examination of how much energy is left over after cor-
recting for how much of that energy (or its equivalent
from some other source) is required to generate (extract,
grow or whatever) a unit of the energy in question. Net
energy analysis is sometimes called the assessment of
energy surplus, energy balance, or, as we prefer, energy
return on investment (EROI or sometimes EROEI)" [9,
p. 25].

Keeping the above in view, EROI category is ac-
cepted in this work as the basis to evaluate coal mining
efficiency.

To demonstrate the right approach in evaluation of
EROI the diagram of Grassmann is suitable [6, c. 310].
Grassmann diagrams which are also known as Grass-
mann-Szargut diagrams usually show the system’s
streams of resourses on a scale horizontally and in pro-
portion to their numerical values. The diagrams gra-
phically demonstrate the amounts of energy losses and
their location as well as reallocations between the ele-
ments of the system (object) under study.

A coal mining enterprise can be shown in the form
of distributed coal streams symbolizing energy re-
sources (Fig. 1): one stream of coal consumed at a coal
mine itself, the other one transported to the metallurgical
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(by-product coking plant), to the power station, and the
one domestically consumed by the personnel of all tech-
nologically combined enterprises, etc.

The elements of the Grassmann diagram are as fol-
lows: Ex — energy net-output of the system; Eme: — en-
ergy inputs in metallurgical production, Es, — energy in-
puts in coal mining and coal washery; E,s — energy in-
puts for functioning of thermal power station and trans-
formation of coal into electric energy; E, — energy in-
puts to meet the requirements of personnel which is en-
gaged in servicing of the system.

Fig. 1. Grassman diagram

The formula corresponding to Grassmann diagram
looks as follows:

Ex:R—Epc_Emet _Ep _Evh' (1)

EROI index of coal mining and processing system
equals to:

EROI:Ex/(EpC -E . —Ep ) )

Review of the system from the energy point of
view gives a clear and stable (not depending on the state
of the markets) presentation of the enterprise efficiency.
This includes the understanding of whether a further
existence of the enterprise is feasible from the resource
point of view.

Thus a coal mine needs a certain electric power re-
sources to produce a certain quantity of coal. In order to
deliver a required quantity of electricity to the coal mine
some volume of electricity should be ordered by a coal
mine supplier of electricity from a thermal power sta-
tion. This amount should exceed the amount required to
the coal mine itself by the amount which will be lost

21

during its transportation in the electricity network. In or-
der to meet the requirements of the electricity supplier,
thermal power station should produce the amount of
electricity ordered by the electricity supplier plus the
amount required for its own needs.

Fuel consumption at a thermal power station de-
pends on its technological efficiency and quality of a
fuel. For the Ukrainian thermal power stations it is three
times higher than the output of a secondary energy re-
sources when calculated in coal equivalent units (tce).

A coal mine consumes not only an electricity but a
thermal energy on a large scale. That is why some quan-
tity of coal produced by a coal mine should be used as a
boiler fuel at a coal mine itself in order to ensure its
operation.

To cover its requirements in metal products a coal
mine transports another portion of produced coal to a
by-product coking plant to use it as a coal blend for co-
king. Besides some coal will be transported to electric
power station and will be used to generate electric en-
ergy to cover the requirements of by-product coking
plant, metallurgical plants, energy transportation losses
in electricity networks plus the requirements in electric
energy of thermal power station itself.

Besides some quantity of coal goes to the power
station for generation of energy used in the process of
coal beneficiation and transportation, as well as in pro-
duction of some auxiliary materials used in various tech-
nological processes at a coal mine, etc.

Some coal is needed to meet the requirements in
electric and thermal energy of metacorporation person-
nel.

If coal mine ensures a sizable net-output of useful
resource, then some unprofitability of it can be consi-
dered acceptable. At the same time a combination of low
economical and energy efficiency and moreover an
energy cannibalism are absolutely impermissible.

Direct inputs of electric energy at the enterprise are
considered a basic index for calculation of coal EROL

Despite well-known declarations on the unique na-
ture of each of Donbass coal mines, it was proved in the
article [10] that the level of electricity consumption at
the underground coal mining enterprises follows certain
rules.

Statistical analysis of data from 93 separate coal
mines [11] made it possible to find a correlation between
energy, geological u mine technical factors. This analy-
sis was accomplished at the period when the mine list of
the Ukrainian coal industry was quite representative in
quantity.

W =0.260- P+0.224- H+0.679- N, 3)
where W — a total electricity consumption at a coal
mine;

P — production capacity of a coal mine;

H — a maximum mining depth;

N — anumber of simultaneously developed coal
seams.
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Indexes which are present in the formula are given
in a standardized form (from minus one to plus one,
irrespective of the factors’ nature). Standard errors of
variables were used in the process of standardization as
variability interval. At the same time mathematical ex-
pectations of values are used as the natural value of the
factor. A mean level was equal to zero.

The values of regression indexes show that the
number of developed coal seams (variable N) has the
highest effect on coal mines’ energy consumption. This
has a direct connection with the attitude of bed: the value
of this factor is much higher for steep gradient seams
than in the case of flat-lying seams.

A depth of mining and a production capacity of a
coal mine affect the energy characteristics of mining en-
terprise practically in the same way. At the same time
they do not play the primary role in this process. Evalu-
ations of W by N value explain such a high energy in-
tensity observed at coal mines developing steep-pitch
seams.

Five coal mine clusters were formed as a result of
cluster analysis of three determining variables (P, H and
N) (Table 1).

Table 1
Mean values of variables by mine clusters
(in standardized estimation)

Cluster Number
No. of;oal w P H N
mines
1 14 0,021| 0,530 1,614 -0,455
2 36 -0,199( -0,301| -0,394| 0.101
3 10 0.285| 2.098| -0.534| -0.261
4 23 -0.842| -0.838| -0.754| -0.750
5 10 2.339| 0.171 0.945| 2.261

It is clear that energy consumption in the first clus-
ter is almost on a mean level according to our data base
(45,5+13,4 GWh or 5,6+1,6 thousand tons of coal
equivalent per year). This cluster included the following
industrial objects - 14 coal mines which existed at the
moment. All of them had relatively high production ca-
pacity (7404155 thousand tons) and developed limited
number (2,7+1,9) of deep-lying (1088+165 m) coal
seams.

Energy consumption in the second cluster is below
average (33,8+12,9 GWh or 4,2+1,6 thousand tons of
coal equivalent per year). A production capacity here is
also below average (522+145 thousand tons), depth oc-
currence is less than an average one as per our data base
(587+120 m). At the same time a number of seams
which are developed is sizable (4,4+1,9).

The second cluster has the second by rank grada-
tion average mine wise number of coal seams. By this
index the second cluster is next to the fifth cluster only.
Actually it is explained by the fact that the second clus-

ter also includes some coal mines which develop steep-
pitch seams like “Bulavinskaya”, “Enakievskaya” and
other mines of “Ordzhonikidzeugol” amalgamation. A
number of objects in the cluster is 36.

The third cluster combines 10 objects having the
highest production capacity (1153+146 thousand tons)
and developing a limited number of seams (3,3+1,2),
which are lying at the average depths (672+164 m).
Thus by an electric energy consumption the third cluster
coal mines occupy the position which can be characte-
rized as exceeding by approximately one third the ave-
rage level by a number of objects (51,1+15,0 GWh or
6,3+1,8 thousand tons of coal equivalent per year).

The fourth cluster combines objects with charac-
teristics in the bottom of the range: these are shallow
coal mines (498+147 m) with a minimum number of
coal seams (1,8+0,8) and a low production capacity
(380+113 thousand tons). Energy consumption at such
coal mines constitutes (16,4+7,9 GWh or 2,0+1,0 thou-
sand tons of coal equivalent per year).

The fifth cluster is featured by an impressive depth
of mining (921+132m) and a great number of simulta-
neously developed seams (10,9+1,4). The depth of min-
ing here is approaching the top of the range and the pro-
duction capacities are high enough - 646+138 thousand
tons (at least they are above the average). This substan-
tiates such a high energy inputs in coal production. They
greatly exceed the overall level of energy consumption
in a coal industry (112,5+18,9 GWh or 13,8+2,3 thou-
sand tons of coal equivalent per year). This cluster com-
bines 10 coal mines.

Conversion of electricity units into equivalent fuel
indexes was made taking into account the ratio 1 kWh
=123 grams of coal equivalent, which comes from the
conversion of SI units (1 kwh = 3,6 MJ; 1 kg of coal
equivalent = 7000 kcal or 29,3 MJ).

E=0.123-W. @)

where E — electric energy consumption, expressed in the
units of equivalent fuel, thousand tons of equivalent
fuel.

There is a statistical difference (with a probability
of 95%) between all the clusters in the level of energy
consumption and a striking difference of the fifth cluster
from all the other ones.

Beside the general energy consumption clusters
differ from each other by energy consumption in various
technological processes.

About 29% of energy goes on mine ventilation and
only 9% goes on operation of compressors in the first
cluster. At the same time 56% of energy goes on opera-
tion of pneumatic equipment, and 12% of energy is con-
sumed by the ventilators of main ventilation system in
the fifth cluster.

Cluster wise energy intensity characteristics in
kind for the main coal mining processes (Table 2).
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Table 2
Energy consumption characteristics by technological processes, GWh
o | W | W | W | P | W
1 45,5£13,4 | 12,947,1 | 5,64+3,7 4,3+4,1 11,0+5,1 | 3,6+2,3
2 33,8129 | 7,2444 | 49438 | 6,7£104 7,544,5 | 1,9+1,1
3 51,1£15,0 | 16,1+£7,0 | 3,9+3,6 2,7+4,0 10,1442 | 5,443,2
4 16,4+7,9 3,842,7 | 2,2+1,4 0,3+0,9 4,5¢4,6 | 2,0£1,6
5 112,5418,9 | 13,743,8 | 8,1+4,4 | 62,2154 | 11,1454 | 1,4+1,0

The designations are following:

Wi —  Annual energy consumption for Ventila-
tion process, GWh;

Wi—  Annual energy consumption for “Mine
hoist” process, GWh;

Ws—  Annual energy consumption for “Com-
pressed air supply”, GWh;

Wio— Annual energy consumption for “De-
watering” process, GWh;

Wii— Annual energy consumption in under-

ground transportation processes, GWh.
The above mentioned patterns are typical for those
cases when mine production funds are used to a great
extent and implementation rate is close to one. Produc-
tive capacity implementation rate equal to zero (D = 0)
represents the “idle running” operation of the enterprise

2

using the mechanics terminology. With some exaggera-
tion we can assume that when a coal mine is in “full idle
run” operation the only really operating equipment are
the ventilation and pumping installations.

If we know the electricity consumption for these
processes, we can determine the requirements of a coal
mine when production capacity implementation rate
equals zero.

A power production function of a coal mine — is a
correlation between the production output and energy
consumption.

Fig. 2 gives graphs of actual electric power con-
sumption for production of coal at two coal mines be-
longing to marginal fourth and fifth clusters. Standard-
ized coal production at mine S forms the ratio of the an-
nual coal output to production capacity of the mine.

1.8
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14

/
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1
0,8
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0,4
0,2
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0

0 2 4

Standardized coal output, unit fractions

6 8 10 12

Annual electric power input,
thousand tons of coal equivalent

Bum. K. Mapkca @ XapbKoBckas

Fig. 2. Correlation between a production development and electric power consumption
at coal mines belonging to various clusters

Coal mine “Kharkovskaya” situated at Sverdlovsk
of Lugansk region has a capacity of 320 thousand
tons/year and belongs to the fourth cluster. Coal mine
named after Karl Marx situated at Enakievo has a capac-
ity of 900 thousand tons and belongs to the fifth cluster.

The production function of a coal mine shown in
its totality forms a logarithmic function graph beginning
in the point having coordinates (Emp-o); D=0) and going
through the point having coordinates (Ep-p); D=P),
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where Es— summarizes the basic inputs of coal used for
functioning of an enterprise.

D= KeLn(ES) +C,
where D — Annual coal output, thousand tons;
K. and C — Logarithmic function coefficients;
Es— total standardized coal consumption for

production needs which is in correspondence with a to-
tal coal mine output.

®)
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E =E+Fu +prP+Fs1n (6)

where FE3— Total electric power consumption in the
system which includes energy resource production at a
thermal power station and energy losses in the electric
networks;

Fuver — Consumption of coal in metallurgical
production;

frNp — Consumption of coal by personnel for
domestic needs;

Fsn— Coal consumption for coal mine needs.

Table 3 shows the electric energy consumption at a

coal mine in two cases: when a coal mine production
reaches its maximum which corresponds to its produc-
tion capacity and in the “idle-run” operation. Based on
this data one can make a coal mine production function
typical for the particular cluster.

Table 3
Mean cluster wise electric power consumption,
thousand tons of coal equivalent

Cluster Electricity Electricity
No. consumption when | consumption when

D=P D=0
1 5.6 2.0
2 4.2 1.8
3 6.3 2.5
4 2.0 0.8
5 13.8 5.5

Based on the review of observation data published
in [3, p. 16-17], a conclusion can be made with regards
to electric power consumption in coal dressing pro-
cesses, its transportation by rail road, as well as a vo-
lume of electric power materialized in consumed mate-
rials, buildings and structures and equipment which was
put into action during the period of the year. Percentage-
wise, these figures constitute, respectively: 11,1£3,0;
5,1£0,9; 65,348,6; 6,6+1,2; and 10,6+1,8% of direct
electric power consumption at a coal mine.

Still these indexes are typical for coal mines with
flat pitch coal seams.

According to the research made by DonUGTI spe-
cialized laboratory of wood and material stores [12, p. 8]
there exist considerable differences in consumption of
materials depending on bed attitudes. On the basis of
long term observations, functioning of coal mines deve-
loping flat pitch seams goes under the following pattern
as far as a daily material consumption is concerned:

Oy =255+253-D+2.5-L,+1,3-L,t, (7)

where Qumur— A daily consumption of materials at a
coal mine, tons/day;

D1 — A daily extraction of coal at a coal mine,
thousand tons/day;

Lup— An average daily penetrating face ad-
vance, m/day;

L,— An average daily overhaul advance in
mine workings, m/day.
For coal mines developing steep pitch seams

O =51.4+150- D +2.0-L, +12-L .t (8)

All elements of the above formulas may be divided
into 2 groups: the one in which consumption is calcu-
lated in tons of materials and a group of elements refer-
ring to a running meter of mine workings which are be-
ing advanced or overhauled. As a rule a nomenclature of
the latter combines the metallurgical products such as
arch support, rails, pipes.

According to standard requirements of a relatively
small coal mine having a daily output of 1 thousand tons
(or around 250 thousand tons of coal per year) a daily
supply of about 51 tons of mixed cargo and 20 tons of
metal products is needed i.e. a total requirement is
71 tons if coal mine develops flat pitch coal seams and
169 tons of loads if a coal mine develops steep pitch
seams.

Because of geological conditions the difference in
material consumption of an average mine having an an-
nual capacity of 700 thousand tons is about 3,4 times.
At the same time coal mines developing steep pitch
seams consume 2,5 times more electricity.

That’s why in case of coal mine with steep pitch
seams the ratio between the electricity consumption ma-
terialized in goods and consumed directly requires cor-
rection: this ratio should be increased 1,4 times com-
pared to coal mines developing flat pitch seams. At the
same time, keeping in view the abovementioned in-
creased electricity consumption for own needs of coal
mines with steep pitch seams, specific costs for the other
categories at these mines should be reduced.

Data on coal mines of both types is given in
Table 4.

Table 4

Electricity consumption rate, unit fractions,

from direct electricity consumption at a coal mine

Coal mine with | Coal mine with

flat pitch seams | steep pitch seams
Coal dressing 0,11 0,04
Railroad transportation 0,05 0,02
Materials 0,65 0,92
Equipment 0,11 0,04
Buildings and struc-
tures 0,07 0,03

Costs of electric power supply to a coal mine are as
follows:

K =E.(l+p).;1+x).(l+¢) .

where p— electricity inputs for processes of coal
dressing and transportation, inputs of electricity materi-
alized in goods, metal products, buildings and struc-
tures, equipment;

A — electricity losses in its transportation;

)
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¢ — electricity inputs for own needs of a ther-
mal power station;

npes —energy efficiency of thermal power station
with regards to fuel consumption.

Coal mines are heavy users of not only an electric
power energy but of thermal energy and motor oil as
well.

Based on the regression analysis it is determined
that summary inputs of fuel (boiler coal, petrol and
diesel fuel) are comparable with electricity consumption
[13, 14]. With a high degree of accuracy this depen-
dence can be presented in the following way:

E,=1.133-F. (10)

FMET:fMET*QMET’ (11)

where fmer — specific consumption of energy re-
sources in metallurgical production, thousand tons of
equivalent fuel;

Qwmer — annual consumption of metal rolled
stock at a coal mine, thousand tons.

The data provided in the work [15, p. 113] shows
that on the whole 1,3 tons of coal equivalent is con-
sumed in production of 1 ton of rolled stock. At the same
time this data involves net-inputs of electricity. It does
not take into account fuel inputs at generating plants.

Taking into account the data given in the work [16,
p. 52] a summarized specific consumption of material-
ized coal if recalculated considering all cycles of metal-
lurgical treatment can be considered equal to 2,1 tons of
equivalent fuel for 1 ton of rolled stock consumed by a
coal mine. However, there is a reason to divide costs and
under fver understand only the consumption of coal for
the production of coke — 640 kg per ton of coal/ton of
rolled metal [16, p. 157], and the remaining part of the
costs included in the electricity consumption.

The following dependences defining the respective
requirements in metal-roll by coal mines developing
flat-pitch and steep-pitch seams respectively are based
on generalized statistical data.

0, =10"4-P-5-(25+13-k,),

thousand tons, (12)
QEET =10" g 'P'S'(2.0+1.2'kp) ,
thousand tons, (13)

where [ — specific ratio of a coal output and prepara-
tory works made during the year (6,5 m/thousand tons);

kp, — Ratio coefficient between face advance ac-
tivities and underground overhauling activities (accord-
ing to previous experience this ratio can be admitted as
0,5 on the average).

Evaluation of energy inputs for participation of
personnel in production processes is a matter of special
attention. Instead of evaluating a direct labour it is sug-
gested in the work to calculate energy inputs in domestic
needs of company personnel. Coal consumption clearly
prevails in total energy consumption for domestic heat-
ing but at the same time one needs to consider inputs of
electric and thermal energy as well.

According to the terms of the Mining Code of
Ukraine [17, art. 43], all personnel of coal mining (coal
processing) and mine building companies are enabled to
acquire a free coal for domestic needs in quantity of 5,9
tons of coal for 1 person which can be equated with 4,2
tons of coal equivalent.

F,=10"-N, - f,, (14)
where Fp — An annual consumption of furnace and
chimney fuel for personnel needs, thousand tons of coal
equivalent;

N, — Number of free coal receivers, men;
f>— Specific consumption of furnace/chimney
fuel, tons of coal equivalent/men.

During the period of intensive exploitation of mine
fund objects, cluster wise direct labour inputs by
coal mines are equal (with a probability of 0,95) to
2,7+0,3; 3,8+ 0,4; 2,3+0,8; 44+0,9; 3,3+0,2 per-
sons / 1000 tons of produced coal. Any changes in the
production output do not lead to linear changes in per-
sonnel number.

Empirical dependence for coal mines developing
flat pitch seams looks as follows:

Ngy =By - P57, (15)

where Nsp® — A current number of mine personnel,
men;

Bsy* — Labour coefficient in production of coal
at a coal mine having a high degree of production capac-
ity utilization, men/thousand tons.

The dependence for coal mines developing steep

pitch seams (the fifth cluster) looks as follows:
N =By . p.s"71 (16)

Workers of metallurgical, by-product coking plants
and thermal power stations involved in processes asso-
ciated with coal production can be considered a person-
nel participating in coal production on the basis of out-
sourcing agreements. To estimate the number of this
personnel it is acceptable to use data on labour-inten-
siveness of various operations/processes at the corre-
sponding enterprises.

As far as metallurgical companies are concerned,
the labour-intensiveness of metallurgical production is
equal to 7,4 persons per 1 thousand tons of steel (the data
was provided by Monitor Company Group, analytical
firm which made a development strategy of Donetsk Re-
gion).

According to the data published in article [18], a
labour content in operation of power generating enter-
prises in its dependence from the annual quantity of pro-
cessed fuel is as follows:

Nps =0.539-d —7-107 -d* - 94, (17)

where Nps— Number of personnel involved in servic-
ing of energy generating company, men;

d—  Annual consumption of fuel (coal) at the
thermal power station, thousand tons of equivalent fuel.

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



D. Cherevatskyi, O. Atabyekov

Though the personnel involved in metallurgical
production and energy generation is not on the coal mine
staff, their involvement in coal production provides the
ground for considering this personnel as consumers of
domestic coal.

The total number of personnel in production sys-
tem is as follows:

Np=Ng +Nps(d)+ Nyrs Oy ) » (18)

where Nps(d) — Labour-intensiveness in servicing of
power station in respect of a coal mine requirements,
persons;

Nwmet (Omer) —  Labour-intensiveness in  ser-
vicing of metallurgical production in respect of a coal
mine requirements, persons/

Graph-analytic method is most suitable for defin-
ing a production function and determining the coeffi-
cient K. This means the requirement to calculate the
value Es which forms the combined energy inputs of a
coal mine in D = 0 and D = P modes. After this the log-
arithmic dependence graph should be made with the
help of Excel MS software.

The following formula describes a quantity of use-
ful coal mine production:

Ex=R-E. (19)

It is acceptable to use a simplified dependence [19]
in order to recalculate a quantity of produced coal given
in physical terms into coal equivalent terms

B O =(31505.7-332.8-4%)
1000-29.3 '
where f— Transfer coefficient from physical units
into units of coal equivalent;
0" — The lowest heating power of coal at a par-

ticular mine, determined on the basis of coal ash content,
kJ/kg;

(20)

A% — Coal ash content, percent.
R=Q =D-B. (21)

The consumption of energy resources at a coal
mine depends on a number of variables. It is essential to
determine to which extend each of the variables affects
it. To achieve this it is suggested in the work to use the
above model for making a multi-factor experiment by
Box-Wilson method of experiment planning theory [20,
p. 80].

A coal mine when described by its production
function is a device at the outlet of which a response
function (or criterion function when one says about op-
timization) is formed under the influence of inlet signals
(factors).

Numerical factors can be denoted by any of a great
number of acceptable values. Box-Wilson method per-
mits deviation of factors on two levels only: the lower
one which is designated by minus 1 and the upper one —
by plus 1.

To reduce the labour inputs for analysis, it would
be appropriate in the first place to conduct a screening
experiment making use of software Statistica® [21]. The

program enables the maximum of 11 factors to be used
for analysis. On the assumption of this it is reasonable
to form the composition of variables used in the varia-
tion in the following way:

power energy inputs in coal beneficiation

Fr—
processes;

F,_  Pbowerenergy inputs in coal transportation by
railroads;

F3—  power energy materialized in goods;

F,_  bower energy materialized in buildings and
structures;

Fs—  power energy materialized in equipment;

Fye cqal consumption for thermal energy gener-
ation;

Fr lat_)our inputs in coal mining at a specific
mine;

Fo— electric power energy losses in electric net-
works;

Fo consumption of coal used for personnel do-
mestic needs;

Fro— spegiﬁc fuel consumption at thermal power
station;

Fi1—  coal inputs in coke production.

Factor variation levels correspond to those indi-
cated in Table 5. As an object of analysis on the stage of
a screening experiment the following coal mine was
chosen: the one belonging to the third cluster with a pro-
duction capacity of 1150 thousand tons per year and a
respective electric power consumption of 2,5 and 6,3
thousand tons of coal equivalent per year which corre-
spond to a coal mine operation in the idle run mode and
with a full load of production funds.

Table 5
Values of factor setting levels
Nomenclature |The upper| The The Variation
of a factor level (+1)| basic lower interval
level |level (-1)

F,_ unit fractions. 0,08 0,11 0,14 0,03
F», unit fractions. 0,04 0,05 0,06 0,01
F3, unit fractions. 0,57 0,65 0,73 0,08
F4, unit fractions. 0,05| 0,065 0,08 0,015
Fs, unit fractions. 0,09| 0,105 0,12 0,015
Fs, unit fractions. 1,03| 1,135 1,24 0,105
F;, men./th.tons 1,5 2,3 3,1 0,8
Fs, unit fractions. 0,05| 0,085 0,12 0,035
Fo, t.e.f./man. 0 2,1 4.2 2,1
Fio, gr.c.e./.kWh 200 300 400 100
Fiy, t/t 0,40, 0,525 0,65 0,125

Appropriateness of applying a fractional factorial
experiment matrix for factor variation is substantiated
by the necessity to reduce research labour inputs since a
comprehensive plan involving 11 factors variated on
two levels would have constituted 2048 tests.

A matrix containing 16 tests (fractional factor ex-
periment having a view of 2 (1"?) and generated by soft-
ware Statistica® is designated for systematic variation of
variables.
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When the factors affecting the third factor in a big
way are selected in the course of the screening experi-
ment it is required to start the experiments at the coal
mines representing the marginal clusters, the fourth and
the fifth ones. To achieve this the selected factors should
be supplemented by another factor, a qualitative one, the
lower level of which embodies a coal mine of the fourth
factor, and the upper level — a coal mine of the fifth clus-
ter.

The results of experiment at coal mines represent-
ing the marginal clusters are aimed at presenting a full
spectrum of the Ukrainian coal mines characteristics.

Results

The results of screening experiment, fulfilled with
the use of a software pack Statistica 6.0%, show that one
factor only, the tenth one, which is a specific fuel inputs
at the thermal power station, has a statistically signifi-
cant effect on function E (s) in the idle run mode.

The following dependence reflects the values of
the variable

Egpo =20.408+4.614 - F, . (22)

Two factors, the tenth and the ninth, the same spe-
cific fuel consumption at thermal power station and rates
of coal allocated for domestic needs of the personnel,
have statistically sizable effect on accumulated energy
consumption at coal mine operating at full swing.

Energy loads at the coal mine operating at full
swing are formed according to the following depend-
ence

Epp =63.639+8.341-F, +11.934-F,. (23)

Thus a production function of coal mines belong-
ing to the third cluster can be formed by two sets of data,
estimated in thousands of tons of coal equivalent: when
setting factor values at the upper level Ep=o)=25.0;
E o-r)=83.9; and setting factor values at the lower
level Ep=0) = 15.8; Ep=p)=43.4. Corresponding pro-
duction functions are given on the Fig. 3.

1400
2 D = 1138,1In(Es) - 3141,2 D = 949,82In(Es) - 3057,4
S 1200
E 1000 ) /
3
wv
3 800 / /
s / /
§: 600 / /
S 400
S /
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¢ {
0
0 20 40 60 80 100
Summary inputs of energy resources, thousand tons of coal
equivalent
@& YposeHb +1 @ VYposeHb -1

Fig. 3. Production functions of coal mine belonging to the third cluster
(Level +1 and Level -1)

Coefficient K. for the first production function is
equal to 1138, for the second one — 950; coefficients C
are 3141 and 3057 respectively. It is clear that the elas-
ticity of production functions in standardized imaging
becomes less with the increase of effecting factor va-
lues.

Such effect can actually be achieved if one applies
the system which includes the elimination of benefit for
the mine personnel which is a free provision of coal
(zero rate) plus improving the effectiveness of thermal
power stations by reducing fuel consumption rates.

According to the estimates a maximum energy ef-
ficiency of a coal mine is achieved when it operates at a
maximum capacity. Depending on the attendant factors
EROI of a coal varies from 17,5:1 to 8,6:1.

27

Keeping in view the obtained data on effect of va-
rious factors it makes sense to carry out the next expe-
riment. This time it is a three-phase hypothetical (com-
puter) experiment with one qualitative factor by matrix
of a comprehensive factor experiment 23 consisting of 8
tests. The first factor F; is a cluster type (+1 corresponds
to a coal mine of the fifth cluster, and -1 corresponds to
a coal mine of the fourth cluster). The second factor
F> — is a distribution rate of a free coal provided to the
personnel of a coal mine. The third factor Fz— is a fuel
consumption efficiency at a thermal power station.

According to the experimental conditions it is ad-
mitted that a coal mine of the fourth cluster has a pro-
duction capacity of 380 thousand tons of coal per year,
direct inputs of electric power energy at a coal mine
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operating in the idle run mode is 0,8 thousand tons of
coal equivalent and 2 thousand ton of equivalent fuel
when the coal mine operates at a full swing.

The capacity of the fifth cluster coal mine is 650
thousand tons, corresponding direct electricity inputs
are 5,5 and 13,8 thousand tons of equivalent fuel. The
values of those factors which are statistically of no im-
portance for the response function i.e. electricity inputs
for coal beneficiation, coal railway transportation and
those materialized in products, etc. are fixed at the aver-
age level.

The experiment results bring one to the conclusion
that only two factors, the first and the third ones, as well
as their interaction, have statistically sizable effect on
energy consumption of coal mining process. The diffe-
rence between coal mines representing clusters which
are marginal in terms of energy inputs is so sizable that
they overlap the effect of the second factor.

The effect of the first and third clusters correlation
FiF; is also of essence: it is positive which means that
the response function value increases when factors are
set on one and the same level.

The dependence of response functions from the
factors are as follows:

Ep, =23.726+16.931- F +6.151- F, +

The marginal sets of indexes for coal mines of the
fourth and the fifth clusters, calculated in thousands tons
of coal equivalent, amount: when the factor values are
set on the upper level Ep=0) =51.4; Ep=p) =135.3;
when factor values are set on the lower level —
Ep=0=5.3; Ep=-p)=18.6.

The higher capacity and more energy consuming
coal mines of the fifth cluster have more elastic produc-
tion function. That is why smaller coal mines develop-
ing flat pitch seams require a greater increase of energy
inputs (in relative terms) in order to achieve a sizable
increase of coal output. For the coal mines which de-
velop steep pitch seams an increase of coal output does
not require such a high increase of energy inputs.

The effect of the second significant factor F3 is of
no less importance: coal mines are not self-sufficient: a
low effectiveness of thermal power stations’ operation
reduces greatly the effectiveness of the entire coal min-
ing industry. And actually the more energy consuming a
coal mine production is, the more the fuel inputs at the
thermal power stations effect a coal mine operation.
This is reflected by plus or minus symbol showing the
factors’ mutual effect.

Table 6 shows at which conditions the optimum
operation of coal mines belonging to different clusters

4.629.FF- 24)  at various effectiveness of thermal power station opera-
A0 Aty tion can be achieved. Optimality conditions are calcu-
Eg_p) =065.582+42.630- F +15.685- F, + 25 lated with the help of “Search for a solution” module of
+11.363- FF,. (25) Excel MS software.
Table 6
Optimal coal mine operation modes
Optimization conditions Optimal standardized Optimal energy input, EROI
output, fractions of one thousand tons of coal equivalent of a system
Coal mine of the 4™ cluster, high ef-
fectiveness of TPS 0,709 201 9,60
Coal mine of the 5 cluster, high ef-
fectiveness of TPS 0,948 412 4,79
Coal mine of the 4" cluster, low effec-
tiveness of TPS 0,756 208 8,00
Coal mine of the 5" cluster, low effec-
tiveness of TPS 0,989 377 3,08

To achieve the highest possible energy efficiency
it is required to control and adjust the operation modes
at the fourth cluster coal mines which have a more rigid
production function as far as a resource aspect is con-
cerned. The optimal values of standardized coal produc-
tion at such mines varies between 0,71 and 0,76. As to
the fifth cluster coal mines the basic condition for
achieving an effective operation mode is the increase of
an annual coal output to reach a rated level of production
capacity.

This goal is hard or more likely impossible to
achieve since it requires to attract very sizable invest-
ments and involve a lot of additional manpower. Since
these enterprises are loss-making they do not have any
resources of their own to achieve the above. Budget re-
sources are limited and are not sufficient to support even
more efficient coal mines. This is the reason why the

majority of state-owned coal mines have low production
loads and their energy efficiency is at a very low level.

The following Grassmann diagrams (Fig. 4) are in-
dicative of the operating efficiency of the fourth and
fifth clusters’ coal mines when they operate in the opti-
mal operation modes at a high efficiency of thermal
power station operation.

Actually these are the descriptions of how the pro-
duced coal is distributed. The fourth cluster coal mine
consumes 7 thousand tons of equivalent fuel (in coal)
for its own technological needs. Besides it sends: 4 thou-
sand tons of equivalent fuel to electric power station, 4
thousand tons of equivalent fuel to the by-product cok-
ing plant and 7 thousand ton — for the domestic needs of
personnel. EROI of coal mine having a useful coal out-
put at the level of 201 thousand tons of equivalent fuel
equals 9,60.
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Fig. 4 Comparative Grassmann diagrams for coal mines of the fourth and the fifth clusters
when thermal power stations operate with a high efficiency

Out of 650 thousand tons of equivalent fuel pro-
duced by the hypothetical fifth cluster coal mine,
44 thousand tons of equivalent fuel (in coal) is con-
sumed by the coal mine directly (in a boiler house) or
indirectly for its own technological needs. Besides,
26 thousand tons of equivalent fuel goes to electric
power station, 7 thousand tons goes for production of
coke and another 9 thousand tons goes for domestic
needs of personnel. The actual useful output of coal
amounts for 412 thousand tons of equivalent fuel. And
EROI of this coal mine constitutes 4,79.

When electric power stations operate inefficiently,
the inputs Eys,, i.e. the amount of fuel to be used at the
energy generating enterprise increases to 13 and upto 80
thousand tons of equivalent fuel depending on whether
a coal mine belongs to the fourth or to the fifth cluster.
In this case a net energy production of the system con-
stitutes 208 and 376 thousand tons of equivalent fuel
respectively. And EROI is 8,0 and 3,08 respectively.

Discussions

According to the available information EROI of
the American coal is 80:1, and the average EROI world-
wide is 46:1, a Chinese coal has the ratio of 27:1 (ac-
cording to the data of 2007) [22]. Research in the sphere
of various processes in the energy sector of the national
coal mining sector can be concluded in the following
way: EROI index of the best national enterprises ope-

rating in the most favourable geological conditions and
with the most efficient thermal power station is about
18:1. The actual profitability in the Ukrainian fuel and
energy complex is much worse.

In the pre-depression and prewar 2006, a cumula-
tive curve of EROI distribution by groups of coal mines
excavating Steam Coal and Anthracite had the form,
given in Fig. 5.

A general situation with anthracite coal has been
improved by few high-performance coal mines forming
an integral part of Sverdlovanthracite and Rovenkian-
thracite amalgamations. One of them has an EROI index
which corresponds to an average global level of energy
efficiency by coal, two other mines have EROI index on
the level of Chinese coal mining industry. The rest of
coal mines do not show any improvement as far as the
energy characteristics of coal are concerned. There is a
great number of coal mines in both groups having a low
coal output which leads to a sort of energy cannibalism
in coal mining industry.

For the first group a total reported coal production
amounted 18,5 million tons, and EROI turned to be
9,3:1, as for the second group a reported coal production
is 15,5 million tons and EROI is 10,1:1. A general EROI
index of the Ukrainian steam coals is equal to 9,6:1 (ac-
cording to the data of 2006).
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Fig. 5. Cumulative curves, characterizing energy cost-effectiveness of various coal grades mines

Such a low efficiency of the national coal mining
industry is substantiated by unfavourable geological
conditions (great depths and high gassiness of coal
seams), neglect of technical facilities especially of state-
owned coal as well as by the backwardness of thermal
power engineering.

It should not be overlooked that Donbass basin is
one of the oldest in the world, its history goes back to
200 years ago. The deepest coal mine in the world,
“Shakhterskaya glubokaya”, is situated here. Mining ac-
tivities are conducted at this mine at the depths exceed-
ing the minus 1546 meters mark. No other country
“takes risk” of developing such deposits. And until re-
cently Ukraine was one a dozen of the biggest coal pro-
ducing countries in the world. In view of the abovesaid,
coal mining enterprises of Donbass are more likely the
productions of hard, liquid and gaseous coal wastes
(more than 5 T on 1 ton of excavated fossil) than on the
contrary [23].

As shown in the article, a high fuel capacity of elec-
tric power energy production at the thermal power sta-
tions is one of the most powerful factors affecting the
energy profitability of the Ukrainian coal.

Sigmund Freud believed that the technical expan-
sion of Civilization is akin to a culturally acceptable
form of sadism. But est modus in rebus: the desire for
sustainable development requires the legislative re-
striction of enterprises with a low EROI [24].

It makes sense to update the obtained results to the
recent situation in the coal mining industry of Ukraine,
but even the given data is suitable for taking decisions
on restructuring of capital assets in coal mining industry
as well as developing policies on fuel provision of the
national energy sector.
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YepeBarcokmii /. FO., Atadexon O. 1. EROI
YKPaiHCHKOr0 BYTiJLISA

IMonsatrs EROI (energy return on investment)
CTaJl0 3araJbHOBKUBAaHUM CHHOHIMOM EHEPTEeTHYHOI
PEeHTa0ENBHOCTI, IEBHOIO albTEPHATHBOIO TPATUIIIHHOT
€KOHOMIYHOI OLIIHKH.

JocmimpkeHas BUKOHAHO 3 METOI0 CKJIQJaHHS Me-
TOIUYHUX IMOJIOKEHB MO0 BCTAHOBIICHHS 3HAYMMOCTI
OCHOBHHUX YHHHHKIB, III0 BIUTUBAIOTH HAa TUHAMIKY TO-
Ka3HUKIB €HEPreTHYHOI e)EeKTHBHOCTI BYTUIIS YKpaiH-
CHKHX IIIAXT, 1 OI[IHKU peaJIbHOi CUTYAIlil B Tamys3i.

ByrnenoOyBHe MiANPHEMCTBO TIPEACTAaBIEHO SIK
PO3MOAiTeH] TOTOKH BYTLLIA, SIKi CHMBOJI3YIOTh €Hep-
TeTHYHI PECYPCH: 110 BUTPAYAIOTHCS 110 IIAXTi; BiIIpa-
BIISIFOTHCSL HA METANyPridHUN (KOKCOXIMIUHUI) 3aBO/I;
Ha eJIEKTPOCTAHII10; CIIOKHBAIOTHCS B ITOOYTI IIEpCOHa-
JIOM BCiX T€XHOJIOTIYHO MOB'sI3aHUX i JITPHEMCTB TOIIO.

Knouosi crosa: EROI, ByrinpHa 1maxTa, KOKCOXi-
MIYHWIA 3aBOJI, EJICKTPOCTAaHIlisl, TIEPCOHAN, BHTpara
SHepreTHYHNX PECypCiB.

Yepeparckuii I. 0., Aradexo O. . EROI
YKPAUHCKOI0 yIJjs

ITonsitue EROI (energy return on investment)
CTallo O0IIEYIOTPEOUTEILHEIM CHHOHMMOM JHEPIeTH-
YECKOW PEeHTa0EIbHOCTH, ONPEACIICHHON albTepHATH-
BOU TPaJULIMOHHON SKOHOMUYECKOU OL[CHKHU.

Pabota BEITIOSTHEHA C 1IETHI0 COCTABJICHUS METO -
YECKHUX TIOJI0KECHUHN TI0 YCTAHOBJICHHUIO 3HAYMMOCTH OC-
HOBHBIX (DAKTOPOB, BIMSAIONNX HA JMHAMUKY H3MCHE-
HUS TIOKa3aTelel sHepreTudeckoil 3(h@deKTHBHOCTH
YIJIS YKPaUHCKUX LIaXT, U OLIEHKU PeaibHON CUTyaluu
B OTpAacCIIH.

YrinenoOpIBaroiiee npeAnpusaTHe MPEJACTaBICHO B
BUJIE PACIPEIEeNIEHHBIX MOTOKOB YIS, CUMBOJIU3UPY-
FOIIHX SHEPTETUIECKUE PECYPCHI: COOCTBEHHO PACXOITy-
€MbIC Ha IIaXTe; OTIPABJIIEMbIC HA METAJUTYPTHUECKUI
(KOKCOXMMHYECKHIT) 3aBOJ; HA 3JICKTPOCTAHIINIO; pac-
XOJlyeMble B OBITYy MEPCOHAIIOM BCEX TEXHOJOTHYECKU
CBSI3aHHBIX TIPEINIPUSATHHI H T.11.

Knrouesvie cnosa: EROI, yronpHas maxrta, KOKCO-
XUMHYECKUI 3aBOJI, AJIEKTPOCTAHIIMA, TIEPCOHAN, pac-
XOJI SHEPTETHYECKUX PECYPCOB.

Cherevatskyi D., Atabyekov O. EROI of the
Ukrainian coal

The concept of EROI (energy return on invest-
ment) has become a commonly used synonym for en-
ergy efficiency, an alternative to traditional economic
evaluation.

This work was carried out with the goal of drawing
up methodology for determining the significance of the
main factors affecting the dynamics of the energy effi-
ciency of Ukrainian coal and assessing the real situation
in the coal branch.

The coal mining enterprise is represented in the
form of distributed flows of coal, symbolizing the en-
ergy resources: actually spent at the mine; sent to the
metallurgical (by-product) plant; to the power station;
spent in the everyday life of all technologically related
enterprises personnel, etc.

Keywords: EROI, coal mine, by-product coke
plant, power station, personnel, energy consumption.
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THE BASIC ASPECTS OF THE HYMAN MINSKY’S FINANCIAL
INSTABILITY HYPOTHESIS

Introduction: Minsky about Keynes’s theory,
uncertainty, money and investments

Minsky was a leading advocate of Post Keynesian-
ism, one of the main heterodox schools of modern eco-
nomic thought. Developing the underlying principles of
the Post Keynesian school, Minsky showed that
Keynes’s main ideas had been treated incorrectly, while
many of them were simply omitted by J. R. Hicks,
A. Hanses, and other proponents of traditional Keynesi-
anism'.

“Decision-making under uncertainty, the cyclical
nature of the capitalist process, and financial relations of
an advanced capitalist economy” (Minsky, 1975. P. ix)
are what Minsky referred to as the elements of Keynes’s
theory lost in traditional Keynesianism. The very main
aspect is the first one. A capitalist economy exists in a
historical time where “its past is given and cannot be
changed, and... its future is uncertain and cannot be
known.”?

The Post Keynesian perception of uncertainty is
radically different from mainstream (in particular, neo-
classical) one. According to the Post Keynesian ap-
proach, uncertainty is the situation when agents do not
know both quantity of possible future events and proba-
bilities of these events. Therefore, the probability theory
is irrelevant for an analysis of situations in which uncer-
tainty takes place (Davidson, 1991). As Keynes (1937.
P. 213 —214) wrote: “By “uncertain” knowledge, let me
explain, I do not mean merely to distinguish what is
known for certain from what is only probable. The game
of roulette is not subject, in this sense, to uncertainty;
nor is the prospect of a Victory bond being drawn. Or,
again, the expectation of life is only slightly uncertain.
Even the weather is the only moderately uncertain. The
sense in which I am using the term is that in which the

prospect of a European war is uncertain, or the price of
copper and the rate of interest twenty years hence, of the
obsolescence of a new invention, or the position of pri-
vate wealth-owners in the social system in 1970. About
these matters there is no scientific basis on which to
form any calculable probability whatever. We simply do
not know”. We can say that uncertainty is the essential
feature of any economic system characterized use of du-
rable assets and high degree of the division of labor. In
a such system all agents are interdependent in a real
time; future successes and failures of each agent de-
pends upon the decisions of the others, and there are no
opportunities to predict the future variables.

To provide protection from the uncertainty money
is created as an absolutely liquid and reliable asset.
However, money cannot be readily produced, as was
pointed out by Keynes in his General Theory in Chapter
17.3 Consequently, increasing (decreasing) the demand
for money by decreasing (increasing) the demand for
productive assets “responsible” for national income and
employment will lead to a recession (recovery) in an
economy. This lays the basis of the cyclical nature of a
capitalist economy. The point is the following. When
agents increase demand for money or other non-produc-
tive assets, real GDP and employment will not increase.
But decreasing demand for fixed capital and other pro-
ductive assets will lead to falling GDP and employment.
The outcome is a recession. And visa verse: increasing
demand for productive assets — that is, productive in-
vestments — together with decreasing demand for non-
productive liquid assets including money will generate
economic expansion. So, business cycles are turned to
be the endogenous phenomenon which is inherent for
the market capitalist economy. This conclusion is ex-
plicitly inconsistent with the neoclassical doctrine of the
market economy’s stability.

!t is the models of traditional Keynesians that form the basis for introductory macroeconomics courses, and it is according
to these models that Keynesianism is judged. At the same time, it should be remembered that those models do not fit well into
the modern mainstream — although they are slightly better than the theory of Keynes himself or Post Keynesian elaborations —
primarily because many of them are not based on microeconomic foundations.

2 The quote belongs to B. Moore and is taken from: (Arestis, 1988. P. 42).

3 This thesis is correct with respect to commodity money. Credit money is often characterized by endogeneity (see below),
which is why this assertion cannot be applied to it. It is, however, characterized by a zero labor intensity, just like commodity

money.

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



I. Rozmainsky

Investments in more details: endogenous money
supply and two price levels

The described cyclicity can be aggravated by the
complex financial relationships that enable greater in-
vestments during a recovery phase, while resulting in a
heavy debt burden for investors during a recession.
Thus, Keynes’s theory asserts a cyclical instability in-
herent in capitalist economies. Those are the very as-
pects that were lost in traditional Keynesian macroeco-
nomic theory, while the theory of Keynes himself!
wound up as just a specific case of the neoclassical the-
ory.

These circumstances encouraged Minsky to assert
an inherent relationship between traditional Keynesian-
ism and neoclassical theory. He argued that both ap-
proaches were “based upon a barter paradigm — the im-
age is of a yeoman or craftsman trading in a village mar-
ket” (Minsky, 1975. P. 57). His own approach “rests
upon a speculative financial paradigm — the image is of
a banker making his deals on a Wall Street” (Minsky,
1975. P. 58).

Minsky also noted that in some of his articles
(Keynes, 1937; 1939), published after General The-
ory..., the British economist described the processes of
accumulating fixed capital and its financing, thereby
laying the foundation for the endogenous money supply
theory. According to Keynes, the acquisition of capital
is immediately preceded by a businessman receiving the
money (“finance” according to his terminology) from fi-
nancial institutions. The latter’s creation of money by
providing credit to investor firms serves as a necessary
condition for investment. However, Keynes did not ex-
pressly formulate this thesis, which is only implied in
his theory. Minsky stressed this fact, noting that “in a
capitalist economy, money is tied up with the process of
creating and controlling capital assets.” (Minsky, 1986.
P. 223). In other words, money is an asset created within
an economy, i.e. endogenously, to acquire productive
assets (first of all, fixed capital)?.

In the 1950s, Minsky showed that, when faced with
insufficient reserves, financial institutions satisfy the de-
mand by firms for investment-financing money through
financial innovations (Minsky, 1957). For example, ex-
ecuting transactions involving repurchase agreements
(selling and then buying a debt obligation) results in the
seller immediately receiving money that can be loaned.

Later, Minsky and other Post Keynesians pointed to im-
portant financial innovations: using deposit certificates
and foreign exchange loans, securitization (converting
bank loans into securities), and off-balance sheet activ-
ity. This latter type of innovation may be expressed, for
example, through issuing “facilities” to several firms in
the form of an obligation to provide loans in certain
amounts upon their demand, etc. (Chick, 1992). This
type of financial evolution reduces the efficiency of the
central bank’s monetary policy and enhances the en-
dogeneity of the money supply.

Minsky built on the ideas contained in Chapter 17
of the General Theory, showing that the value of any
long-term asset is determined by its own rate of interest.
Simply put, this indicator is the sum of all benefits re-
ceived from an asset, less its carrying costs. Those ben-
efits include not only monetary proceeds (pecuniary
yield) but also the implicit advantages of owning it, e.g.,
high liquidity. It should be stressed that all of the above
benefits are anticipated and not actual values?.

According to Minsky, an asset’s own rate of inter-
est is none other than the demand price for that asset,
reflecting its attractiveness as perceived by a particular
investor (or the market as a whole). There is also the as-
set’s supply price. It is nothing more than the price of its
production and is determined by the sum of the average
cost and (affected by the market power) markup, as is
the case with imperfect competition, which was usually
assumed by Minsky and other Post Keynesians. Thus, a
capitalist economy is characterized by two price levels.
One of these levels depends on the conditions of asset
production, while the other depends on the capitalized
value of anticipated income from their use. The amount
of investment in an asset is determined by the relation-
ship between the demand and supply prices. Strictly
speaking, investments in an asset will be made only if
the demand price is equal to or exceeds the supply price.

However, these price levels are not the only invest-
ment factors. Unless firms seek the assistance of finan-
cial institutions and the market to finance their invest-
ments, there is a serious limitation on investments in the
form of internal financial resources (funds). Whenever
external financing is used for investments, additional
determinants of investments appear, i.e., the lender risk
and the borrower risk*. The first risk relates to the con-
cerns of banks and other financial institutions that the
borrower might not be able to repay the debt. The se-

! From the point of view of Minsky and other leading Post Keynesians (P. Davidson, F. Carvalho, L. R. Wray, etc.), the
most significant elements of the Keynes’s legacy — and most underestimated in traditional Keynesianism — are Chapters 12 and
17 of his General Theory of Employment, Interest and Money. See in particular: (Davidson, 1972; Carvalho, 1992).

21t should be noted that the endogenous money supply concept itself was not invented by Minsky. Many Post Keynesians
wrote that money is created endogenously in a modern capitalist economy (Arestis, 1988; Chick, 1992; Davidson, 1972; Wray,
1992). But Minsky’s contribution is that he identified a relationship between money supply dynamics combined with its struc-
tural changes due to the emergence and spread of more liquid money aggregates, on the one hand, and the process of accumu-

lating fixed capital through productive investments, on the other.

3 Keynes himself did not put particular stress on the differences between values for these two types.
4 The terms “borrower risk” and “lender risk” were first suggested by Keynes in Chapter 11 of the General Theory. How-

ever, they were lost by his immediate followers.
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cond risk is associated with the borrower firm’s con-
cerns that it might not be able to repay the loan. Both
risks are directly correlated to financial leverage, i.e., the
ratio of an economic entity’s debt (in this case, the in-
vestor firm) to its equity. Increasing the amount of in-
vestments financed through debt will sooner or later en-
tail an increase in the lender and borrower risks, which
will limit their value.

Thus, the function of investments includes factors
reflecting the uncertainty of the future and the degree of
pessimism or optimism (we can remember “animal spir-
its” described by Keynes in Chapter 12 of his General
Theory) by economic entities. It is these factors, rather
than the determinants associated with the current top
productivity of capital (as in neoclassical theory), that
play an important part in determining the amount of in-
vestments. Furthermore, the variables in the investment
function reflecting the financial condition of investors
are equally important. Thus, the amount of investment
by a firm depends on its liability structure.

The Financial Instability Hypothesis
as the theory of cycles and crises

The financial instability hypothesis (hereinafter re-
ferred to as the FIH) is based on Minsky’s theories of
money, financial evolution and investment, as well as on
L. Fisher’s concept of debt deflation (Fisher, 1933)!. Ac-
cording to this concept, the downward trends in an econ-
omy are aggravated by lowering prices (supply prices in
Minsky’s terms), as such a reduction makes real debt a
heavier burden, leading to insolvency and bankruptcy
for many production units.

The FIH is the basis for the “theory of how a capi-
talist economy endogenously generates a financial
structure which is susceptible to financial crises” (Min-
sky, 1983. P. 289-290). A financial structure here is “the
market interactions between borrowers and lenders and
the balance sheets of non-financial firms, intermediaries
and households that reflect these interactions” (Pollin,
1994. P. 97). According to the FIH, economic trends are
largely determined by the way in which firms finance
their fixed capital investments. In the beginning of the
increasing stage of the business cycle (recovery phase),
hedge finance prevails, where current monetary pro-
ceeds are sufficient for firms to repay debt including in-
terest. This type of financing is, to a great extent, de-
pendent on the firm’s heavier reliance on internal finan-
cial sources rather than on external funds. An explana-

tion is that during the recovery phase, the recent depres-
sion is still fresh in the memories of economic entities.
This is why lender and borrower risks are still high.

However, those memories fade gradually, particu-
larly because national income created through hedge in-
vestments is increasing. Lender and borrower risks are
decreasing. As Keynes wrote, “during a boom the pop-
ular estimation of the magnitude of both these risks, both
borrower’s risk and lender’s risk, is apt to become unu-
sually and imprudently low.” (Keynes, 1978. P. 210). As
a result, firms actively switch to external financing for
capital investments. Over time, a situation arises where
the monetary proceeds for many firms are only suffi-
cient to pay interest, but are not enough for the amorti-
zation (repayment) of the respective principals. To save
themselves from bankruptcy, those firms are force to
take out new loans to repay the old ones. Minsky called
this speculative finance. Growing interest rates or fall-
ing money proceeds for firms inevitably transform spec-
ulative finance into Ponzi finance?, where those pro-
ceeds are inadequate even for regular interest payments.
The only way out of this situation is to increase the
amount of debt to repay old loans. While speculative fi-
nance is characteristic of the boom phase, Ponzi finance
leads to recession. This is because, sooner or later, firms
using this type of financing will become unable to obtain
new loans, either due to increased lender risks (reflect-
ing the pessimism of financial institutions) or due to the
general lack of financial resources (money and its sub-
stitutes) in the economy. If firms start to sell their pro-
ductive assets to receive those resources, this will lead
to a decrease in their demand price, investment levels,
and, naturally, to an economic crisis. Such crisis can be
made worse by excessively high borrower risk (resulting
in lower investments by firms than the amount that
would have been financed based on internal sources)
and, particularly, by the demand price for productive as-
sets falling below the supply price. This is because the
latter case will make the investment process halt alto-
gether.

Thus, the most important reason for periodic debt
crises is the systematic inability of firms to repay their
debts in the financial sector. This is an important con-
clusion of the FIH. Another is that, during a business
cycle, the financial system becomes more and more
fragile, i.e. the liquidity of an economic entity balance
sheet decreases. In other words, a business cycle can
be perceived as a phenomenon related to changes in the
financial fragility of an economy (Carvalho, 1992.

! Minsky believed that his financial instability hypothesis was created under the influence of ideas by Keynes, Fisher, and
also Simons (Simons, 1936. P. 130) who was the first to note the dangers associated with the endogenous creation of money
through short-term financing of long-term investment projects. On Minsky’s earlier studies, see: (Toporowski, 2008).

% This financing technique was named after a Boston banker, C. Ponzi, who, immediately after the First World War, en-
gaged in financial speculations similar to those that were applied decades later in post-Soviet Russia by financial companies,

such as MMM.
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P. 153)". Cyclical expansion of business activity is con-
cerned with an accumulation of financial fragility in the
economy, and such accumulation creates conditions for
subsequent recession and crisis.

Minsky generalized the basic provisions of the FIH
as follows. “The first theorem of the financial instability
hypothesis is that the economy has financing regimes
under which it is stable and financing regimes in which
it is unstable. The second theorem of the financial insta-
bility hypothesis is that over periods of prolonged pros-
perity, the economy transits from financial relations that
make for a stable system to financial relations that make
for an instable system.” (Minsky, 1992. P. 7-8). Thus,
the FIH demonstrates that “stability — or tranquility — in
a world with a cyclical past and capitalist financial insti-
tutions is destabilizing.” (Minsky, 1985. P. 37).

Conclusions from the Financial Instability
Hypothesis for economic policy and the causes
of the Great Recession

Minsky argued for active macroeconomic and in-
stitutional intervention by the government in the econ-
omy. He treated the government’s macroeconomic role,
first of all, as preventing a financial collapse during re-
cessions and depressions, i.e. maintaining monetary
proceeds for production and financial units. In his opin-
ion, for this purpose, expansionist fiscal and monetary
policy should be pursued during recessions. The former
increases income for the private sector through increas-
ing aggregate demand, enabling many firms to repay
their debts and avoid bankruptcy. The latter increases li-
quidity of the financial sector, enabling financial insti-
tutions facing bad debts or a mass withdrawal of cus-
tomer deposits to “stay afloat.” According to Minsky,
this type of intervention saved Western countries from a
new Great Depression by preventing debt deflation from
the 1970s through the 1990s. On the other hand, stagfla-
tion was the price to pay for that prevention.

However, a macroeconomic policy cannot change
the underlying parameters of advanced modern capital-
ist economies which make them prone to instability. The
problem is that a repeated policy of government stimu-
lus lulls both firms and banks into a false sense of secu-
rity. As more and more investment projects are success-
fully implemented, economic entities will become more

and more reckless. As Minsky noted, “once the doctrine
of salvation through investment becomes deeply in-
grained into our political and economic system, the con-
straints on foolish investments are relaxed. This is espe-
cially so if the government stands ready to guarantee
particular investors or investment projects against
losses” (Minsky, 1985. P. 52). In the Post Keynesian tra-
dition, this phenomenon is usually called the Minsky
paradox.

According to Minsky, a capitalist economy can be
saved from instability through the government’s institu-
tional policy. This policy should consist, first of all, of
stimulating changes to the aggregate demand and pro-
duction technology structure: the share of consumption
in the aggregate demand should increase, while technol-
ogy should become more labor intensive. He suggested
that “an economy that is oriented towards the production
of consumption goods by techniques that are less capital
intensive... will be less susceptible to financial instabil-
ity and inflation.” (Minsky, 1985. P. 53). Second, this
type of policy should require a simpler financial system,
which would be achieved mainly through limiting short-
term lending for long-term investment projects, i.e.
through restricting speculative and Ponzi finance. As
Minsky noted, “the financing of capital asset ownership
and investment is the critical destabilising phenome-
non” (Minsky, 1980. P. 520)>. While all of these recom-
mendations were suggested as early as the 1980s, they
remain relevant today.

Minsky died in 1996, but his ideas were adopted by
his students around the world?. The Great Recession that
hit the world 12 years later resulted in active support for
his ideas (Wray, 2011; Wray, Tymoigne, 2008). From
the perspective of Minsky’s theory, the main reasons for
the Great Recession are obvious. The long growth that
was observed at the turn of the century and was caused,
in particular, by the specific combination of the devel-
opment of the “new economy” (related to telecommuni-
cations, Internet, etc.), heavy financial innovation and
globalization processes, increased the financial fragility
of the entire global economy. This boom caught eco-
nomic entities off guard around the world, and they took
out many “doubtful” loans and became illiquid and in-
solvent.* Quite logically, the “payback” was the global
crisis. Thus, according to Minsky, the Great Recession
is a consequence of the functioning and evolution of the

! Therefore the financial instability hypothesis is often called also the financial fragility hypothesis.

2 It should be noted that the idea of financial fragility caught the attention of mainstream economists, represented by the
New Keynesian economists such as O. Stiglitz, B. Bernanke, etc. This led to the publication of famous articles (Bernanke,
Gertler, 1990; Greenwald, Stiglitz, 1993) that are considered pioneering works for some reason, although it was Minsky who
first studied the concept of financial fragility and its role. Moreover, the New Keynesian economists interpreted financial fra-
gility in their accustomed manner as a consequence of asymmetric information. Those authors also did not appeal in any way
to uncertainty, the special role of money, financial evolution or investment (Wray, Tymoigne, 2008. P. 3).

3 The authors of many papers applied the FIH in their analyzes of financial crises in Southeast Asia (Arestis, Glickman,
2002; Kregel, 1998), Latin America (Cruz, Amann, Walters, 2006; De Paula, Alves Jr., 2000), the Middle East (Dufour, 2006),
Greece (Argitis, Nikolaidi, 2014) and Eastern Europe (Bezemer, 2001).

4 Although debt financing of consumption expenditures (not investment) was the main problem, see: Kapeller. Schiitz,

2015).
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institutions belonging to the modern advanced capitalist
economy. Overcoming this crisis and preventing it from
repeating is impossible without profoundly reforming
those institutions. Some areas of focus within such re-
forms might include restricting the securitization and
development of derivative financial instruments, as well
as the short-term financing of long-term projects. It is
also desirable to pose stricter requirements on the liquid-
ity of financial institution balance sheets.
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Po3maincbkmii 1. B. OcHOBHI acnekTH rinore3u
(dinancosoi HecTrabinbHOCTI XaiiMmana MiHcki

V cTarTi po3riAAaroThCS OCHOBHI aCMEKTH TiMo-
Te3u (hiHaHCOBOI HecTaOlIbHOCTI, po3pobieHol Xalima-
HOM MiHcki. 1 KoHIenIis crana Jyxe akTyaJIbHOIO
yepes Moil, moB's3aHi 3 Benmukoro pereciero. ABTOp po-
0O0TH IEMOHCTPYE 5K 3B'sI3kH Mixk Teopieto KeliHca i mi-
JX010M MIHCKI, TaK i TOCTKEHHCIaHCHKUN «IIyX» OIH-
cyBaHoIi rimote3u. [ligkpecmoeTbest 0cOOIUBa PONIb He-
BHU3HAYEHOCTI 1 rpomieit. [Tokazano, mo rinoresa 103B0-
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Jsi€ 3pO3YMITH, SIK CydacHa PHHKOBA KAITiTAIICTHYHA
€KOHOMIKa €HJIOTCHHO CTa€ «(pIHAHCOBO TCHIITHOIOY i,
TAaKUM YHHOM, CXHJIBHOIO J0 Kpu3. ABTOp IEMOHCTPYE,
mo Benuky perecito MOXKHa TPaKTyBaTH SIK HACIIIOK
MPOIIECIB, MO OMUCYIOTHCS TIMOTE3010 (PiHAHCOBOI He-
cTabUTbHOCTI.

Krouosi crnosa: rinote3a (PpiHAHCOBOI HeCTaO1Tb-
HOCTi, MIHCKI, MMOCTKEHHCUAHCTBO, (DiHAHCOBA KPHX-
KiCTb.

Po3mannckuii U. B. OcHOBHbIE aceKThI TUIIO-
Te3bl (PMHAHCOBOI HecTadMILHOCTH XaiiMana MuH-
CKH

B crarbe paccMaTpuBarOTCd OCHOBHBIE ACHEKTbI
THITOTE3bl (PHHAHCOBON HECTaOMIBLHOCTH, pa3paboTaH-
Hor XanManoM MUHCKH. DTa KOHIENIIUS CTajla OYEHD
aKTyaJlbHOH M3-3a COOBITUH, CBA3aHHBIX ¢ Benukoi pe-
neccueil. ABTOp paldOThl JAEMOHCTPUPYET KaK CBSI3U
Mexay teopuert Kelinca u monxomom MuHCKH, Tak U
MOCTKEMHCHAHCKUM «IyX» ONHCHIBAEMON T'HIIOTE3BI.
[NonuepkuBaercss ocobasi posib HEONMPEAETICHHOCTH U
JeHer. B crarbe nokasaHo, 4To rurnoTe3a [o3BoJIseT I0-
HSATh, KaK COBPEMEHHAs PbIHOYHAsI KallUTAIUCTHYECKas
SKOHOMHKA OJHIJIOTEHHO CTaHOBUTCA «()UHAHCOBO
XPYNKOW» W, TAKUM 00pa3oM, TOJBEPKEHHON KpHU3H-
caM. ABTOp IEMOHCTpUpPYET, 4TO Benukyio peneccuto

MOXXHO TPaKTOBaTh KaK CIEICTBUE MPOLIECCOB, OMUCHI-
BaeMbIX THIIOTE30M (PMHAHCOBOH HECTAOMIHLHOCTH.

Kniouegvie cnosa: runoreza (GUHAHCOBOW HecCTa-
OWIbHOCTH, MUHCKH, TOCTKCHHCHAHCTBO, (PUHAHCOBAS
XPYNKOCTb.

Rozmainsky I. The Basic Aspects of the Hyman
Minsky’s Financial Instability Hypothesis

This paper considers the basic aspects of the finan-
cial instability hypothesis developed by Hyman Minsky.
This conception has become very pertinent due to the
events concerned with the Great Recession. The author
shows both links between Keynes’s theory and Minsky
approach and Post Keynesian “spirit” of the described
hypothesis. The special role of uncertainty and money
has been emphasized. The paper shows that the hypoth-
esis provides an understanding of how the contemporary
market capitalist economy endogenously becomes “fi-
nancially fragile” and thus prone to crises. The author
demonstrates that the Great Recession can be treated as
a consequence of the processes described by the finan-
cial instability hypothesis.

Keywords: financial instability hypothesis, Min-
sky, Post Keynesianism, financial fragility.
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Introduction.

Tourism is increasingly becoming an important
sphere of economic activity due to the growth of its
share in the GDP in the countries and regions, and its
impact on the development of infrastructure and a num-
ber of sectors of economic activity — construction,
transport and communications, agriculture, etc. We
must note its role for providing investment opportuni-
ties, creating new jobs and revitalizing not only the na-
tional but also the local economy. The development of
tourism is a prerequisite for visitors to get acquainted
with the cultural and historical heritage of the country,
its natural features and traditions. At the same time, tra-
velling abroad is a sign of the increased living standards
of the population and a proof of the expansion of the
business relations with other countries.

The sustainable development of tourism, strength-
ening its competitiveness and increasing the efficiency
of the activities it covers are the strategic goals facing
the tourism sector for the coming years [1]. The availa-
bility of sufficient statistical data, conclusions and eval-
uations obtained through appropriate statistical analysis
methods are a prerequisite in developing the respective
management solutions in order to exploit the economic
and social benefits of tourism. In this regard, it is im-
portant not only to timely provide the statistical infor-
mation to the authorities concerned, but also to ensure
data comparability, completeness and the necessary de-
gree of detailing. The responsibility of the statistical of-
fices of all EU countries to be guided by and apply the
relevant regulatory documents: Council Directive
95/57/EC [2] until the end of 2011 and from the begin-
ning of 2012 — Regulation 692/2011 [3] of the European
Parliament and of the Council plays an important role in
this respect.

The object of study is tourism satellite accounts.

The subject of study is the information aspects of
tourism satellite accounts in the context of their applica-
tion for tourism expenditure analysis.

The purpose of this article is to theoretically justify
and study empirically the possibilities for analyzing
tourism expenditure based on data from tourism satellite
accounts.

Main text.

1. Significance of tourism satellite accounts

The introduction of tourism satellite accounts has
its historical development. The term ‘satellite accounts’
was introduced in the late 1970s in France to designate
special accounting methods related to the System of Na-
tional Accounts using a special approach to quantify the
economic importance of tourism. After a number of ex-
pert developments under the auspices of the United Na-
tions World Tourism Organization (UNWTO), the
Committee on Tourism at the Organization for Eco-
nomic Cooperation and Development and other interna-
tional organizations, in 1993 the UN Statistical Com-
mission adopted ‘Recommendation on tourism statis-
tics’ [4]. This was the beginning of the development of
the conceptual basis for the creation of tourism satellite
accounts, the joint work of the WTO, the OECD and
Eurostat, which was adopted in 1999 [5]. For the first
time in 2000, the UN Statistical Commission adopted
the document ‘Tourism Satellite Account: Recom-
mended Methodological Framework’ [6]. An improved
version of this document came out in 2008 [7]. It covers
the changes in the System of National Accounts 2008
and the International Recommendations on Tourism
Statistics 2008 [8]. At present, many countries apply this
methodology to collect and analyze statistical infor-
mation in the field of tourism in order to assess the eco-
nomic effect of this economic activity.

Tourism statistics usually focus on visitors’ accom-
modation and relate to the physical flows — overnights
stays in tourist accommodation establishment or number
of tourist trips. Such information is insufficient to get a
comprehensive evaluation of tourism, conduct an eco-
nomic analysis of its contribution to the national econ-
omy and assess its impact on the other economic sectors.
In order to make a conclusion on the competitiveness of
tourism activities, one must know well their volume,
characteristics, profile of tourists, tourism expenditure
and economic benefits.

In the System of National Accounts, tourism is not
clearly specified as an economic sector. That is why sa-
tellite accounts are used, which have similar basic con-
cepts, definitions, classifications and rules of account-
ing. Enterprises engaged in tourism activities are in-
volved in various sectors of the national economy. On
the other hand, tourism characteristic products belong to
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different groups, according to the National Classifica-
tion of Products by Economic Activities [9]. At the same
time, tourism activities are related to different groups,
according to the National Classification of Economic
Activities [10]. All this poses difficulties in reporting
and measuring the contribution of tourism to the na-
tional economy and is a factor in the use of tourism sat-
ellite accounts.

1II. Basic concepts and structure of tourism satel-
lite accounts.

The term ‘tourism industry’ or ‘tourism related ac-
tivities’ summarizes internationally comparable activi-
ties such as accommodation for visitors, catering activi-
ties, passenger transport by rail, land, sea and air, hiring
of vehicles, activities of travel agencies, tour operators
and other reservation services, sports and cultural activ-
ities. Retail trade of country-specific tourism character-
istic goods and services are also added here.

Tourism satellite accounts contain data that is
grouped into ten standard tables presented in a logical
order [11]. In eight of them, the production, consump-
tion, income generation and investment in tourism are
presented. A special table is compiled for non-monetary
indicators — number of tourists, number of overnight
stays, number of enterprises, number and capacity of
mass catering establishments. One table describes em-
ployment in tourism. The content of the tables is as
follows:

e Table 1: Inbound tourism expenditure, detailed
by products and categories of visitors, i.e. consumption
in the country of non-resident visitors;

e Table 2: Domestic tourism expenditure, de-
tailed by products, categories of users and types of trips,
i.e. consumption in the country of resident users, which
includes both travel expenses within the country and
travel expenses incurred in the country of those travel-
ling abroad;

e Table 3: Outbound tourism expenditure, de-
tailed by products and categories of users, i.e. the con-
sumption of resident visitors when travelling abroad;

e Table 4: Domestic tourism consumption, by
product type, i.e. the expenditures of Tables 1 and 2 are
aggregated to provide information on one of the key
tourism indicators, the basis for calculating the Gross
Domestic Product and Gross Value Added created di-
rectly by tourism;

e Table 5: Production accounts in the tourism
sector and in other sectors (at basic prices);

e Table 6: Total volume of domestic supply and
consumption related to domestic tourism (at purchase
prices);

e Table 7: Employment in the tourism sector;

e Table 8: Gross accumulation of fixed capital in
the tourism sector and in other sectors;

e Table 9: Collective tourism consumption, de-
tailed by product and managerial level;

e Table 10: Non-monetary indicators. This table
is made up using four sub-tables — number of trips and
overnight stays by types of tourism and categories of
visitors, inbound tourism: number of arriving visitors
and overnight stays by type of transport, number of ac-
commodation establishments and accommodation op-
tions by forms of accommodation, number of establish-
ments by tourism activities according to the average
number of work places.

The product classification contains two main
groups — ‘Consumer products’ and ‘Products with a cer-
tain value’. Consumer products are divided into 12
groups for ‘Typical tourism products’ and one group
‘Other consumer products’. Typical tourism products
are accommodation services, catering services, rail,
land, water, air passenger services, leasing services of
transport equipment, travel agency services and other
reservation services, tourism services, sports and recre-
ational services, tourism characteristic goods and ser-
vices typical for the particular country.

Statistical information provided through tourism
satellite accounts is available on the Eurostat website
[12]. The main database is in the section ‘Industry,
Trade and Services’, subsection ‘Tourism’. Additional
information resources on tourism statistics are structural
business statistics, balance of payments, a module from
the specialized study on the use of information and com-
munication technologies, as well as passenger transport
statistics.

The official data on tourism related activities in
Bulgaria, which the National Statistical Institute offers
on its website [13] in the part ‘Tourism’ of the ‘Business
statistics’ section, refers to tourism expenditure of dif-
ferent categories of visitors (resident and non-resident),
types of expenditure, types of trips (one-day or with
overnight stays).

e Table 1: Inbound tourism expenditure by prod-
ucts and category of visitors;

e Table 2: Domestic tourism expenditure by
products and category of visitors;

e Table 3: Outbound tourism expenditure by
products and category of visitors;

e Table 4: Tourism expenditure in the country by
products and forms of tourism.

In the tables published by the National Statistical
Institute, the products offered are described in six cate-
gories characteristic of tourism — these are accommoda-
tion services, services related to food and beverage serv-
ing, transport, tour operators and travel agencies, cul-
tural events, sports and recreation. All other products are
grouped under the category *Other consumption prod-
ucts’.

Data for the period 2008—2014 is currently availa-
ble on the National Statistical Institute’s official web-
site. The information sources are: report on the activities
of the accommodation establishments, a survey for stud-
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ying the tourist trips of the population, a survey for stud-
ying the outbound trips from Bulgaria of foreign and
Bulgarian citizens, the balance of payments of Bulgaria,
national accounts, annual report on the activities of tour
operators and travel agencies and report on the activities
of museums.

I11. Statistical analysis of the tourism expenditure
dynamics.

Data on tourism expenditure provided by satellite
accounts shows that tourism industry has a high relative
share in the GDP of Bulgaria. From the diagrams in Fig-
ure 1, it can be concluded that there are two sub-periods
in the dynamics of this indicator — until 2010 and after
that. In the first sub-period, the values of the indicator
are decreasing, with tourism expenditure being the
smallest in 2010, a possible explanation of which is the
consequences of the global economic crisis. After 2010,
there began a gradual increase in the absolute amount of
real tourism expenditure. At the same time, their relative

share in the GDP of the country is increasing to reach
and surpass the pre-crisis level.

The analysis of tourism expenditure in the country
shows that its relative share remains stable by categories
of visitors over the studied period — for residents it is
12.9% on average and for non-residents it is 8§7.1% on
average of the total expenditure. These results lead to
the conclusion that non-resident visitors have almost 7
times higher expenditures in the country than resident
visitors.

There are two categories excluded from product
expenditure in this study. One is services related to tour
operators and travel agencies — since no values are re-
ported for non-resident visitors, it is impossible to com-
pare them with the data for resident visitors. Services
related to sports and recreation, despite their increase in
nominal and real terms, have a very small share in the
tourism expenditure — about 1-2% for both non-resident
and resident visitors, which allows them to be excluded
from the analysis.
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Fig. 1. Tourism expenditure (resident and non-resident visitors)
in the country for the period 2008 — 2014

Source: [13] and own calculations.

Statistical analysis of the tourism expenditure
structure.

Exploring the dynamics of the absolute values of
tourism expenditure over the period studied makes it
difficult to draw conclusions on the contribution of in-
dividual product categories and tourists to the benefits
of tourism in the country, as they are a value indicator.
Studying their structure by the ‘product categories’ at-
tribute can give a clearer view of the changes that oc-
curred.

The following conclusions can be drawn for tour-
ism expenditure, studied by categories of visitors:

e The structure of domestic tourism expenditure
is stable over the period studied. The relative shares of

40

the different expenditure categories until 2013 are
ranked in the same way (Table 1). In 2014, the ranking
changes with regard to the largest relative shares. The
largest part of the tourism related expenditure is spent
on food and beverage serving services and the smallest
part is for cultural services;

e During the period studied, there were slight
changes in the structure of domestic tourism expenditure
(Table 2). Until 2011, the expenditure on transport ser-
vices had the highest relative share, and in the last three
years the expenditure on food and beverage serving ser-
vices ranked first. Despite the exchanged roles, it can be
said that these two categories of expenditure cover about
57% of the total domestic tourism expenditure;
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Table 1
Structure of inbound tourism expenditure by products for the period 2008 — 2014, %
Products 2008 2009 | 2010 | 2011 | 2012 2013 2014
Accommodation services 21.82 20.46 (2046 |21.03 |21.03 |20.69 |[22.09
Food and beverage serving services 27.81 26.56 |26.81 |27.15 |27.15 |[29.70 ]30.48
Transport services 11.30 11.71 [11.69 |11.79 |11.79 |9.65 9.82
Cultural services 9.29 8.43 8.30 8.18 8.18 8.38 8.31
Other consumption products 29.78 32.84 |32.74 |31.85 |31.85 |31.58 [29.30
Source: [13] and own calculations.
Table 2
Structure of domestic tourism expenditure by products for the period 2008 — 2014, %
Products 2008 | 2009 | 2010 | 2011 | 2012 2013 2014
Accommodation services 16.77 | 2441 | 24.88 | 2143 | 2346 | 22.54 25.19
Food and beverage serving services 21.80 | 16.62 | 22.00 | 27.93 | 31.93 28.96 27.86
Transport services 26.17 | 3943 | 35.05 | 32.28 | 27.85 27.58 27.36
Cultural services 12.36 | 10.33 | 8.45 6.79 7.56 8.74 8.54
Other consumption products 2290 | 9.21 9.62 | 11.57 | 9.20 12.18 11.05

Source: [13] and own calculations.

e There is an interesting phenomenon in the
structure of outbound tourism expenditure (Table 3).
Until 2012, the structure is relatively stable, keeping the
order of relative shares. There is a significant prepon-
derance of expenditure on other consumption products,
and tourism related expenditure is dominated by the ex-
penditure on food and beverage serving services. The

structure of tourism expenditure underwent a dramatic
structural change in 2013 when the relative share of the
expenditure on accommodation and transport increased
their share more than twice at the expense of the three-
fold decrease in the share of the expenditure on other
consumption products.

Table 3
Structure of outbound tourism expenditure by products for the period 2008 — 2014
Products 2008 2009 2010 | 2011 | 2012 | 2013 | 2014
Accommodation services 8.67 10.21 8.51 8.35 11.01 | 21.30 | 22.13
Food and beverage serving services 16.48 19.62 | 29.15 | 28.04 | 28.73 | 28.44 | 27.82
Transport services 11.22 1038 | 11.50 | 10.71 | 10.38 | 27.29 | 26.92
Cultural services 3.01 2.85 3.38 4.09 4.60 6.26 5.98
Other consumption products 60.62 56.94 | 47.46 | 48.81 | 4528 | 16.71 | 17.15

Source: [13] and own calculations.

The identified regularities as a result of the descrip-
tive analysis are confirmed by the values of the integral
coefficient of structural changes [14], used as an analyt-
ical measure for the occurring structural changes (Table
4). The insignificant annual structural changes in the in-
bound tourism expenditure led to slight structural
changes for the period as a whole. The domestic tourism

expenditure underwent slight annual structural changes,
the accumulation of which was reflected in moderate
structural changes throughout the whole period studied.
It can be seen that the dramatic structural changes in the
outbound tourism expenditure for the period 2008-2014
are the result of the dramatic structural changes meas-
ured in 2013 compared to 2012.

Table 4

Values of the integral coefficient of structural changes for the tourism expenditure structure
for the period 2008 — 2014

e 2009/ 2010/ 2011/ 2012/ 2013/ 2014/ 2014/
2008 2009 2010 2011 2012 2013 2008
Non-residents in the country 0.054 0.004 0.016 0.000 0.048 0.040 0.047
Residents in the country 0.309 0.101 0.111 0.096 0.064 0.045 0.243
Residents abroad 0.058 0.161 0.025 0.056 0.471 0.018 0.616
Source: Own calculations.
41
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The comparison of tourism expenditure structures
between the different categories of visitors can provide
additional clarity to characterize their needs. The values

of the integral coefficient of structural differences [14]
are used as a measure for this purpose (Table 5).

Table 5
Values of the integral coefficient of structural differences for the tourism
expenditure structure for the period 2008 — 2014.
Differences between categories | 500 2009 2010 2011 2012 2013 2014
of visitors

Residents and non-residents in| 76 | 536 | 0478 | 0414 | 0405 | 0382 | 0370
the country
Residents in the country and| 540 | 704 | 0633 | 0590 | 0563 | 0078 | 0.107
abroad
Residents abroad and non-resi-|\ g y4c | 0350 | 0261 | 0285 | 0232 | 0335 | 0335
dents in the country

Source: own calculations.

The results show that there are moderate to dra- References

matic structural differences in the tourism expenditure
of the different categories of visitors. The structures of
residents abroad and non-residents in the country show
the slightest difference. A possible explanation for this
fact is the similar needs of tourists travelling outside
their own country. Although for 2013 and 2014 there are
slight structural differences between the expenditures of
residents in the country and abroad, for the remaining
years of the studied period these differences are meas-
ured as great, and in 2009 — as dramatic. As already
noted in the descriptive analysis, this is due to the large
relative share of expenditure on other consumption
products of residents abroad.

Summary and Conclusions

The purpose of creating and using tourism satellite
accounts is to enable the analysis of all aspects of the
demand and supply of tourism related goods and ser-
vices, as well as to identify the link between this supply
and other types of economic activities. Using them, on
the one hand, ensures the coherence of tourism statistics
with other areas of the official statistics of each country
and, on the other, it improves the international compa-
rability of data on the contribution of tourism to the re-
spective national economy.

Tourism is increasingly becoming an important
area of economic activity due to the growth of its share
in the GDP of the country and its impact on the deve-
lopment of infrastructure and many sectors of economic
activity — construction, transport and communications,
agriculture, etc. The availability of detailed information
on tourism expenditure is a prerequisite for expanding
the possibilities to analyze their volume and structure.
This, in turn, may reveal the potential for increasing the
contribution of the tourism industry to the GDP and re-
alizing the country’s competitive advantages as a tour-
ism destination.
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IMonmoa M. CaTeniTHi paxyHKH Typu3My — iH-
(¢opmaniiina 6a3a s aHaNi3y BUTPAT HA KiHlIeBe
CIOKABAHHSA

st po3poOKH ynpaBIiHCHKUX PIllIeHb, IO CIIPH-
SIFOTh CTAJIOMY PO3BUTKY TYPU3MY, YTBEPIKEHHIO HOTO
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KOHKYPEHTOCIIPOMOKHOCTI Ta MiJBUIICHHIO e()EKTHB-
HOCTI BU/IIB JisZILHOCTI, 1110 BXOASTH B HOI'0 OXOILIEHHS,
HEOOXi/IHa HAsIBHICTH CBOEYACHO HAIAHOI CTATUCTUYHOL
iH(opMalii, sKa rapaHTye CyMiCHICTb, TOBHOTY 1 JeTa-
Ji3ariro JaHuX. Y myOuikarii mpeacTaBIeH0 METOI0IO0-
TiYHI OCHOBM CATEJITHUX PAXYHKIB TypU3MYy. AKIICHTY-
€TBCSI yBara Ha X 3HAa4YCHHI K JPKepela TOCTOBIPHOT 1
MOPIBHIHHOI CTATUCTHYHO] iH(OpMaIIii Tpo 3HAYUMICTh
TYpU3MY JIJIsl EKOHOMIKH 3 TOUKH 30py BUTpAT, 3aifHATO-
CTi Ta BaJIOBOTO BHYTPINIHHOT'O MPOAYKTY. Po3risma-
€TBCSI 3MICT TaOUIIb, SKI HATAIOTH JJaHi PO TYPU3M 32
BHJAMH JisTILHOCTI 1 IPOAYKTiB. TeopeTnyHi acrekTn
MPOLITFOCTPOBAHI EMIIPUYHUM JOCITIKCHHSAM BUTpAT
Ha KIHIIEBE CIIOKMBAaHHS TYPUCTIB (PE3HICHTIB
i Hepe3uneHTiB) B boxrapii. 3a 10mMoMOrorw cTaTucTH4-
HUX METOMIB aHalli3y IOCTIHKEHO 3MIHHM iX pO3Mipy
i ctpykrypu 3a epiox 2008-2014 pp.

Kniouosi cnosa: TypusaM, caTeniTHI paXyHKH TypH-
3My, BUTPATH Ha KIiHIEBE CIIO)KUBAHHS, CTATUCTUYHHI
aHaJi3 CTPYKTYP.

IMonoBa M. Care/uINTHbie cyeTa Typusma —
uHpopManuoOHHas 0a3a s aHAJIU3Aa PAcXo0B Ha
KOHEYHOe MoTpedJieHne

s pa3paboTKH yIpaBlIeHYSCKUX PEUICHUH, CIo-
COOCTBYIOIIMX yCTOHYMBOMY pPasBUTHIO TYypH3Ma,
YTBEPKACHUIO €r0 KOHKYPEHTOCIIOCOOHOCTH U TOBBI-
mieHuio 3G GEeKTUBHOCTH BUIIOB JCSITEINBHOCTH, BXOMS-
[IUX B €r0 OXBAT, HEOOXOIUMO HAININE CBOCBPEMEHHO
MPEIOCTABISIEMON CTATUCTHICCKOW HH(GOPMAITUH, Ta-
PaHTHUPYIOLIEH COMOCTaBUMOCTD, MOJHOTY U AETanu3a-
IIUIO TaHHBIX. B myOnuKanny npencTaBIeHbl METO0IIO0-
TUYECKHUEe OCHOBBI CATEJUIMTHBIX CUETOB TypusMa. AK-
LEHTUPYETCs] BHUMaHUE Ha MX 3HAYE€HUH B KAYECTBE HC-
TOYHHKA JIOCTOBEPHON M CPaBHUMOM CTaTUCTHYECKOM
nHGOPMAIIH 0 3HAYMMOCTH TYPH3Ma ISl SKOHOMUKH C
TOUYKH 3pEHUS PAcX0JI0B, 3aHATOCTH U BaJOBOTO BHYT-

peHHero npoaykra. PaccMatpuBaeTcs coaepxanue Tao-
JIUL, TPEJOCTABISIOIINX JAHHBIE O TypU3Me M0 BUAAM
JESITEIEHOCTH U IPOAYKTaM. TeopeTHUecKue acIeKThI
MIPOMJUTIOCTPUPOBAHBI SMITUPUUYECKUM HCCIIEIOBAHUEM
pacxonoB Ha KOHEYHOE MOTpeOsIeHrne TYpUCTOB (pe3u-
JCHTOB W Hepe3uaeHToB) B bonrapuu. IlocpenctBom
CTaTHUCTUYECKHUX METOJIOB aHaJIM3a UCCIEJOBAHbI U3Me-
HEHUs UX pa3Mepa U CTPYKTyphl 3a mepuon 2008-
2014 rr.

Kniouegvie crosa: TypusM, caTeIUINTHEBIE CYETA TY-
pHU3Ma, pacxo/bl Ha KOHEYHOE MOTpebIeHne, CTaTUCTH-
YECKUW aHAIH3 CTPYKTYP.

Shopova M. Tourism satellite accounts — an in-
formation basis for the analysis of tourism expendi-
ture

In order to develop management decisions promot-
ing sustainable tourism development, strengthening its
competitiveness and increasing the efficiency of the ac-
tivities it covers, there must be timely statistical infor-
mation available ensuring data comparability, complete-
ness and detailing. This paper presents the methodolog-
ical foundations of tourism satellite accounts. The em-
phasis is placed on their significance as a source of reli-
able and comparable statistical information on the im-
portance of tourism for the economy in terms of ex-
penditure, employment and gross domestic product. The
contents of the tables containing data on tourism by ac-
tivity and products are discussed and the theoretical as-
pects are illustrated through the empirical study of tour-
ism expenditure (resident and non-resident visitors) in
Bulgaria. Statistical methods of analysis are used to
study the changes in their size and structure for the pe-
riod 2008-2014.

Keywords: tourism, tourism satellite accounts,
tourism expenditure, statistical analysis of structures.
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BALANCED APPROACH FOR OPTIMIZING
MARKETING NETWORKS IN TOURISM

This paper focuses on the current manifestation of
marketing inter-firm networks and attempts to further
develop the knowledge for optimizing their activities.
The marketing network concept is based on the theory
of networks in the economy, business networks and the
marketing paradigm, in particular. Wilkinson [1] high-
lights a few areas of contemporary research on these is-
sues, namely: interactions among the dimensions of net-
work relationships, relations between partners, network
analysis, simulation, and modelling of network com-
plexity. At present, on the one hand, scholars’ research
and discussions in these areas have not yet been ex-
hausted, especially in the field of marketing networks.
On the other hand, there are modern processes of distri-
bution of network formations in different economic sec-
tors, including in tourism. They are perceived as a
means of overcoming economic crises at company, na-
tional and global levels, as well as of tourism companies
coping with the risks and problems related to dynamic
competition, surrounding macro- and micro-business
environment, and processes of customization and glo-
balization. The tourism sector has the potential to de-
velop marketing networks representing modern struc-
tural formations, as well as the strategy to achieve com-
petitive advantages for tourism business organizations.

Viewing marketing tourism network as a flexible
system and an integrated economic organism, whose ac-
tivities can be optimized, the paper aims to offer a new
balanced approach to improving network activities based
on the established Balanced Scorecard performance ma-
nagement approach. It is logical to bind the specificity of
marketing networks as an economic phenomenon, their
specificities in tourism and their optimization through a
new Marketing Balanced Scorecard in Tourism (MBScT)
approach, based on a system of balanced Key Perfor-
mance Marketing Indicators in Tourism Networks
(KPMlItn).

1. Specifics of marketing inter-firm networks in
the tourism sector

The introduction of the network concept into eco-
nomic theory and practice, and marketing in particular,
occurs at different times and in different aspects. The
theory of marketing networks in the economy is
based on the knowledge of business networks and mar-
keting paradigm. Several stages of development in the
‘business networks’ aspect can be highlighted [2]: link-
ing the statics and dynamics of these networks to their

44

economic, social and legal dimensions; studying the be-
havioural characteristics of the participants in them;
applying analytical models of their structure (mathemat-
ical modelling and empirical measurements and analy-
sis); holistic perception of networks; studying the power
and conflicts in the partners’ behavioural relationships.
In the ‘marketing paradigm of business organizations in
networks’ aspect, normative marketing management
theories of companies participating in a network are in-
itially developed and research is still ongoing [3]. A
number of authors, such as Bartels [4], Reid and Plank
[5], present a systematized knowledge of network struc-
ture, nature of the relations between partners, degree of
coordination, management and control, changes, net-
work optimization and efficiency, and views of individ-
ual firms on network relationships. Ilacobucci [6] defines
the main modern trends of studying marketing networks
as marketing relations in B2B networks and network
management, as well as creation of strategic advantages.

Marketing networks as business associations of
companies are formed in three aspects: as a structure
(group of companies), as a strategy of an individual par-
ticipant or of the whole group, and as tactical moves (be-
haviour). These networks have specific characteristics,
namely: a structure of partner organizations of a diffe-
rent scale, level, economic sector, united by a common
marketing strategic goal, a dominant (focal organiza-
tion) and two-way (dyadic and/or multiple) relations
among partners of the type ‘gives to — takes from’,
which are channels for the passage of marketing flows
(information, investment, knowledge, personnel); add-
ing value; flexibility; complexity; lifecycle with phases
of preparation, construction, functioning, disintegration;
dynamics; non-linearity of the ‘efforts-benefits’ rela-
tionship; strategic border management; way of occur-
rence (informal or formal); key principles of work (mu-
tual trust, creating shared value through fair distribution,
risk diversification); integration of participants; a dual
competitive role (both combating and encouraging com-
petition); synergistic effects; arrangements; manage-
ment and control processes. Based on these formula-
tions, a definition of marketing network can be pro-
posed: a market structure built by non-hierarchically in-
tegrated organizations of varying scale and activity, lo-
cated on one or several levels along the value chain, of
which one can dominate, maintaining dual relationships
with each other and performing a common marketing
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strategic goal (related to creating, distributing and
communicating value to the client)'.

The characteristics presented are also valid for the
marketing tourism networks that arise among tourism
business organizations in order to carry out various
marketing processes related to the creation, supply and
realization of tourism products and services. They are
developed in a vertical aspect (franchising, for direct
sales, of the tour operator-restaurant-carrier type, verti-
cal cluster, etc.) and horizontal aspect (with homogene-
ous and heterogeneous specialization of partners, hori-
zontal clusters, strategic alliances, innovative, distribu-
tor, communication, etc.). This process is mostly influ-
enced by factors, such as the global trends in supply and
demand for tourism products, the macro- and microeco-
nomic business framework, the marketing specificities
of national tourism services markets.

Key parameters for evaluating these networks are
the features of the participating firms, the duration of the
relationships between them, the degree of centralization,
the intensity (density) of the relationships, the efficiency
of the network and the factors that influence the achieve-
ment of the results.

The optimization of marketing tourism networks is
necessary in their functioning in cases of creating, when
problem situations arise, identifying weaknesses in the
general marketing activity, total or partial non-fulfill-
ment of the adopted common marketing strategy. To this
end, it is necessary to adopt an approach that is relevant
to this type of networks and ensures that the set strategic
goals are achieved.

2. Relevance of the Balanced Scorecard ap-
proach for optimizing marketing network activities

In economy, the goal of optimization is to achieve
the best possible positive effect (short-term or long-
term) among many alternatives, within the framework
of the established organizational structure and the sur-
rounding business environment, in such a way that this
effect is not constant but can be maximized and adapted
to changes. Several aspects have been developed for its
realization in marketing networks:

— maintaining an achieved competitive advantage
or building a new one — when these networks are one of
the possible strategies of business organizations for
building competitive advantages;

— achieving a complete synchronization between
the network structure and activity and the adopted net-
work strategy, choosing a new network strategy or re-
novating the existing one — in perceiving these networks
as a whole organism that manages itself through stra-

tegic approaches in order to achieve the strategic goal
common for all partners;

impacting individual marketing activities within
the framework of the adopted marketing strategy of the
network — in this case, approaches are sought for opti-
mizing marketing activities and/or campaigns.

These ideas can be realized by applying the Ba-
lanced Scorecard (BSc) concept due to its proven abil-
ity to build a new competitive advantage, synchronize
the structure, operation and strategy, as well as to meas-
ure and evaluate current marketing activities according
to the extent of implementation of the adopted strategy.
It is flexible, adaptable and fully applicable to the mar-
keting network theory, perceiving marketing network as
a single economic organism functioning in the light of
the common marketing strategy of the partner organiza-
tions.

In order to implement the BSc approach, estab-
lished in the United States by Kaplan and Norton [7] in
1992, an integrated balanced system of goals and indi-
cators is created, which makes it possible to measure the
efficiency of processes and to control the organization’s
strategic development. Besides, the qualitatively descri-
bed goals are transformed into desired future results and
effects that are boiled down to the operational level of
management and performance.

Its development is influenced by quality manage-
ment theories, performance management theory, tradi-
tional management control systems, stakeholder theory
(co-owners, customers and employees), as well as by the
competing organization theory as a set of internal pro-
cesses, etc.

Niven [8] defines BSc’s primary goal as an ambi-
tion to achieve two main outcomes: effective measure-
ment of the activity and implementation of the strategy.
Key performance indicators (KPIs) are used as
measures, they serve as a tool of identifying the current
state of the activity, proper targeting of investments,
monitoring the efficiency of processes, management,
disclosure of performance and priorities in the organiza-
tion, motivation of staff, calculation of remuneration.

The BSc presents in a structured way a small num-
ber of factors that are critical to the implementation of
the strategy with the aim to model the value chain of the
organization®. In this way, the management process is
integrated through a continuous analysis of the corre-
spondence between the factual and target values by key
indicators integrated into a system. They are grouped
into four perspectives — financial, customer, internal
process, learning and growth, and are presented in a spe-
cial map through goals, indicators, tasks and measures,

!'In the present study, the ‘marketing network’ concept is distinguished from the narrowly perceived understanding of
marketing networks that serve for marketing purposes in the Internet space and developed by Social media marketing.
2 According to the initial idea of the approach, the results are reflected in four groups of indicators — customer, internal

business processes, staff and interests of partners [7].

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



V. Grigorova

which are used to track the transformation of resources  cators to marketing strategy and long-term improvement
into goals [9, p. 197]". of marketing activity. At a strategic level, it assesses the
According to the logic of the value chain, the ‘learn-  extent to which marketing contributes to achieving the
ing and growth’ perspective is the input of the BSc, the  desired levels of innovation, quality, flexibility and ex-
transformation and the actual operation are presented inthe ~ penditure in the organization. At the operational level, it
‘internal process’ perspective, the ‘customer’ perspective  identifies the achieved level of marketing performance.
is the output, and the economic outcome is presented in the The MBSc system is built iteratively, by major
“financial’ perspective [10]. product groups or categories, and the processes in the
The Marketing Balanced Scorecard (MBSc) re-  activity are viewed comprehensively. The goals and in-
tains its strategic focus and involves measuring the ef-  dicators are developed on the basis of a market analysis
fectiveness of the organization’s marketing activity first for the ‘customer’ and ‘financial’ perspectives, then
through a system of key performance marketing indica-  for ‘internal and external marketing processes’ and fi-
tors (KPMI) that balance financial with non-financial, nally for ‘learning and growth’ perspectives. The proce-
integrated with private, external with internal, short- dure goes through the following stages: 1) developing a
term with long-term indicators, and those in the separate  strategy map; 2) identifying relevant KPMIs for each of
perspectives. It provides information on the impacts that  the goals of the four perspectives and developing a per-
have to be undertaken and the way they are to be carried ~ formance map; 3) selecting strategic initiatives. One of
out in order to perform the marketing activity in compli-  the goals of the approach is to discover potential for the
ance with the set goals and standards and the marketing  development of marketing activity as part of the overall
strategy. The emphasis is on the non-financial KPMI for  activity of the organization.
efficiency, on the non-quantifiable aspects of the activ- The formulations of this modern approach have a
ity and the key success factors of marketing. number of advantages and opportunities for improve-
MBSc focuses on indicators that are used to quan-  ment as defined in Table 1.
tify efficiency and effectiveness and to bind these indi-

Table 1
Characteristics of MBSc?

ADVANTAGES OF MBSC
interactivity — due to the constant traceability of the results by individual indicators, the causal relationships
between them and their binding to the strategic goals, it is constantly the focus of attention of marketing and
corporate managers [11]
predictability — the results by indicators are tracked on a dashboard, similar to a cockpit, where several KPMIs
are placed, requiring regular monitoring at different frequencies, and several warning ‘signalling’ marketing
efficacy indicators that inform about possible problems in performing the goals. Attention is directed to them
when diagnosing deviations from target values. Timely warnings are given on problems and opportunities for
corrective measures
timeliness, relevance, clarity and accuracy of information — it is obtained regarding the current marketing ac-
tivity at all times, at all levels of management and performance, and the extent of achieving the marketing goals
is assessed
flexibility — the causal relationships between marketing indicators are established specifically for each organi-
zation [12]
dynamics of the KPMI system — the causal relationships between the indicators are not constant but of a probable
and dynamic nature according to the daily needs of the management [7, p. 218]
communication, information and training nature of the approach — the strategy is clearly formulated and trans-
formed into goals and tasks, the strategic initiatives are coordinated and the strategic feedback is expanded [9,
p- 10-19]
accuracy of the obtained information regarding past and current processes, analysis and assessment of the
trends in the development of marketing activities, detection of potential problems, setting and meeting goals
and performing corrective effects to optimize marketing management
universal applicability for all sectors of the economy
all-round application in the organization — enables and requires managing the implementation of the marketing
strategy at all executive levels by linking goals, initiatives and indicators
transforming the strategy into individual actions by aggregating the KPMI

! Business organizations themselves decide which perspectives they will use, and can add new ones according to their
importance for achieving the strategic goals.
2 Developed by the author.
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Ending of Table 1

integrating financial and non-financial indicators in the KPMI system

management of non-material values, such as customer loyalty, innovation, employee competencies, etc.

preserving the structure of the organization — the marketing activity is regulated without any change in the
organizational structure of the company

real-time measurement of key factors

creating a system for marketing activity operational management

changes are encouraged

integrated, iterative and interactive approach to marketing management and its measuring, which makes man-
agement more reliable [13, p. 130]

reduces the heterogeneity and variety of the information processed by systematizing it.

establishes priorities in performance and measurement trends

comprehensiveness — integration with other approaches, such as the comparative approach of measuring per-
formance towards goals

prevention — opportunity to identify wrong or poorly defined goals

OPPORTUNITIES FOR IMPROVING THE MBSC

methodological simplification in defining indicators (especially for effects that are difficult to measure, such as
those related to intellectual capital)

providing data on all external environment parameters to overcome inaccuracies in the ‘customer’ perspective
[14]

taking into account the expanded value chain, which is an essential principle for building up modern network
organizations instead of affecting only key suppliers [15]

demonstrating the role of society in defining the business environment in which the organization operates [15]

measuring the results should be viewed as a two-way process, without giving priority to the ‘top-down’ rela-

tionship, which requires a cascading principle in the development of performance maps [15]

The presented features of the approach confirm its
relevance to the problem of optimizing the activity of
marketing networks. Moreover, the network partners
can modify it according to the specifics of the general
marketing activity. In this way, it can contribute to real-
izing a number of advantages such as growth in net mar-
keting profits, increasing customer satisfaction, improv-
ing product (service) competitiveness and quality, intro-
ducing product innovation, improving the quality of
managerial decision-making in marketing, improving
partners’ image, ensuring the economic sustainability of
the business and the rational use of all kinds of resources
at national level. Moreover, its versatility makes it ap-
plicable to all types of marketing networks, including in
the tourism sector.

3. Framework of the MBSc approach for opti-
mizing the marketing tourism network management

Some of the opportunities for developing the spe-
cifics of the MBSc approach in conceptual and practical
terms are manifested in optimizing marketing networks
that arise in a particular economic environment, espe-
cially in the service sector. In this way, the tourism sec-
tor as one of the fastest-growing areas of the global
economy where marketing networks emerge is a suita-
ble sphere for its approbation. In this regard, the MBSc
approach can be tailored according to the specificities of
marketing tourism networks and a modification called
Marketing Balanced Scorecard in Tourism (MBScT)
can be proposed based on the principle of balanced ma-

nagement of the key performance indicators of the com-
mon marketing strategy of this network.

The basic elements of the approach are: *market-
ing strategy of the network; *marketing activity of the
network; *resources — competences of marketing spe-
cialists, data about internal and external marketing pro-
cesses of the network, information and technical tools,
financial resources; *causal relationships between mar-
keting indicators at all levels of marketing activity;
*KPMI system with target values defined in accordance
with the strategic goals of the network; *process of
measuring (diagnosing) the short-term effects (out-
comes) of marketing activity; *process of assessing the
marketing effects for the network; *process of optimiz-
ing the marketing activities of the marketing tourism
network; *information provision.

When evaluating and optimizing the effects of
marketing activities of this type of networks, the ap-
proach takes into account factors such as the conceptual
aspects of network theory, characteristics of marketing
tourism networks, features of marketing in the tourism
sector, global and national trends in the tourism services
market. The theoretical foundations adhere to the prin-
ciples of holisticity, integrity, comprehensiveness and
balance.

MBScT is based on the symbiosis of marketing
short- and long-term effects measured through selected
KPMIs for marketing tourism network (KPMItn) bound
into a system. Optimization as a process is subject to the
logic ‘input — activity — output’, the input being the re-
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sources: the competencies of the marketing network
specialists, internal and external marketing processes
carried out in it, information and technical tools and fi-
nancial resources of the network. The input information
enters into four panels containing KPMItn, then it is an-
alyzed and the short- and long-term effects are evalu-
ated. The evaluation is performed towards the KPMItn’s
target values and the adopted marketing strategy of the
network. KPMlItn give a detailed picture of the current
state and development of the marketing tourism net-
work, and they have to be disaggregated to the lower
executive levels. This will lead to greater expedience
and rationality in the processing of results and in making
managerial decisions.

The four panels of the approach are presented in
the model in Fig. 1 and are described as follows:

— ‘Financial effects related to the marketing ac-
tivity of the network’ panel. In this panel, the following
key indicators are most commonly used: number of
sales of targeted products and services, expenditures on
general advertising campaigns, return on marketing in-
vestments. KPMItn can be disaggregated by segments,
and some of them (sales revenue, revenues generated
from launching new tourism products) — by separate
tourism products.

— ‘Effects, related to the customers of the net-
work’ panel. The following can be used as key indica-
tors: ‘mystery shopper’ regular surveys, number of cus-
tomers attracted for a certain period of time, regular in-
ternal checks of customer service, customer feedback
analysis. The focus of the activities of marketing tour-
ism networks on the relations with customers requires
that the tools of another management approach — Six
Sigma, be applied by creating three additional subpan-
els: 1) ‘KPMItn related to finding and attracting new
customers’; 2) ‘KPMItn related to retaining loyal cus-
tomers’; and 3) ‘KPMItn related to developing loyal
customers’. Here, the evaluation is conducted in two
stages, the first of which includes the following ele-
ments [16]: defects (errors) in the marketing activities of
the network in the development of customer relation-
ships; opportunities for measuring customer relation-
ships; units to be measured and marketing indicators;
detailed customer process mapping; plan for gathering
data on customer relationships; dashboard for data
presentation; graphs for measuring customer-related
processes; assessing customer relationships; opportuni-
ties for improving the customer-related marketing acti-
vity of the network. The second stage involves measur-
ing and reporting customer opinions and attitudes to
them before booking/buying a tourism service.

— ‘Effects, related to internal and external mar-
keting processes in the network’ panel. For the tourism
sector, this panel covers two groups of marketing pro-
cesses: the internal ones are related to the pricing of
tourism products, assortment solutions, product innova-
tions, and the external ones are related to communica-

48

tion solutions, sales promotion, distribution solutions,
etc.

— “Effects, related to the development of market-
ing activity and marketing personnel in the network’
panel. This panel covers KPMItn in two trends: market-
ing activity as a whole and marketing personnel, where
four sets of indicators are used — motivation, quantita-
tive characteristics, qualitative characteristics and im-
proving the qualification of the marketing personnel.

The possible KPMItn by individual panels are pre-
sented in Table 2.

The outlined KPMItn function in a system based on
causal relationships between them, which is an essential
element of the structure of the balanced approach.

The approach operates according to the follow-
ing logic: the information submitted from the document
flow and the information flows in carrying out the mar-
keting activities in the network goes to the four panels
containing KPMItn. There, the short-term effects
achieved (diagnosing the results) and the long-term ef-
fects obtained, as well as the expected (predictive eval-
uation of the effects) are processed, analyzed and eval-
uated. The evaluation is carried out in accordance with
the marketing goals expressed in the KPMItn target val-
ues and the adopted marketing strategy of the network.
The input of the evaluation process involves the compe-
tences of the marketing specialists, information and
technical tools and financial resources. The output in-
volves the optimization process based on the assess-
ments made of the achieved marketing effects and pro-
posed corrective impacts.

The conclusion of the presented research. The for-
mulations of the Balanced Scorecard approach are rele-
vant and completely applicable in optimizing marketing
tourism networks. The new framework of this balanced
approach focuses on measuring and evaluating the cur-
rent state of these networks, depending on the imple-
mentation of the common marketing strategy adopted by
the partners.

Further research perspectives of the issues raised
relates to the approbation of the optimization approach
in a real marketing tourism network, as well as its use in
marketing networks in other economic sectors.
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effects related to

Panel: Effects related to
the customers of the net-

Panel: Effects re-
lated to internal and

Panel: Effects related to the
development of marketing ac-

* Net marketing
profit

* Marketing ex-
penditures

* Revenues from
sales of tourism
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* Number of new custom-
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* Coefficient of updating
the customer base
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* Number of purchases by
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* Number of products of
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sumption of network prod-
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* Number of initiatives for inno-
vating the tourism products
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I'puroposa B. I1. 36anancoBanmii miaxix n1o omn-
THMi3alii MApKETHHIOBUX MePe:K y TYpU3Mi

Teopist MapKeTHHIOBHX Mepex, pO3pOOJIEHHX Y
cthepi Typusmy, TOB'A3aHa 3 MiAX00M 30aTaHCOBaHOI
CHCTEMH MOKa3HHUKIB, III0 TIPOIIOHYIOTH HOBUM METON 1X
omruMmizamii. 3 Ii€0 METOK 3HIHCHEHO CIpody KO-
POTKO TIOSICHUTH TIOJIOXKEHHS Teopil MapKEeTHHTOBUX
MepexK, iX cnemudiky B cextopi Typusmy. s mporo
MIPOIIOHYETHCS BBECTH ITOHATTS MapKETHUHTY 30aJIaHCo-
BaHOI CHCTEMH NOKa3HUKIB y cepi TypuU3My 5K iHCTpY-
MEHTY OIIEpaTHBHOTO YIIPABIIIHHS Ta ONTHMI3aIlii I1X
MEpex.

Kiouogi cnosa: MapKeTHHT MEpexkKi KOMIIaHii, Ma-
PKETUHT TYPUCTUYHHX MEPEX, ONTHMi3allis, 30a1anco-
BaHAa CHCTEMa IMOKAa3HHKIB, MapKeTUHT 30alaHCOBaHA
crcTeMa IMOKa3HUKIB B cepi Typu3My, KIIFOYOBI IOKa3-
HUKHU MapKETUHTY ITOKa3HUKH IJIS1 TyPH3MY MEPEXKi.

I'puroposa B. II. CéanaHcupoBaHHbIN MOIX04
K ONTHMHU3AIHHM MAPKETHHIOBBIX ceTeil B Typu3Me

Teopusi MApKETHHTOBBIX CeTel, pa3padOTaHHBIX B
chepe Typu3Ma, yBsi3aHa C IMOIXOA0M COAIAaHCHPOBAH-
HOM cHCTEeMBI TIOKa3aTeNeH, mpejiaraloiuM HOBbIA Me-
Toa ux ontumuzanuu. C 3TON 1eNbl0 TpeanpuHsTA

TIONBITKA KPATKO OOBSCHUTH TMOJIOKECHHSI TEOPUU Map-
KETHHTOBBIX CETEH, UX CIEIU(HUKY B CEKTOPE TypH3MA.
Jlyis 3TOTO MpennaraeTcsi BBECTH MOHITHE MapKEeTHHTa
cOaTaHCUPOBAHHON CHCTEMBI ITOKa3areleii B cdepe Ty-
pU3Ma KaKk MHCTPYMEHTa OIEPATUBHOTO YIPABJICHUS U
ONTUMH3AIIAHN DTUX CETEN.

Kurouesvle cnosa: MapKeTHHT CETH KOMITAHWU,
MapKEeTHHI TYPUCTHUECKUX CETeH, ONTUMH3alusi, coa-
JIAHCHPOBAHHAs CHCTEMa IOKa3aTesel, MapKeTHHT cOa-
JIAHCHPOBaHHAsl CHCTeMa Iokazareiei B cdepe Ty-
pY3Ma, KITFOUYEeBhIE MOKa3aTeN MapKETHHTA TIOKa3aTeNH
JUTSL TYpU3Ma CETH.

Grigorova V. Balanced approach for optimizing
marketing networks in tourism

The article links the theory of marketing networks
developed in tourism with the established Balanced
Scorecard approach, offering a new balanced approach
for their optimization. To this end, the formulations of
the marketing network theory and their specificity in the
tourism sector are briefly clarified and the Marketing
Balanced Scorecard in Tourism concept is introduced as
an optimization tool of the operational management of
these networks.

Keywords: marketing corporate networks, market-
ing tourism networks, optimization, balanced scorecard,
marketing balanced scorecard in tourism, key perfor-
mance marketing indicators for the tourism network.
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SPECIAL ECONOMIC ZONES: KEY LESSONS LEARNED
FROM GLOBAL EXPERIENCE

Special economic zones (SEZs) are increasingly
common and popular policy instrument for economic
growth. They are one of the oldest economic regulators
and have been in existence for several centuries. The
idea of zones" establishing arose in the XII century in
Europe; at those times, they were functioning in form of
free ports and cities. Since then the meaning of the term
has expanded significantly and now SEZs are defined as
«demarcated geographic areas contained within a
country’s national boundaries where the rules of busi-
ness are different from those that prevail in the national
territory. These differential rules principally deal with
investment conditions, international trade and customs,
taxation, and the regulatory environment, whereby the
zone is given a business environment that is intended to
be more liberal from a policy perspective and more ef-
fective from an administrative perspective than that of
the national territory» [1, p. 23].

If considering the components of the term «special
economic zone» apart, it can be seen that they are both
sufficiently broad and precise [1, p. 26-27]:

1) «specialy» relates to the differential regulatory
regime that distinguishes the zone from the national
economy;

2) «economicy refers to a variety of activities al-
lowed in zones, without prejudice concerning their na-
ture and focus;

3) «zone» relates to the legally or physically
bounded «economic space» contained in the national
territory.

Nevertheless, the definition given above only
partly related to the reality, because some countries do
not apply taxation incentives, and others have rejected
the geographic spatiality of the SEZs and have prefera-
bly made it a solely legal space which is applicable to
the entire of the domestic territory or large parts of it. It
is therefore not surprising that there is some confusion
in the name and classification of zones.

Experts Thomas Farole and Gokhan Akinci com-
ment on it this way [2, p. 1]: ask three people to describe
the economic zone and you will get three different an-
swers. The first person may describe a fenced-in terri-
tory offering industrial land in a developing country
with tax breaks and other investment incentives. In con-
trast, the second person may remember the «miracle of
Shenzhen» — a fishing village, which was transformed
into a modern city of over 14 million inhabitants
30 years after the establishment of [3]. A third person

might think about Singapore or Dubai's ports, which
operate as the foundation for a wide range of trade- and
logistics-oriented activities. Notably, all three of these
opinions are correct descriptions of economic zones.
Table 1 shows key characteristics of SEZs" types which
have become widespread in recent decades.

In addition to SEZs" types identified in table 1, eco-
nomic zones are often included specialized economic
zones — highly specialized structures adapted to the ne-
cessities of specific activities — science and technology
parks, software zones, finance service zones, tourism
zone, logistics parks and others [4, p. 11].

As the report [1, c. 24] points out, the multiplicity
of SEZs’ types is the result of several factors, including:

= the need to distinguish between types of SEZs
which have significant differences in form and function;

= zone founders’ desire to differentiate their prod-
uct from others in a competitive environment;

= differences in terminology among countries;

= the result of multiple translations.

The definitions of zones vary with the development
of their new modifications, the disappearance of old
types or their adaptation in accordance with the new
conditions. Experts note [1, c. 24-25] that the definition
of SEZ should be broad enough to include a wide variety
of «past, present, and future zones», and at the same
time sufficiently accurate to exclude those that do not
reflect «the essential structural features that make a zone
a zone»: specific regulatory regime, dedicated gover-
nance structure, physical and transport infrastructure.

There is an extensive theoretical and practical stu-
dies dealing with SEZ, including Ukrainian [7-9]. How-
ever, despite decades of research, many crucial issues
remain unanswered. There is still an ongoing debate
over the value of special economic zones as a policy in-
strument. Some economists argue that SEZs can act as a
catalyst for economic recovery and growth while others
consider them as a «second best policy» tool, giving
preference to the economy-wide liberalization of invest-
ment and trade.

The aim of the paper, therefore, is to investigate
various challenges, opportunities, and perspectives that
arise when countries apply SEZs by analyzing the con-
ditions that lead to success or failure of implementation
this instrument in practice. This paper also explores why
in Ukraine the experience of SEZs’ establishing had
proved unsuccessful and what needs to be done prima-
rily to remedy this situation.
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Since the first SEZ in its modern sense was estab-
lished nearly sixty years ago in Ireland (Shannon Free
Zone), they have become an essential feature of the
world economy [3]. If in 1986, there were 176 SEZs,
than in 1995 — already 500 and today more than 3,000
zones are known to exist in 135 countries, which employ
more than 70 million people and new ones being added
all the time (Figure).

According to The Economist, «three out of every
four countries have at least one zone» [10]. The largest
number of SEZs are found in Asia (470 items), North
America (266), Central America (228) and Europa
(161). Thus, there are approximately 260 SEZs in the
USA, 190 — in China, 115 — in Indonesia, 30 — in Thai-
land [11, p. 9-10].

1970s

30 countries
80 SEZs projects
Total exports: $6 billion
Job creation: 1 million

Their popularity should come as no surprise. The
main economic and social benefits that SEZs can bring
are:

= attracting foreign direct investment (FDI);

= jobs creation, especially in «smaller countries
with populations of less than 5 million» [4, p. 3-4];

= boosting exports and its diversification as well;

= developing new (among them export-oriented)
industries;

= raising government revenue.

These all ultimately resulting in structural transfor-
mation, industrialization, and modernization, promoting
technology transfer, and innovation through industrial
clusters.

2010s

135 countries
> 3000 SEZs
2000 + SEZs projects
Total exporti: > $180 billion
Job creation: >70 million

Figure. The growing popularity of SEZs in the world *

* Based on sources: [3; 11; 12].

At the same time, SEZs are not a ready-made solu-
tion for all the economic problems. They should be
taken only as one of the instruments of economic policy.
It should also be borne in mind that not all countries
have demonstrated successful attempts at creating SEZs.
There are both successful and failed zone schemes.

Chinese zones are a good example of success.
SEZs helped China to encourage industrial development
by attracting FDI, accelerating export growth and pro-
moting technology transfer that subsequently spread to
other domestic industries. The best-known example is
already mentioned «miracle of Shenzheny.

However, the stories of successful zones, particu-
larly Asian and Latin American, have proved difficult to
replicate in other regions of the world. Many SEZs have
failed or have achieved modest results. For instance,
Kandla (India), Bataan (Philippines), Cartagena (Co-
lombia), Moin (Costa Rica) fall into this category. Some
experts consider [2; 11] that failed zone programs had
been applied in countries such as Senegal, Namibia, Li-
beria, Ivory Coast, Democratic Republic of Congo (Af-
rica), Pakistan (Asia), Ukraine, Moldova (Europa).

That explains why there is still no consensus in the
academic and political circles have been reached on the
importance of zones as a policy instrument. According
to the economic literature, the possible impact of SEZs
can be divided into two groups.

Representatives of the first group assess SEZs with
the help of static economic parameters and do not take
into account the potential dynamic «indirect» effects
(Table 2). This is the orthodox approach, which based
on neoclassical economic theory. Orthodox economists
support a country-wide liberalization of trade and in-
vestment instead of promoting certain SEZs [2; 13].

Table 2
Potential «direct» and «indirect» benefits derived
from SEZs *
Static «direct» benefits Dynamic «indirect»
benefits
Employment creation Skills upgrading
Export growth Export diversification
Foreign direct Transfer of knowledge
investment and technology
Foreign exchange Promotion of non-tradi-
earnings tional industries
Government revenue Regional development

* Based on sources: [1; 4; 13; 16].

Proponents of the second approach — the heterodox
approach — hold the opinion that «zones can play a long-
term dynamic role in their country's development pro-
cess» [14, p. 8], potentially generate «the longer term
structural and development benefits» for the national
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economy [1, p. 26]. Recent economic literature dealing
with SEZs particularly highlights the dynamic benefits
that zones could achieve. Modern researchers empha-
size such dynamic effects as skill formation, knowledge
and technology transfer, cluster effects and the integra-
tion of national firms into global value chains [4; 15].

However, even not all successful SEZs have been
able to achieve equally positive results in static effects,
namely boosting employment, increasing export earn-
ings and attracting FDI. For example, in China (zones
account for more than 80 percent of cumulative FDI [4,
p. 35-36]), in the Philippines and Malaysia SEZs have
been proven to be «a very significant contributor» to for-
eign direct investment [1, p. 66]. The same cannot be
said of South and East Asian, Latin American and North
African countries’ SEZs.

The zones have played an important role in em-
ployment generation in certain countries, but on a re-
gional scale, the rates of job creation are low. This con-
trasting with export performance (Table 3): in many
countries, zones account for a major share of exports.

For example, in Nicaragua — 79,4% of total export, in
the Dominican Republic — 77%, in Panama — 67%, in
the Philippines — 78,2%, in Morocco — 61% [4, p. 35].

Nearly 60 years of SEZs experience show that the
success or failure of a particular zone is related to a mul-
titude of factors. There are as many explanations of such
situation as there are zones.

There is evidence that generous fiscal incentives
are unable to compensate the weak infrastructure and
bad location of SEZs’. Poor roads, no access to electri-
city, water, and other resources, isolation from suppliers
and consumers could not be compensated by tax prefe-
rences. Moreover, sometimes tax relief form only a few
percent of total cost for implementing investment pro-
ject and are not the main reason for investing. The most
important thing for investors is the state and local go-
vernment's attitude towards them, their willingness and
openness to cooperation. Tesla Motors founder and
CEO Elon Musk talks about it in his interview when
commenting on the decision to construct of the new fac-
tory in Nevada [17].

Table 3
The economic performance of SEZs" activities across regions and the world at large *
Direct Employment Zone Exports
US$ Percentage of Na- -
millions tional Employment US$ millions | Percentage of Exports

Asia and the Pacific 61089 2,30 510666 41,0
Americas 3084 1,15 72636 39,0
Western Europe 179 . RE
Central and East Europe
and Central Asia 1590 0,001 89666 38,7
Xsdle East and North Af- 1458 1,59 169459 364
Sub-Saharan Africa 1040 0,20 8605 48,7
Global 68441 0,21 851032 40,8

* Based on source: [4, p. 34, 36]
** data are not available.

Familiarizing with experience of SEZs" function-
ing in different countries and regions of the world makes
it possible to highlight common obstacles to zones suc-
cess.

1. Mistaken priority setting and the inability to im-
plement them, including due to lack of competent staff.

Overly ambitious and reassessment of own capaci-
ties are frequent in economies which try to use zones as
an easy way to addressing the economy's structural
problems.

In addition to the obvious, incompatible with rea-
lity, the desire of local authorities to transform econom-
ically weaker regions and cities into «growth polesy,
some problems are less noticeable. For instance, many
SEZs in Asia were initially oriented on the development
of new perspective sectors, such as information and
communication technologies, software, new materials,
including energy saving. However, in order to achieve

success in these areas, statements of local authorities
should be backed by a clear strategy and appropriate
programs of economic development.

Therefore, overstated state goals may not coincide
with the existing economic conditions and from the very
outset hinder the development of SEZs’. Take Kazakh-
stan, for example. In the country had been decided to
develop knowledge-based zones. However, as it turned
out Kazakhstan did not have enough qualified person-
nel, so investors had to attract foreign specialists who
possessed the necessary amount of knowledge, relevant
technical and marketing skills, which had experience in
project management. As a result, the share of zones in
the total output of goods and services in the country re-
mains scanty — 0,003% and the number of jobs created
within them is only 9,000 units (in the period from 2001
to 2013) [18].

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



I. Pidorycheva

Other countries have faced similar problems. For
example, in Malaysia in the mid-1990s, the government
initiated a large-scale program of economic restructur-
ing in order to stimulate structural changes and to in-
crease the share of high value-added products. However,
by the year 2000 the production «came out on the pla-
teau» — there was no decline and no growth. Some sci-
entists note [19] this situation is affected not least by the
imbalance in the labor market and limited of high-qua-
lity human resources. Indeed, working conditions, labor
relations and the development of human potential are
weaknesses in many zones of the world, and, conse-
quently, those areas that needed to be improved.

2. Industrial specialization.

SEZs should not be created purely as industrial
sites in isolation from consumers, suppliers, trade organ-
izations and, most importantly, from the needs of the
population. Industrial zones cannot be designed without
living quarters and high-quality social infrastructure.
Otherwise, the lack of normal comfortable living condi-
tions will prevent the attraction of high-skilled person-
nel, as it happened, for example, in Airbus Park in Tian-
jin City, China.

3. Inappropriate land use.

As arule, large tracts of land are allocated for SEZs
at an adjusted price (at a price below market). This poses
risks of using land plots not for their intended purpose,
but, for example, as arable lands, or such purposes (that
is use land of SEZs for farming) can be claimed initially.

In that case, SEZs become a place for easy enrich-
ment and abuse of state support. In order to preclude
such situation, it is important to highlight the priority ar-
eas for investments at the legislative level, including
within the framework of zones. It could be the invest-
ment:

» in technology innovation for industrial modern-
ization;

» in the development of priority sectors of the
economy;

* in order to promote the commercialization of
scientific and technical developments owned by scien-
tific institutions and universities;

= in order to accelerate the development of eco-
nomically backward areas and so forth.

4. The risk of distortions of competition.

Except that provision of public assistance to firms
entering the SEZs (in the form of tax, customs, credit
benefits and preferences) reduces tax revenues to the
budget - at least in the short term - it also entails the
threat of distortions to the economy and competition due
to the advantages to some firm or to the production of
certain types of goods. This is one of the reasons why
some scientists and politicians prefer economy-wide
liberalization of trade and investment instead of in
limited areas of the country.

5. Location and quality of infrastructure.

As it was mentioned above, offering just tax and
other economic benefits to SEZs" firms, the state can
certainly improve the economic situation in a certain re-
gion, but it is unlikely to provide a long-term effect due
to this. The most successful zones in world practice are
organically built into the national economy and closely
integrated with global markets, for example, the South
Korean SEZs have strong links with local suppliers.
This, in turn, requires quality infrastructure and substan-
tial public expenditure for the upgrading of roads, elec-
tricity and water-supply systems, telecommunication
systems, and transport.

Lack of adequate infrastructure even with the fa-
vorable economic environment can become an obstacle
to the successful development of SEZs how it happened
in particular in Africa: lack of reliable electricity and
long distance to the port have become the reason of
failures of many African zones.

An important role in SEZs" success plays their lo-
cation and closeness to the transport. SEZ in Dakar
(Senegal), which was located far from the port of Dakar
and isolated from the main trade routes, may be used as
a bad example.

Nevertheless, that does not mean that considerable
investment in infrastructure will ensure SEZs" success
automatically. For example, Philippine authorities have
invested significantly in the infrastructure of SEZ in
province Bataan: a port was upgraded, a new dam for
supply power was built and new modern office build-
ings were built. However, despite its «infrastructure at-
tractiveness» for a long time, the zone could not attract
investors. Public resources were spent ineffectively. As
a whole, it should be pointed out to a large number of
similar instances in world practice.

On the other hand, there are several examples of
how SEZs have dramatically reduced the number of un-
employment, developed export activities, attracted in-
vestment and finally have played a catalytic role towards
structural changes.

As mentioned above, in Ukraine the experience of
establishing zones was not successful. The first Ukrain-
ian SEZ — the North Crimean Sivash Experimental Eco-
nomic Zone — was created over two decades ago (in
1996) as a pilot project with traditionally good inten-
tions: for attracting investments and developing export
potential, solving social problems and other. Neverthe-
less, in 2002 upon termination of the experiment and ob-
viously not too high of its success by decree [20] SEZ
«Sivash» was eliminated. Another attempts to create
zones also failed.

The preferences and benefits provided by the state
to firms entering the SEZs had not yielded the expected
results and had led to large losses of the state budget,
distortions in the economy and competitive environ-
ment. Among «national characteristics» of SEZs are
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worth noting neglect of legislative requirements and ex-
istence of corruption opportunities for abuse of autho-
rity, enrichment of officials at the taxpayers' expense.
Therefore, drastic criticism of the Ukrainian SEZ is
quite fair. Though could such verdict be final? Obvi-
ously not. As well as SEZs, a number of instruments
which worked well in numerous countries have not be-
come successfully established in Ukraine largely owing
to unqualified implementation and abuse of power.

Today according to the Ministry of Economic De-
velopment and Trade of Ukraine there are eleven special
economic zones created in the late 1990s and early
2000s. In the form in which they were «locked up»,
Ukrainian SEZs have significant shortfalls. However,
this does not mean that they should not be corrected.
Quite the contrary, this instrument of «targeted» stimu-
lating of investment activity, promotion of employment,
increases in exports, etc., generally accepted in the
world practice, needs to be improved and brought into
line with modern conditions.

First of all, Ukrainian’s legislation needs to be im-
proved. Basic Law in force on SEZs [21], adopted in
1992, has laid only general legal foundations for zones.
However, the Law was not clearly defined criteria to at-
tract investors; it does not specify special requirements
for enterprises wishing to work in the SEZs, along with
investment benefits. Each SEZ was established on the
basis of a separate law, that defined tax, customs and
monetary regimes of economic activity, but even in
these laws, there were no criteria for drawing investors.
This means that enterprise of any sector of the economy
(it is not even about high-tech activities as is customary
in the world practice) could benefit from SEZs. As a re-
sult, the zones have become a convenient tool for abuse
of power and tax avoidance, led to distortions in the
economy and of the competitive environment. If we add
to this the State’s position of the refusal to assume re-
sponsibility and expenditures on ensuring of the SEZs
with all the necessary infrastructure (roads, electricity
and water supply systems, telecommunication systems,
etc.), it can be stated that the authorities had done its
utmost in order to this instrument did not live up to ex-
pectations.

It is now important to recognize that without of po-
litical leadership’s goodwill which should put the future
of the country above self-enrichment the situation will
remain unchanged. The public policy toward SEZs
should be well-balanced, systemic and predictable
enough in order to create stable conditions for investing
activities. Nevertheless, the existence of SEZ in itself
should not be regarded as a self-sufficient instrument for
stimulating structural transformation. In addition to sup-
porting the implementation of SEZs' role in the eco-
nomy, the state should form a common enabling envi-
ronment for business that extends beyond spatial bound-
aries of SEZs and spread to the economy as a whole.

Conclusion. Special economic zones are widely
distributed around the world. The study showed that
zones can be an effective instrument to attract foreign
investment, create new jobs, stimulate industrial pro-
duction, increase export revenues, and promote struc-
tural transformation, as well as economic development,
but only when implemented properly. SEZs are the
costly risky initiative that needs careful planning. De-
spite this nowadays there are too many zones to ignore.
The most important lessons of SEZs" world experience
for new initiatives are:

The zones do not bring the positive result over-
night. It takes from five to ten years before they reach
high levels of employment and investment. This is even
true for the most successful zones.

SEZs are offered generous tax relief to firms as
well as more liberal trade, and operating rules than in
the rest of the national territory. However, tax prefe-
rences as such had not deserved a broad support. Tax
relief brings positive results if political and macroeco-
nomic stability is provided, infrastructure is well-deve-
loped and reliable, there is no corruption, there is access
to qualified human resources.

As arule, SEZs’ foreign firms seek to prevent dis-
rupting well-established linkages with their sources of
inputs because it is hard to develop backward linkages
with local suppliers. The exceptions are China and Thai-
land where developed supporting industries can be iden-
tified. So the existence of zones does not necessarily
imply the development of local supporting industries
due to the SEZs’ firms is not always interested in re-
sources locally.

The zones are more likely to bring advantages to
the host country if they are an integral part of a general
economic development strategy. Zone programs must
be part of a broad national or regional development pro-
gram and they also must be designed to best support of
countries’ comparative advantages. As an example, in
China, Republic of Korea, Singapore and in Dubai
zones programs consider as a crucial tool of national or
regional economic and industrial development program
and they are supported at the very top level of the go-
vernment.

In Ukraine, the potential contribution of SEZs to
solve internal structural problems remains unrealized. In
the country as a whole was registered eleven special
economic zones, but in fact, they are not functioning.
Preferences and benefits in the territory of SEZs were
canceled in 2005 and have not been restored to this day.
Therefore, enterprises working in zones operate under
general tax rules and do not have any state privileges.
For changing this situation, it is first of all necessary to
amend the legislation and improve state policy towards
zones by making it well-balanced, systemic and predict-
able enough.
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Hinopuuera 1. 10. ChoemiajabHi exoHOMiuHi
30HH: I'0JIOBHI YPOKH, HA0YTi 3i cBiTOBOroO JocBimy

CreriaibHi €KOHOMIYHI 30HH € OJHUM 13 HaiicTa-
pIlIMX EKOHOMIYHMX PEryjsaTOpiB, sKi IOIIUPEHI B
ycboMy CBiTi. JlOCHimKEHHS [IOKAa3alo0, M0 30HH MO-
KyTh OyTH €()EKTUBHUM IHCTPYMEHTOM 3aJIy4CHHS iHO-
3E€MHUX IHBECTHI[IH, CTBOPEHHS HOBHX POOOYMX MiCIlb,
CTHMYJIIOBAHHS IPOMHCJIOBOIO BHUPOOHHUIITBA, 301/1b-
IICHHS TOXO/IIB BiJl €KCIIOPTY, CIIPUSHHS CTPYKTYPHUM
MEPETBOPEHHSM 1, B KIHIIEBOMY MiJICYMKY, — 3a0e3me-
YUTH €KOHOMIYHMI PO3BUTOK KpaiHu, aje TiIbKU KOJHU
CTBOPIOIOTHCS 3 JOTPUMAHHIM MEBHUX YMOB. Y JaHii
CTaTTI OCHOBHA yBara NpUALISE€ThCS TOCHIKEHHIO ITPO-
OJieM 1 MOMKJIMBOCTEH, SKi CYIPOBOKYIOTH IIPOILIEC
CTBOPEHHS CHEMiaJbHUX EKOHOMIYHHUX 30H, IUIIXOM
aHaNi3y YMOB, SIKi IPUBOAATH JI0 ycHixy abo HeBjadi B
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peatizanii 1[bOro IHCTPYMEHTY Ha mpakTuili. [Tpumins-
€ThCS yBara yKpaiHChbKOMY JIOCBiJly CTBOPEHHS CIelia-
JIbHUX €KOHOMIYHHMX 30H 1 MUTAHHIO TOr0, YOMYy B YK-
paiHi cpoba BUKOPUCTATH 1eil IHCTPYMEHT €KOHOMIY-
HOT MOJIITUKY 3a3Hajia HeBayi 1 [0 HEOOXiHO 3pOOHUTH
B eIy YepTy JUIsl BUIIPABJICHHS 1Ii€i CUTYaIIii.

Kniouosi crosa: crieniaibHi eKOHOMIYHI 30HH, €KO-
HOMIYHA IOJIITHKA, IHCTPYMEHT, 1HIyCTpiami3aIis, Mo-
JIepHi3allisl, CTPYKTypHa TpaHChopMaIlist, EKOHOMIYHUN
PO3BHTOK.

IMugopuuena U. 0. CnienuajibHble dKOHOMHYE-
CKHe 30HbI: IJIaBHbIE YPOKH, U3BJIEYEHHbIE H3 MUPO-
BOT'0 ONBITA

CrenuanbHble SYKOHOMUYECKHE 30HBI SBISIOTCS
OJHHM H3 CTApPEHINMX SKOHOMHYECKHX PEryJsITOPOB,
pacnpocTpaHSHHEIX BO BceM Mupe. McciiemoBaHue mo-
Ka3aJjio, 4TO 30HbI MOTYT OBITh 3((HEKTUBHBIM HHCTPY-
MEHTOM IIPHUBJICUCHUSI MHOCTPAHHBIX MHBECTUIIMH, CO-
3[aHMS HOBBIX PabOYMX MECT, CTUMYJIUPOBAHMS IIPO-
MBIIIEHHOTO TPOU3BOJICTBA, YBEIUYCHUS JI0XOJ0B OT
9KCIOPTA, COACHCTBUS CTPYKTYPHBIM TPaHCHOPMAIUIM
M, B KOHEYHOM CYETE, — 00ECIICUYUTHL IKOHOMHYECKOE
pa3BUTHE CTpaHbl, HO TOJIBKO KOTJA CO3IAIOTCS C CO-
OJIOICHHEM OTIPE/ICIICHHBIX YCI0BUH. B maHHOM cTaThe
OCHOBHO€ BHHMAaHHE YJEISACTCS HMCCICIOBAHMIO IPO-
0J1eM B BO3MOXKHOCTCH, KOTOPBIC COIPOBOXKAAIOT IIPO-
1IECC CO3/IaHUsl CIIEIUATBHBIX IKOHOMUUYECKUX 30H, Y-
TeM aHallu3a YCJIOBHH, KOTOpbIC MPUBOAAT K YCIEXY
WIM HEyJaye B pealM3allid 3TOr0 HHCTPYMCHTA Ha
MpaKTUKE. YJeNsIeTcsl BHUMAHUE YKPAUHCKOMY OIBITY
CO3JaHMs CIIEHHAIBHBIX JKOHOMUYECKMX 30H M BO-
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IIPOCY TOTr0, IOYeMy B Y KpanHe IOIBITKA UCITOIb30BaTh
ATOT MHCTPYMEHT JKOHOMHYECKOW ITOJIUTUKH TOTEP-
rena Heyaady ¥ 9To HeoOXOJMMO cJIeNiaTh B TIEPBYIO
odepenhb ISl UCTIPABIICHUS ATOW CUTYaIIUH.

Kniouesvle cnosa: criellMallbHBIC SKOHOMHUYCCKHE
30HBI, IKOHOMUYECKAs TOJUTHKA, HHCTPYMCHT, WHIY-
cTpUaiu3alusi, MOAEPHHU3ALMsA, CTPYKTypHas TpaHC-
(dhopMarusi, SKOHOMHUECKOE Pa3BUTHE.

Pidorycheva 1. Special economic zones: key les-
sons learned from the global experience

Special economic zones are one of the oldest eco-
nomic regulators which are widespread throughout the
world. The study showed that zones can be an effective
instrument to attract foreign investment, create new
jobs, stimulate manufactured production, increase ex-
port revenues, promote structural transformation, and
ultimately ensure country’s economic development, but
only when they are created in accordance with all the
necessary conditions. This paper focuses on the study of
various issues and opportunities that accompany the
process of SEZs’ creation by analyzing the conditions
that lead to success or failure of implementation this in-
strument in practice. Attention was paid to Ukrainian
experience of SEZs’ establishing and to a question on
why in Ukraine attempt to use this instrument of eco-
nomic policy had proved unsuccessful and what needs
to be done primarily to remedy this situation.

Keywords: special economic zones, economic pol-
icy, instrument, industrialization, modernization, struc-
tural transformation, economic development.
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FORMATION OF THE MODERN SUSTAINABLE SECTOR OF TOURISM
AND RECREATION IN UKRAINE

Introduction. During past decades traveling, tour-
ism and recreation, as well as all supporting this sector
ecosystem have become significant drivers of global
economic growth, contributing over 10% to GDP and
accounting for 1 in 10 jobs on the planet [1, p. xi]. Ac-
cording to World Tourism Organization investigation
“Tourism Towards 2030”, the number of international
tourist arrivals worldwide is expected to increase by an
average of 3.3% a year over the period 2010 to 2030. In
absolute numbers, international tourist arrivals will in-
crease by some 43 million a year, compared with an
average increase of 28 million a year during the period
1995 to 2010. At the projected rate of growth, interna-
tional tourist arrivals worldwide are expected to reach
1.4 billion by 2020, and 1.8 billion by the year 2030 [2,
p. 14].

As one of the fastest growing segments of eco-
nomic activity in many countries of the world, the sector
is increasingly recognized as a vital contributor to job
and wealth creation, poverty alleviation and preserva-
tion of cultural heritage [3, p. 4]. It is most commonly
mentioned in relation to United Nation's Sustainable
Development Goals (SDGs), specifically, SDG 8 (De-
cent Work and Economic Growth), SDG 12 (Responsi-
ble Consumption and Production), and SDG 17 (Part-
nerships for the Goals), as having the strongest link with
tourism [4, p. 6].

A thoroughly designed and well-managed tourism
and recreation sector (TRS) can also help protect the en-
vironment and preserve natural resources upon which it
depends, empower host communities, generate trade op-
portunities, and reinforce peace and intercultural under-
standing between nations [4, p. 4; 5, p. 15; 6, p. 2]. Ne-
vertheless, a modern TRS is facing with current chal-
lenges and some impediments to further growth. Many
popular destinations are encountering with severe
throughput and environmental issues due to tourists
overcrowding [6, p. 2; 7, p. 444; 8, p. 8-9]. This is lead-
ing to inhabitants’ protest movement and measures of
local authorities aimed to restrict access to these desti-
nations (see [8]). In addition, major current challenges
for the TRS sector are: safety and security concerns as
well as the temptation to build new barriers to travel; the
technological revolution and the need for the digitiza-
tion of services; and charting a course toward sustain-
able development [1, pp. 61, 67; 5, p.15].

In the East European countries, a TRS used to be
one of the key sectors, which made significant contribu-

tions to restructuring of the post-communist economies
[10, p. 25-26; 11, p. 182], but not in all cases. In
Ukraine, the sector is still underdeveloped as jobs crea-
tor, investment attractor and innovation promoter [12;
p. 269-270]. This is why the purpose of the paper is to
analyse current situation and trends of digitising in the
global TRS and propose policy-making agendas to
shape and direct future actions for develop the sustain-
able tourism and recreation sector in Ukraine and its re-
gions.

Methodology and Research Approach. Initially,
in order to build up a solid and tested framework for the
proposal part, the concept of sustainable tourism is ex-
plored through a literature review of current research of
leading scholars on this topic. Then, the dynamics of the
global sector of tourism and recreation (TRS) develop-
ment and trends of its digitising are investigated based
on a study of available empirical data and analytical re-
ports. Analysis of the situation with the TRS in Ukraine,
existing problems made possible to find ways to over-
come them and ensure sustainable development of the
sector, taking into account the experience of the Euro-
pean Union countries. Conclusions are summarising the
propositions for elaborating and implementing policy
measures on regional and local levels aimed on the sus-
tainable tourism and recreation sector development. In
doing that, a number of general and special methods
were used, such as: theoretical generalization, abstract
logic; synthesis, comparative analysis.

Revising the recent literature on sustainable
tourism. Since the mid-1990s, publications about sus-
tainability of the tourism sector have been increasing
significantly [13, p.1]. Naturally, the sustainable tour-
ism definition has been subject to a wide range of inter-
pretation. The result has been a tremendously varied
of sustainability definitions in the context of tourism,
just as the term has met with similar varying interpreta-
tions in other contexts. World Tourism Organization
(UNWTO) after several iterations of the definition has
made the choice and defined sustainable tourism as
“...tourism that takes full account of its current and fu-
ture economic, social and environmental impacts, ad-
dressing the needs of visitors, the industry, the environ-
ment and host communities. Sustainable tourism should
thus make optimal use of environmental resources, re-
spect host communities and ensure viable, long-term
economic operations, providing benefits that are distri-
buted fairly among all stakeholders” [14, p. 12].
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During the period from mid-1990s up to first de-
cade of XXI century, many researchers in economic, so-
cial and environmental issues of tourism, with a few ex-
ceptions, have been reluctant to express a critical view
about application of sustainable development concep-
tion for tourism. Apparently, this is because the concept
was a particularly attractive to scholars who had con-
cerns about the anthropogenic pressure on the nature, as
well as negative social consequences of the TRS deploy-
ment, and because many of the principles of sustainable
development are in line with many of the basic princi-
ples of scarce resources saving and environmental ma-
nagement [15, p.8]. Nevertheless, some researchers re-
vealed significant differences between the concepts of
sustainable tourism and sustainable development, sug-
gesting that the principles and objectives of sustainable
development in global context cannot be transposed
onto the specific context of tourism [16, p. 155]. In par-
ticular, it concerns the question how local TRS and
economies can thrive, and unique socio-cultural and en-
vironmental resources survive, in a globalized environ-
ment [17, p. 370].

Richard Sharpley suggested, “...the specific focus
on sustainable tourism, the dominant tourism develop-
ment paradigm of the 1990s, can also be seen as barrier
to development; ...sustainable tourism development has
evolved in into a perspective and restrictive set of guide-
lines for tourism development that, whilst offering envi-
ronmentally appropriate, commercially pragmatic and
ethically sound principles for optimising tourism's de-
velopment role, draws attention away from the potential
benefits of other forms of tourism and, indeed, other de-
velopment agents” [18, p. 7]. Thus, much of the work on
sustainable tourism, to date, has been concentrated on
understanding and managing the impacts of tourism on
the physical environment as well as on economic and
social outcomes. A little attention is paid to the cultural
heritage, which forms the basis of the so-called Indige-
nous tourism. The cultural heritage is a much more dif-
ficult area to assess and manage, with intangible herit-
age being especially difficult [19, p. 1076].

Goals of sustainable tourism used to be seen as
adaptable according to the circumstances of different
contexts and changing circumstances over time. It was
also increasingly regarded as relevant for all forms of
tourism, as well as for different scale of a concrete TRS.
Recently, it is more likely that researchers of the sector
are assuming a broader role in understanding of tourism
sustainability not only spatial patterns and human — en-
vironment interactions but also behavioural patterns, so-
cio-economic impacts, sense of place and place-bound
identities, globalization, and management. Accordingly,
sustainable tourism is often now seen as a “normative
orientation that seeks to re-direct societal systems and

behaviour on a broad and integrated path toward sustain-
able development” [13, p. 1].

Some researchers now suggest that sustainable
tourism entails making trade-offs between differing de-
sirable goals, rather than suggesting that it involves a
balance among these goals. There is growing acceptance
that there will be differing interpretations of what it en-
tails, the scale of reforms needed to give it force, and the
extent to which it is being applied in practice. Because
of these differing views, many consider that the idea of
sustainable tourism serves as a topic for dialogue that
take place in conflict situation and negotiation among a
range of actors [13, p. 2]. Although further discussion
on the meaning of the concept is important, a great deal
more attention must be paid to the problem of how to
implement the concept in operational activity and make
it applicable in appropriate situations to tourism. Re-
lated to this is the issue of whether the concept is the
same when applied to the human and social world as it
is in the context of the environmental sphere, and
whether sustainability is achievable within the same pa-
rameters in each situation [15, p. 9].

There are more radical proposals, for instance,
C. Michael Hall proposed to re-conceptualize sustaina-
ble tourism from an ecological economics perspective
and put forward the concept of steady-state tourism.
From this approach, sustainable tourism development is
understood as tourism development without growth in
throughput of matter and energy beyond regenerative
and absorptive capacities. Steady-state tourism is, there-
fore, a tourism system that encourages qualitative deve-
lopment but not aggregate quantitative growth to the
detriment of natural capital [20, p. 142-143].

The process of commodification in tourism have
been analysed from the political-economic point of view
by B. Biischer and R. Fletcher. They theorized “...how
tourism destinations become capital, understood as
“value in motion”, and how this process not only pro-
vokes various forms of material violence but can be a
form of structural violence” [21, p. 653]. Authors con-
cluded that tourism has to be part of a broader degrowth
movement; this means that tourism should become part
of what called “bioregional economies”, that about
longer term connection and dedication to specific
places, peoples and their local and extra-local socio-eco-
nomic, ecological and political struggles. Moreover,
they believe that tourism should move radically from a
private and privatizing activity to one founded in and
contributing to the common [21, p. 664].

Recently, there is evidence that discourse of
degrowth is increasing in the literature of sustainable
tourism. It is significant that the Journal of Sustainable
Tourism announced the submissions for a special issue
on tourism and degrowth.! Obviously, tourism is one of

! See: http://explore.tandfonline.com/cfp/pgas/rsus-si-degrowth-4q2017?utm_source=CPB&utm_medium= cms&utm

campaign=JMK03022.
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the world’s largest industries and hence a main form of
economic expansion. Moreover, it is predicted to grow
dramatically in the future as the basis of much of the fu-
ture development aspirations of many lower-income so-
cieties. To seriously pursue degrowth at both global and
as well as most national levels, therefore, would likely
require a drastic transformation of the model of tourism
and recreation industry, its structure and the nature of
the interaction among constituent elements of the sector
[7, p. 445].

Howbeit, we should agree that during current trans-
forming of global economy as whole and TRC as its
part, in order to retain research on sustainable tourism to
a high scientific level, a systems perspective and an in-
terdisciplinary approach are indispensable [22, p. 459].
The necessity for further research and possible revision
of the sustainable tourism paradigm is associated with
the fact that tourism itself is transformed and resides in
a state of transition now [23, p. 1-2; 24, p,1]. Primarily,
a significant impact on the sector, as well as on other
economic sectors, is provided by technological changes,
in particular, the rapid development of the digital econ-
omy [25, p. 77; 26, p. 164]. A prominent area of tourism
transforming is geospatial technology. Platforms such as
Google Earth, Wikitravel, TripAdvisor and Wikimapia
enable and encourage travellers to provide their own
opinions, ratings, and practical information for other
travellers. As well, social media is now targeted by des-
tinations and individual service providers as a means of
disseminating information and undertaking promotional
campaigns [27, p. 166]. The process of digitization of
the economy is leading to further globalization, increas-
ing mobility, blurring boundaries among economic sec-
tors and to "softening" of physical borders between
countries, that are provoking new forms of cross-border
tourism [28, p. 1-2; 29, p. 1] and business tourism [30,
p. 107]. Also changing in the TRS is occurring due to
advances in sustainability-related technologies, as well
as safety and security concerns [31; 32].

The issues of sustainability of tourism and recrea-
tion sector in national and regional scales are of certain
interest of Ukrainian academic circles. Thus, T. Tka-
chenko and Iu. Zabaldina have completed the analysis
of situation in the Ukrainian TRS since the political and
economic crisis in 2013-2014. They concluded that in
order to bring the sector out of a difficult situation and
direct it to sustainable development, an appropriate
phased strategy based on a public-private partnership
should be developed [33, p. 226-227]. V. Lipchuk and
I. Machikha suggested that one of the major directions
of revival of the Ukrainian TRS and ensuring its sustain-
able development is the implementation of the systemic
revitalization of the obsolete tourist facilities [34, p. 95].

Some authors stressed on the necessity to elaborat-
ing and implementing a well-defined system of state
regulation of the national TRS aimed at the sustainable
development of tourist destinations with the proper in-

stitutional support [35-38]. I. Antonenko and 1. Mel'nyk
[39] as well as L. Matviychuk and T. Luzhanskaya [40]
suppose that environmental norms should be integrated
into the economic sphere of tourism activity, which
means that it is necessary to introduce such economic
levers that would allow turn tourism into a friendly sec-
tor for the environment.

O. Kondratyuk proposed mechanism of ecological
and economic appraisal of TRS functioning for targeting
state governance on sustainability goals [41], whereas
A. Hahlyuk and A. Lukyanov point to the need for
ecologization of tourism activity as well as fostering of
ecologically safe technologies introduction in tourism,
and elaborating of a national program for the develop-
ment of ecological tourism, creating of eco-networks,
and also increasing the share of environmental taxes in
the consolidated budget of Ukraine up to 6-9% [42,
p. 42-43].

Some publications are devoted to investigating of
regional features of tourism development and creating
of tourism and recreation clusters [43-47] and possibili-
ties of using European countries experience concerned
support of a national TRS development [48-51].

One of the important areas of research on sustaina-
ble development of the tourism and recreation sector in
Ukraine, which, in our opinion, is not adequately co-
vered in the literature, is innovation activity in the sector
and especially fostering of its digitising (the latter has
been devoted only to a small number of works, see [52-
54)).

Situation in the global TRS and trends of its di-
gitising. In recent years, the tourism and recreation sec-
tor and all supporting this sector ecosystem has contrib-
uted totally around seven trillion U.S. dollars to the
global economy annually, nearing eight trillion in 2016.
A highly profitable and valuable sector to the global
economy, the TRS makes a direct economic impact of
more than two trillion U.S. dollars each year (see Fig. 1).

Over the past seven years, the sector has demon-
strated a decline in the share of its total contribution to
the global GDP from 9.9% in 2010 to 8.9% in 2012, but
then gradually increased its share and in 2016 exceeded
the 2010 level (see Fig. 2).

Year 2016 marked the seventh consecutive year of
sustained growth in international tourism, with arrivals
(number of overnight visitors) increased by 4% or more
every year following the global economic crisis of 2009.
Slightly more than half of all overnight visitors travelled
to their destination by air (55%), while the remainder
travelled by surface transport (45%) — whether by road
(39%), rail (2%) or water (4%). The trend over time has
been for air transport to grow at a somewhat faster pace
than surface transport, thus the share of air transport is
gradually increasing. In 2016, the purpose of visit for
over than half (53%) of all international tourist arrivals
was travel for holidays, recreation and other forms of
leisure, 27% of international tourist arrivals travelled for
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reasons such as visiting friends and relatives, religious
beliefs and pilgrimages, health treatment, etc., some
13% of all international tourists reported travelling for

business and professional purposes, and the remaining
7% of arrivals was for other not specified reasons [2,

p- 4].
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Fig. 1. Direct and total contribution of TRS to the global economy, trillion US dollars

Source: The Statistics Portal. Available at: https://www.statista.com/statistics/233223/travel-and-tourism--total-eco-

nomic-contribution-worldwide/.

Note: The direct contribution of the TRS includes the related commodities, accommodation, transportation, entertainment
and attractions of these industries: accommodation services, food & beverage with related services, retail trade, transportation
services and cultural, sports & recreational services. The figures for total impact also include indirect and induced contributions.
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Fig. 2. Share of the TRS total contribution in global GDP, %

Source: The Statistics Portal. Available at:

https://'www.statista.com/statistics/233223/travel-and-tourism--total-eco-

nomic-contribution-worldwide/; World Bank's Data Catalog. Available at: https://siteresources.worldbank.org/DATASTATIS-

TICS/Resources/GDP.pdf.
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The indicators characterizing the dynamics of arri-
vals by geographical markets of outbound tourism for
2016 in comparison with 2010, as well as the forecast of
these indicators until 2030 are presented in Table 1.

According to the table, during 2010 - 2016 Asia-
Pacific and American countries were the most growing
outbound tourism markets, while the traditional Euro-
pean destinations, occupying half of the market, showed
more modest growth (3,6% less than global average
growth rates), but it should be noted that these destina-
tions are on the top of growing base numbers. Negative

dynamics of growth in the Middle East region is con-
nected with the military confrontation in Syria and on
the borders with neighbouring countries, as well as the
high level of threat of terrorist attacks in the region.
While African countries have shown modest growth rate
since 2010, international tourist arrivals in the continent
increased by an estimated 8% in 2016 according to the
comparatively limited data available to date, represent-
ing a strong rebound after a weaker performance in 2014
and 2015 in the wake of various health, geopolitical and
economic challenges [2, p. 7].

Table 1
Outbound tourism by geographical markets, 2016 and projections for 2030
2016 2030, projections

£ z 3 £ g S

[\ ~ P ~

. 22 S e 22 o e

Region hall - N = halll - e E

= > z c = S z

= < ] = < ]

z 5 = z 5 =
Global 1235 29,6 100 1809 46,5 100
Africa 57,8 14,7 4,7 90 55,7 5,0
Americas 199.3 32,8 16,1 265 33,0 14,7
Asia-Pacific 308,4 48,2 25,0 541 75,4 299
Europe 616,2 26,0 49,9 832 35,0 46,0
Middle East 55,6 -3,2 4,3 81 45,7 4,5

Source: UNWTO Tourism Highlights: 2017 [2, p. 4]; Calculation of author based on: World Economic Forum. Digital
Borders: Enabling a secure, seamless and personalized journey [55, p. 5].

As expected, bulk of the arrivals growth will occur
outside the traditional North American and European
niches of the international tourism market by 2030.
These regions will demonstrate a weak growth yet, but
their shares in the global international tourism market
will decrease. Most of the arrivals will come from Pa-
cific Asia, Africa and the Middle East, which benefit
from further economic growth and job opportunities, but
they will also feel serious pressure on the environment.
Research undertaken by the World Tourism Organiza-
tion in 2016 [2] focusing on the forecasted fastest grow-
ing destinations is consistent with the expected growth
of developing nations and emerging markets. In effect,
not only will emerging markets become larger source
markets due to increase in per capita income in these
countries but also they will become more attractive des-
tinations. International tourist arrivals in destinations of
emerging the economies (Asia, Latin America, Central
and Eastern Europe, Eastern Mediterranean Europe, the
Middle East and Africa) will grow at double the rate
(+4.4% a year) of that in advanced economy destina-
tions (+2.2% a year), as expected by UNWTO experts.

64

As a result, the number of arrivals in emerging econo-
mies is expected to exceed those in advanced economies
before 2020. By 2030, 57% of international arrivals will
be in emerging economy destinations (versus 30% in
1980) and 43% in advanced economy destinations (ver-
sus 70% in 1980) [2, p. 14].

In light of the industry’s growth forecasts and the
new global context, the global community must pursue
its commitment to securely and seamlessly enable the
movement of legitimate travellers. To accommodate for
the expected 2 billion international trips in the next
13 years, national authorities and global institutions
need to fundamentally rethink the policy framework for
sustainable tourism development and innovate the ar-
rangement and implementation of future travels. The in-
novations and technological advancements of the past
decades, especially in ICT have led to unprecedented
connectivity and raised the expectations of travellers
who wish to have a seamless, secure, efficient and per-
sonalized journey. In order to achieve a comfort travel
with minimal bureaucratic barriers it is urgent to digitise
all procedures on such three stages of a journey as:
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booking and confirmation of the eligibility, departure
and security, flight and arrival [55, p. 8].

However, digitalisation is needed not only for tra-
velling itself. As tourists become more independent,
connected and conscious of sustainability issues, the
tourist destinations are requiring to embrace, and adapt
to, their changing profile and priorities, and become bet-
ter at promoting so-called smart destinations with appro-
priate marketing. New technologies morcover offer
challenges and opportunities for all supply chains or
clusters in a TRS. Digital transformation for the TRS is
characterised by a fusion of advanced technologies and
the integration of physical and digital systems, the pre-
dominance of innovative business models and new pro-
cesses, and the creation of smart local products and ser-
vices. Currently, even in developed countries tourism
and recreation businesses are not taking full advantage
of digital advanced technologies or the innovative busi-
ness models offered by the collaborative economy. The
state of the digitisation of the sector varies across desti-
nations, particularly between high-tech services and
more traditional areas of tourism and recreation, and
also between countries and regions advanced in digiti-
sation and lagged ones. There are also large disparities
between large touristic companies and local SMEs en-
gaged in the sector [56].

In recognition of the industry’s significant role in
driving pan-European job creation and economic
growth, the European Commission has introduced vari-
ous initiatives, particularly aimed at promoting sustain-
ability, accessibility, culture, and at boosting digitising
of the TRS!. The Virtual Tourism Observatory, the Di-
gital Tourism Network, and the tourism managing tool,
European Tourism Indicators System (ETIS), have been
established to modernise European tourism and improve
connectivity and competitiveness.

In several European tourist destinations local au-
thorities in partnership with business are undertaking
strategic efforts to digitization a local TRS and boosting
investments into a pioneering initiative called “Smart
Destinations”. Its aim is to sustain a digital growth of
this sector while enhancing the residents well-being.
This initiative features cross-cutting issues such as in-
troducing the innovative technologies, planning the de-
velopment of sustainable infrastructures, developing of
resilience strategies for localities which suffering large
seasonal population flows, and aiming to pave the way
towards circular economy. A key point which was
acknowledged throughout the day was the importance
of new technologies to provide valuable data by which
more informed decision-making process can be set up
and assessed, in contrast to the past decades. More gen-
erally the phenomenon of digitization and the deploy-
ment of Cyber-Physical Systems (CPS) technologies
and the Internet of Things (IoT) is expected to increase

substantially over the next decades, holding great poten-
tial for novel applications, innovative products and ser-
vices as well as new business models. CPS and IoT tech-
nologies increase the ability to predict behaviour and
can thus be used to reengineer business processes, €.g.
designing them more sustainable, using available re-
sources more efficiently and effectively — in line with
the concept of circular economy. “The Road2CPS Con-
sortium” is an alliance of representatives of municipali-
ties, regional authorities and scholars from Spain, Por-
tugal, Italy, Hungary, and Austria, with the aim to de-
velop the framework of smart destinations and sustaina-
ble tourism facilitated by digitization efforts. It is further
deals with specific challenges faced by cities and re-
gions whose economic and labour market profiles are
marked by tourism and the corresponding opportunities
offered by CPS and IoT technologies. CPS experts as
well as end-users and businesses ranging from start-ups
to large enterprises are invited to participate and contrib-
ute to implement disruptive innovations and to assess
their impact on the local business ecosystems [57].

Competition position of the Ukrainian TRS and
directions of its further development. Direct revenues
of the Ukrainian TRS in 2016 amounted up to 1.4 US
dollars or 1.5% of GDP, while the total contribution
from the sector and connected industries amounted
5,6% of GDP (5.0 billion US dollars). The growth of the
sector direct revenues is projected to increase by 4.2%
in 2017, and an average growth of 2.8% annually for
2017-2027 (up to 1.9 billion US dollars or to 1,7% of
GDP in 2027). The growth of the total revenues of
TRS's ecosystem is projected to increase by 3.4% in
2017 (2.9% annually by 2027) and up to 7.0 billion US
dollars or to 6.2% of GDP in 2027 [12, p. 268-269].

Protracted political and economic crisis since the
end of 2013, annexation of the Crimea, military confron-
tation in the East of Ukraine has been leading to a sig-
nificant decreasing of the TRS activity and significant
loss of tourism potential of the country. Tourism sector
of all Ukrainian destinations lost the Russian market
which share was near 60% of tourist flow [33, p. 222].
According to estimation of experts from the Association
of Tourism Business Leaders, the overall size of Ukra-
inian tourism losses from the beginning of 2014 is equal
approximately 70-80% [58, p. 41].

Below are the data for 2016 for Ukraine and its six
neighbouring countries, which show the share of these
countries in Europe by area, and in parentheses — on rev-
enues from international tourism?.

Ukraine — 5,9% (0,2%); Poland — 3,1% (2,5%);
Romania—2,3% (0,4%); Belarus —2,0% (0,2%);
Hungary — 0,9% (1,3%); Slovakia — 0,5%
(0,6%); Moldova — 0,3 % (0,1%)

! For details see: https:/ec.europa.eu/growth/sectors/tourism/support-business/digital _en.
2 Source of the calculations: https://en.wikipedia.org/wiki/List of European countries by area and [2, p. 8].
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Of course, the Ukraine's performance was ad-
versely affected by the annexation of the Crimea and the
fighting in the Donbass. However, even if you adjust the
data for 2016 by adding the losses noted above (70-
80%), you will still see how underused the tourist poten-
tial of Ukraine in comparison, for example, with Poland,
Hungary and even Belarus. In order to assess the com-
petitive position of the Ukrainian TRS, we compiled the
table on the basis of data from The Travel & Tourism
Competitiveness Report 2017 of the World Economic
Forum [1], where The Travel & Tourism Competitive-

ness Indexes for 136 countries are represented (see Ta-
ble 2).

In the Table 2 data on the components of this index,
calculated for Ukraine, are presented in comparison
with the corresponding data of the neighbouring coun-
tries, with the exception of Belarus, since it is not repre-
sented in the report. Based on the analysis of the indica-
tors of this table, it is possible to identify the directions
on which it is necessary to channel efforts aimed at a
significant strengthening of the tourism and recreation
sector in Ukraine.

Table 2
Travel & Tourism Competitiveness Index, 2017 by Ukraine and neighbouring countries, score*
Key components of the index Ukraine | Hungary | Moldova | Poland | Romania | Slovakia

Business environment 3,7 4.2 3,8 4.5 4.4 4,0
Safety and security 3,5 5,7 5,4 5,7 5,8 5,6
Health and hygiene 6,6 6,6 6,1 6,2 6,1 6,5
Human resources and labour market 49 4.7 43 49 4.4 4,7
ICT readiness 4.2 4.9 43 5.1 4,7 5,4
Prioritization of Travel & Tourism 43 49 3,4 4,1 3,8 4,1
International Openness 2,9 472 2,1 4.1 3,9 3,9
Price competitiveness 5,2 47 5,4 5,5 47 5,0
Environmental sustainability 3,9 4,7 4,1 4.6 4.4 4.8
Air transport infrastructure 2,4 3,0 2,0 2,8 2,4 1,7
Ground and port infrastructure 3,0 4.4 2,5 43 2,8 42
Tourist service infrastructure 4,0 4.4 2,8 4.2 4.4 473
Natural resources 2.3 2,6 1,6 3,0 3,0 3,4
Cultural resources and business travel 2,1 2,3 1,2 2,8 2,3 1,5
Total score / Rank among 136 coun-

tries 3,5/88 4,1/49 3,1/117 4,1/46 3,8/68 3,9/ 59

* Scores are on a 1-to-7 where 7 is the best score. For detailed definitions, sources, and periods, consult the interactive

Country/Economy Profiles and Rankings at: http://wef.ch/ttcr

Strengthening and effective usage of potential for
tourism and recreation is a significant component of de-
velopment not only of the whole country but also of a
specific region and local destination, as the availability
of significant resources in this area and the return on
their use make it possible to increase employment and
income of the population and to receive significant re-
venues to the budgets of all levels. Taking in account the
current process of power decentralization in Ukraine it
is appropriate to shift the centre of gravity in efforts to
ensure the development of a sustainable sector of tou-
rism and recreation in the country towards regional and
local levels. The recommendations of the Union of
Economists of Ukraine [12] and a number of scientific
publications suggest effective measures to remove the
Ukrainian TRS from the crisis state (see, for example
[33 —40; 43; 46 — 50] ). At the same time, it is expedient
to add some suggestions on the development of the tou-

rist and recreational sector in Ukraine, taking into ac-
count the best experience of the European Union mem-
ber states.

1. Improve management and coordination of the
development, promotion and implementation of tourism
products at the regional level. It is advisable to establish
regional centres that have the competence for tourism
development coordinating and implementing activities
for the formation of appropriate infrastructure and mar-
keting of the destinations and tourist products of the re-
gion as well as representing their interests at various
central government agencies and abroad. This centres
with a NGO status will join all stakeholders involved in
(or affecting on) the regional value chains in the tourist
and recreational sector (including: municipalities and
regional governments, national parks management
agencies, travel agencies, hotel business representatives,
chambers of commerce, local food producers networks,
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and educational institutions etc). The centres have to be
actively involved in the marketing of local destinations
and unique tourism products offered by this region for
both external and internal tourists. With regard to the
external tourists attracting, it is necessary to signifi-
cantly expand the geographical horizons of marketing,
to actively promote tourism products to markets and
countries in which a significant growth of the population
incomes is projected, for example, on some Asian and
African countries where Ukrainian exported commodi-
ties and services are represented insufficiently [59]. It is
important that all marketing activities of the centres are
based on sustainability principles in order to use marke-
ting skills and techniques for environmentally and so-
cially oriented purpose, by understanding market needs,
designing more sustainable products and identifying
more persuasive methods of communication to bring be-
havioural change [60, p. 869].

2. Season expansion for under-utilized regional
TRS assets. The essence of this proposal is the organiza-
tion of off-season cultural, cognitive and sporting events
to extend the tourist season (rehabilitation tourism can
also be included in this area of activation of the sector).
The implementation of this proposal requires the parti-
cipation of all stakeholders in the regional tourism value
chains, including regional and local administrations of
culture and sports, chambers of commerce, local sports
associations and teams. The first step in implementing
this offer will be the identifying of unused assets and the
creative searching for new ways to use them. The next
step is to approve with all stakeholders the new direction
of using these assets in a wider context. It is also neces-
sary to decide on possible measures to obtain the neces-
sary permits for the implementation of the respective ac-
tivities (for instance, in national parks). The final stage
of preparation for realization of the project of activating
tourist and recreational activities during the off-season
will be the development and implementation of relevant
advertising and marketing plans, which is key to the suc-
cess of the project.

3. Improvement of ecotourism and environmental
measures in the region. The proposal is to improve the
infrastructure of environmental tourism support and en-
vironmental protection measures (hiking, mountaineer-
ing, bird and animal monitoring, mountain bike, photo
camping, camping, grasshopping, etc.), especially
within the existing national parks of the regions. Partic-
ipation in relevant activities in this area will attract the
majority of stakeholders in the chains of the value of the
tourist product. The governing bodies of national parks
that exist in the regions are needed in this sense to es-
tablish and enforce national rules and conditions regard-
ing which activities are allowed in the national park. En-
trepreneurs will develop a product, provide services and
operate in the open air in accordance with the frame-
work established by the national park, and together with

them receive a portion of their income. The regional au-
thorities should ensure the achievement of mutual agree-
ment between the above-mentioned parties. In addition,
the pattern of income distribution between national
parks and enterprises that use their assets in joint activi-
ties should be reconciled.

4. Linking local cultural assets with innovative di-
gital tools / programs and creating new business mo-
dels. The proposal is to exploit local cultural resources
with the use of innovative digital tools and information
and computer technology to create new forms or models
of doing business in the tourism sector. The proposed
promotion will: (a) increase the level of publicity and
awareness of the rich cultural heritage of Ukraine and
the specific region; (b) promoting cultural tourism and
encouraging participation in the creation of added value
in this area by a wider range of stakeholders. The fol-
lowing key partners are needed to implement this pro-
posal: regional / local authorities responsible for manag-
ing cultural heritage assets; entrepreneurs from various
industries, who can use the brand associated with this
cultural heritage; representatives of IT companies; so-
cial networking experts, social groups / organizations
that can support the idea by introducing new forms of
social innovation. Management and coordination of re-
alization of this direction of activation of tourism acti-
vity (project) can be placed on the centres mentioned in
clause 1.

5. Application of ICT for thematic routes. Develop-
ment of an innovative tourism program with an empha-
sis on cultural-historical heritage. Creating an online
platform to support personalized travel services. The
idea of the proposal is to establish close cooperation be-
tween regional / local government bodies, universities,
research centres and business in the process of creating
modern ICT-based programs for thematic tourist routes.
These measures will help: (a) to improve the capabilities
of professional tourist guides, (b) to initiate the imple-
mentation of the concept of individual guides based on
the interests of specific tourists, and (¢) to set up a virtual
tour management organization based on a public-private
partnership. The following key partners are needed to
implement the proposal: government bodies responsible
for the development of culture and tourism, universities
and academic institutions — to facilitate the resolution of
the relevant legal aspects of the organization of thematic
routes and access to open data, information sources; the
private sector - to take the necessary measures for the
current organization and management of the destination
route. It should also be borne in mind that for the imple-
mentation of this direction guides with advanced skills
are required as well as the issues of certification of this
activity to be resolved. The implementation of the pro-
position requires the following steps: a) creating of an
appropriate auxiliary structure with the necessary tech-
nical equipment - to maintain and up-to-date online plat-

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



O. Lyakh

form for personalized travel services; b) brand develop-
ment of the routes and their promotion; c) collecting
market data on demand for routes, analysing them;
e) development of route content, with relevant data and
auxiliary materials; and f) selecting and training of per-
sonnel for the implementation of the routes.

6. Combining the history of the destinations and its
cuisine to diversify the tourist routes. Development of
cooperative tourism projects for communication of lo-
calities, history and gastronomy. The idea of the pro-
posal is to develop a gastronomic tourism strategy that
will influence the development of tourism in the regions.
The main goals of such a strategy are: the association of
the history of the area with its specific cuisine or the ac-
cumulation of different cuisines (Ukrainian and national
minorities); promotion of local dishes related to local
legends, recipes, etc., and the combination of the above
with famous cooks, local events, etc.; organization of
gastronomic competitions in the cities of the region with
the corresponding scheme of rewarding participants; de-
velopment of new and modernization of existing tourist
destinations related to agro-food chains of value crea-
tion. Various stakeholder groups, including regional au-
thorities / local authorities, representatives of the hotel
and restaurant business, producers of local food and
wine and alcoholic beverages, research centres (in the
field of history, anthropology, gastronomy), local higher
education institutions and vocational training centres
should participate in the development and implementa-
tion of such a strategy. It would be appropriate to estab-
lish a regional agreement on the food and beverages
quality and price policy of all actors in the agro-food
chains to create value in the tourism sector, as well as to
strengthen cooperation with neighbouring regions and
increase citizens' participation in the creation of co-op-
erative projects for gastronomic tourism. Establishment
of regional culinary centres, the main task of which will
be to increase the knowledge of tourists and inhabitants
about the possibilities of local cuisine, may become a
specific organizational measure for the implementation
of the above-mentioned strategy.

7. Improvement of supply chain management sys-
tem within tourist and recreational clusters. Due to the
lack of a well-established logistics and information sys-
tem of the TRS in the regions of Ukraine, the promotion
of regional tourism products is carried out in a disinte-
grated communicative environment. Clusters, the crea-
tion of which requires modern information provision
and management mechanisms throughout the supply
chain, as part of the creation of the value of a tourism
product, is an important mechanism for the accumula-
tion of tourist resources and their efficient use. This pro-
posal concerns the necessary measures to ensure the sus-
tainability of supply chains of tourist and recreational
clusters that have developed or are being formed in the
regions of the country.

The management of the chain of tourist services
within the framework of regional tourist and recrea-
tional clusters involves the integration of the following
key business processes: management of relations with
consumers through the regional system of integrated
marketing communications; informational service for
tourists; management of orders execution; support of
tourism products formation; monitoring and control of
compliance with social and environmental standards in
the process of providing tourist and recreational services
and assessing the sustainability of the development of a
tourist and recreational cluster based on a clear system
of measurement the economic, social and environmental
performance of the cluster; monitoring of risk factors in
the activities of participants of the regional tourist-rec-
reational cluster, development and support of imple-
mentation of preventive measures.

The current practice of creating and operating tou-
rist and recreational clusters in the regions of Ukraine
confirms the feasibility of introducing a management
system aimed at ensuring the sustainability of supply
chains in the activities of similar clusters in all regions.
At the same time, experience in the formation of such
systems in the country is absent, besides, there is a lack
of necessary specialists who have knowledge and skills
in the development and implementation of such control
systems. Therefore, for the implementation of this pro-
posal, it is necessary:

- to study, generalize and disseminate best foreign
experience in the management of sustainable supply
chains within touristic and recreational clusters, in par-
ticular in the European Union;

- to develop appropriate materials on the manage-
ment of sustainable supply chains within the framework
of tourist and recreational clusters and to provide open
access to them via the Internet;

- to conduct a series of appropriate training in the
regions for representatives of existing tourist and recre-
ational clusters and specialists of regional governments
and local self-governments which are responsible for the
development of the TRS in the territories subordinated
to it;

- to develop and include in regional universities the
curricula on the supply chains management in the tourist
and recreation cluster.

8. To introduce a system of development of re-
gional strategies of smart specialization in the regions
with the potential for development of tourism and recre-
ational activities. The central element of the concept of
smart specialization, which distinguishes it from the tra-
ditional schemes of innovation and industrial policy, is
focusing on "entrepreneurial self-identification," which
is a process by which entrepreneurs understand, what a
particular product, service, or type of activity, can be
produced or carried out on the territory with some com-
petitive advantages and, possibly, at a lower cost, than
in other regions. This process identifies priority areas of
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activity in which the regions can specialize, in particu-
lar, measures to improve tourist and recreational infra-
structure at the regional and national levels. Such stra-
tegies for smart specialization have been developed for
the TRS in a number of European regions, in particular:
Algarve (Portugal), Andalusia (Spain), Kujawsko-Po-
morskie (Poland), Rhone-Alpes (France), Sicily (Italy),
East Macedonia and Thrace (Greece) and others.

The European Commission in 2011 created a Plat-
form to support the development of a strategy for smart
specialization (S3Platform). This platform aims to help
regions and states registered on it to design, implement
and evaluate regional strategies for smart specialization,
as well as assist regional representatives in identifying
high value-added activities that offer the best chance to
strengthen their competitiveness. Registration on the P3
platform is open to the regional and national authorities
of the EU Member States, candidate countries for acces-
sion and the European Union's neighbours. Since 2014,
the European Commission has established that Euro-
pean regions can receive funding from the EU Regional
Development Fund only if there is a regional strategy
for smart specialization registered with the S3 Platform
(see: [61; 62]).

Studying the experience of the above-mentioned
regions regarding the development of regional strategies
for smart specialization with an orientation towards the
TRS, as well as the registration of the respective Ukrain-
ian regions on the European Platform to support the de-
velopment of a strategy for smart specialization, will
promote the dissemination of this tool in the practice of
strategic management of tourism and recreation sector
development in the Ukrainian regions. This will allow
the regions to turn to European funds for funding in or-
der to implement specific measures for the development
of sustainable tourism and appropriate environmental
measures. In addition, the presence of such a strategy in
the region is considered as an articulated statement by
local authorities and the business communities about the
readiness to attract investment in the development of the
TRS and provide appropriate preferences for private in-
vestors, including foreign ones.

Conclusions. For emerging economies as the
Ukrainian one, the tourism and recreation sector repre-
sents increasingly essential opportunities for economic
activity and employment diversification, and can show
a strong capacity to compensate for weaker export re-
venues and taxes collected from stagnated traditional
basic industries. However, the sector is still underdeve-
loped as jobs creator, investment attractor and innova-
tion promoter in Ukraine.

The following suggestions aimed on sustainable
tourism and recreation sector development in the
Ukrainian regions are proposed in the paper: to improve
management and coordination of the development, pro-
motion and implementation of tourism products at the
regional level by establishing appropriate regional cen-

tres with relevant competences; to design measures on
season expansion for under-utilized regional tourism
and recreation sector assets; to develop ecotourism and
implement measurement of environmental conse-
quences of TRS activities in a region; to linking local
cultural assets with innovative digital tools / programs
and creating new business models of tourism, fostering
application of ICT for thematic routes and creating an
online platform to support personalized travel services;
to diversify the tourist routes by promoting new tourists
products combined the history of the destinations and its
cuisine; to improvement of supply chain management
system within tourist and recreational clusters; to intro-
duce a system of development of regional strategies of
smart specialization in the regions with the potential for
development of tourism and recreational activities.

Topics for further investigating and discussing.
The proposals contained in the paper are focused mainly
on the regional and local level. Some researchers of this
topic emphasize the priority of the central authorities re-
garding the development and implementation of a stra-
tegy and policy to support the development of the tou-
rism and recreation sector. The author is in favour of the
position that in the current conditions, a partnership
between business and authorities at the local and re-
gional levels has to play a crucial role in doing that while
central authority has to create the appropriate institu-
tional framework. Several topics are of great importance
for further investigating of sustainable tourism and rec-
reation issues. Among them are following that needed to
highlight: Indicators and methods for measuring com-
petitiveness and sustainability in tourism and recreation
on regional and local levels; The public support of the
technologies modernisation in tourism; Technology
platforms for knowledge and tourist innovation net-
works (national and regional); Marketing of sustainable
tourism.
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JIax O. B. ®opMyBaHHAI Cy4YacHOI0 CTAJIOTO
CeKTOpYy TYpuU3MYy i pekpeauii B YkpaiHi

VY craTTi po3risNacThcs KOHIETISI CTajJoro Ty-
pU3My Ha OCHOBi 0030py JIITEpaTypHUX JDKEpPEN, IO
BiJJOOpaXKAIOTh PE3YNIbTATH MOTOYHHX JIOCTIHKEHb 3a
JAHOK TEMaTHKOI. J[MHAMiKa PO3BHTKY CBITOBOTO
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cexTopy Typusmy Tta pekpeartii (TPC) Ta rennenuii ioro
onupyBaHHS TOCTIHKYIOTECS HA OCHOBI BUBUCHHS Ha-
SIBHUX EMITIpUYHUX JAaHUX T4 aHAJITHYHUX 3BITiB. AHa-
ni3 curyanii B TPC Ykpainu, icHyroui npobsiemMu Ta BU-
SIBIICHHS IIJISIXIB X IMOJIOJAHHS, a TAKOX 3a0€3MeUeHHS
CTaJIOTO PO3BUTKY CEKTOPY, 3 YPaxyBaHHAM JOCBimy
Kkpain €Bponeiicbkoro Coro3y, J03BOJIWIN 3aIPOINOHY-
BaTH psjl BiMOBITHUX 3aXO/iB /i 3a0e3MeUYCHHS CTa-
JIOTO PO3BUTKY TYpHU3MY Ta peKpeallii Ha perioHalb-
HOMY Ta MiCIICBOMY PiBHSX.

Kniouogi cnosa: TypusM, pekpeartisi, CEKTOp, CTili-
KHid pO3BUTOK, pErioHAILHUI PO3BUTOK, IHHOBAIIIT B TY-
pu3Mi, orudpyBaHHs, PO3YMHA CIIeIlialTi3allis.

Jax A. B. @®opMupoBaHHe COBPEMEHHOIO
YCTOMYHBOIO CeKTOpa TypHM3Ma H peKpeallud B
Ykpanne

B cratbe paccmaTpuBaeTCsl KOHUENIUSA YCTONUU-
BOTO TypH3Ma Ha OCHOBE 0030pa JTUTEPATYPHBIX HCTOU-
HUKOB, OTPaXKAIOUIUX PE3YJIbTATHI TEKYIIMX UCCIIEI0BA-
HUI 1O JaHHOM TeMme. J[MHaAMUKa pa3BUTUS MUPOBOTO
cekropa typusma u pexpeanuu (TPC) u TeHaeHIM ero
onr(poOBKU HCCIEAYIOTCS HA OCHOBE M3YUYCHHUSI HME-
IOLUXCS SMIMPUYECKUX JaHHBIX U aHATUTUYECKUX OT-
yeToB. AHanmu3 cutyauuu B TPC YkpauHsl, CyIiecTBy-
OIIHE ITPOOIEMBI U BEISIBIICHUE IIyTSH UX IPEOIOJICHHUS,
a Taoke o0ecreueHusl yCTOHYMBOIO Pa3BUTHSI CEKTOPa,

¢ yueToM ombITa ctpan EBponeiickoro Coro3a, mo3Bo-
JWIA TPEAJIOKUTHh PsJl COOTBETCTBYIOLIUX MeEp IS
obecriedeHus yCTOHYINBOTO Pa3BUTHS TypH3Ma U PEKpe-
aly Ha PerHOHAIbHOM U MECTHOM YPOBHSIX.

Kurouegvle cnosa: TypusM, pekpealusi, CEKTOp,
YCTOHYMBOE Pa3BUTHE, PETMOHAIBHOE Pa3BUTUE, UHHO-
BallUM B TypHU3Me, OIU(POBKa, pasyMHasl CIICIHAJIH3a-
LS.

Lyakh O. Formation of the modern sustainable
sector of tourism and recreation in Ukraine

In the paper, the concept of sustainable tourism is
explored through a literature review of current research
on this topic. The dynamics of the global sector of tour-
ism and recreation (TRS) development and trends of its
digitising are investigated based on a study of available
empirical data and analytical reports. Analysis of the sit-
uation with the TRS in Ukraine, existing problems and
identification of ways to overcome them and ensure sus-
tainable development of the sector, taking into account
the experience of the European Union countries, made
it possible to propose a number of appropriate measures
for providing of the sustainable tourism and recreation
sector development on regional and local levels.

Keywords: tourism, recreation, sector, sustainable
development, regional development, innovations in
tourism, digitization, smart specialization.
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Formulation of the problem. The becoming of an
independent Ukrainian state inextricably is linked with
the formation of a competitive economy based on the
introduction of innovations, recognition of the immate-
rial knowledge of the field and educational services as a
source of country's strategic intellectual and human ca-
pital.

The start and dynamical growth of the sphere of
knowledge comes at the beginning of the third industrial
revolution, which began in the middle of the twentieth
century and continues nowadays. This period is charac-
terized by such elements of technological progress as
complex electrification, mechanization and automation
of production, high-quality metallurgy, production of
aluminum and plastic products, development of unified
transport systems, jet technology, nuclear energy, mic-
robiology, new types of construction and other innova-
tions. In addition to the indicated signs of the third in-
dustrial revolution, this period is characterized by qual-
itative changes in the forms of organization of science
and education. Science has become an industry of
knowledge with a sharp increase in the level of second-
ary and higher education, which has created the precon-
ditions for their merger into a single industry with the
subsequent formation of the Knowledge Economy (KE)
in developed countries, or "knowledge-based econ-
omy") [1]. Along with the KE there is a categorical no-
tion of innovation economy (IE). It should be noted that
these concepts in scientific research are often counted as
interchangeable and identical, which cannot be ac-
cepted. Therefore, there should be a clear understanding
of the fundamental differences and features of the KE,
the first element of which is the inclusion of the educa-
tion system as the basis for the formation and improve-
ment of the intellectual and human capital of our coun-
try.

It is impossible to ensure the organic and sustaina-
ble establishment and development of a national KE,
without studying the specific features, the emergence of
the specifics and the mobile roots of such a global phe-
nomenon. Without understanding that KE is guided by
the production, distribution and use of knowledge and
information, in the future, our country's economic
growth and competitiveness cannot be achieved. The
source of these positive changes should be the produc-
tion of creative innovative ideas, rather than the produc-
tion of goods. In order to attract these qualities, Ukrain-
ian society should be associated with the harmonious

development of the education system as the main com-
ponent of the KE.

Analysis of problems and recent publications.
According to the Organization for Economic Coopera-
tion and Development (OECD): "knowledge today is
recognized as an engine of labor productivity and eco-
nomic growth" [2]. It should be noted that the OECD
is an international organization that brings together
35 countries of the world, most of them high-income
countries and high human capital development index
(HCDI) and are considered to be developed. The OECD
treaty was signed on December 14, 1960 in Paris, but
this treaty came into force on September 30, 1961, based
on the European Organization for Economic Coopera-
tion (EOEC) to coordinate the economic policies of the
OECD countries and to agree on a program of assistance
to developing countries.

Today, this organization unites most countries of
the European Union, the United States, Australia, South
Korea and Japan. After the collapse of the USSR, Esto-
nia and Latvia joined the organization, and the OECD
actively cooperates with countries that are not its mem-
bers (in particular with Ukraine) within the framework
of specialized programs and international events.

Practically, with the beginning of the organization,
the theoretical foundations of the economic substantia-
tion of the KE as a social phenomenon and the driving
force of the country's economic prosperity began to
emerge in the United States.

Historical prerequisites for the necessity of transi-
tion to KE are considered by J. Mokyr, who proposed
his own approach to the classification of knowledge and
researched the scientific and technological progress of
mankind with a view to the past [3]. In his studies,
J. Mokyr draws attention to the qualitative characteris-
tics of the KE and proves its significance for the eco-
nomic prosperity of the state system. Like J. Mokir,
R. Delbridge connects the development of the intellec-
tual and human capital of a society with institutional
changes on the platform of the KE [4].

Consistent stages of the development of the con-
cept of KE, institutional analysis of the formation of this
model of the economic structure of society is studied in
the work of E.V. Popov. This study outlines the basics
for constructing a modern KA concept based on research
by F. von Hayek, M. Scheller, F. Machlup, P. Druker,
G. Kleiner, B. Milner and others. [5].

The theory of KE was reflected in the scientific re-
search of such famous scientists as F. Machlup [6, 7],
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D. Bell [8], V. Inozemtsev [8], Y. Korchagin [1],
P. Drucker [9, 10].

The scientific basis for the use of knowledge for
the production of economic goods and the role of human
capital, a determining factor in the development of the
modern economy, are highlighted in the works of mod-
ern scientists of domestic scientists: Antonyuk [11, 13,
14], Yu.Z. Drachuk [12], OI Amosha [13], O.F.
Novikova [14], V.M. Heyets, V.P. Seminozhenko, B.E.
Kvasnyuk [15], Kis S.Ya. [16] and others [22-26]. In
these works it is stated: "Given the limited resources in
modern economic conditions and the need to find effec-
tive mechanisms for compensating for their absence,
priority is given to economic activity through processes
aimed at increasing the share of intelligence or intellec-
tualization, and the significance of this process increases
with the assessment of existing and new possibilities of
formation economic strategy of development of domes-
tic enterprises, especially industrial enterprises, taking
into account the consequences of economic and social
phenomena ".

Thus, V.P. Antonyuk remarks that the emergence
of the concept of the KE is due to the increasing influ-
ence of intellectual capital on the economic develop-
ment of the states in the macro-economic aspect, trans-
forming it into the primary and driving force of the
emergence of a new world economy [11].

The authors of the article [ 12] note that with limited
resources in modern management conditions and the
need to find effective mechanisms for compensating for
their lack of - the priority place of economic activity are
processes aimed at increasing the share of intelligence
or intellectualization. Thus, according to the authors, the
scientific sphere plays an important role in the function-
ing of the branches of the economy and society at the
current stage of development of the KE in conditions of
intensification of globalization and integration pro-
cesses in the world.

The authors of the monograph "Human capital of
the regions of Ukraine in the context of innovation de-
velopment" of the Institute of Industrial Economics
(IEP) of the National Academy of Sciences of Ukraine
identified the role of the regions of Ukraine in ensuring
the social and innovative development of the state. The
monograph also substantiates the proposals for the de-
velopment of regional innovation systems as the basis
for the formation of KE.

It should be noted systematic, substantiated and
fundamental researches of the scientific group of the IEP
of the National Academy of Sciences of Ukraine con-
cerning the development of theoretical and methodolo-
gical principles of interdependence between human and
sustainable development, the competitiveness of the re-
gions and the Ukrainian state as a whole [14] .

In the scientific paper [15] the essence and pecu-
liarities of the knowledge economy in the conditions of
accelerated globalization of world, economic and poli-

tical space are considered. The authors substantiate the
factors influencing the implementation of KE in
Ukraine, based on studying the experience of foreign
countries that have chosen the way of KE formation, in-
dicators and indicators for assessing the efficiency of
such an economy. Based on existing educational, scien-
tific, and technical potential, the authors substantiate the
measures of the state policy, which promote the effi-
ciency of economic transformations and the formation
of the national innovation system of Ukraine as the basis
of institutional support of the KE.

Kis S.Ya. in their studies shows that KE reveals a
new role and place of human intelligence in modern so-
ciety, when knowledge today is a decisive factor in eco-
nomic development, an instrument of innovation, com-
petition and economic success. It is emphasized that the
main consequence of the growth of intelligence should
be considered an increase in the number of tasks that the
company's staff carries out using non-standard solu-
tions, new ideas, proposals and other own and involved
results of intellectual activity [16]. From the point of
view that technology and innovation management is a
social process, the development of intellectual potential
should be based on the development of the individual of
each individual employee, which is related to the fol-
lowing:

- any new introduction, innovations are unique and
are the result of individual creativity;

- consumer requirements for the quality of new
products are so high that the success of commercializa-
tion of innovations is largely ensured by the application
of various knowledge;

- The research staff acts as a generator of ideas, his
knowledge, skills and abilities, as well as personal qua-
lities, are the initial stimulus for the emergence of inno-
vations;

- creativity of workers requires stimulation and de-
velopment, as they tend to become the source of inno-
vative ideas, ways of solving problems or making emer-
gency decisions.

Despite the fact that the ability to creativity is more
often laid in a person from birth, manifestations of their
full potential are possible only in conditions that pro-
mote their development and embodiment.

The purpose of the publication. To substantiate
the necessity of transition of the Ukrainian economy to
the KE platform in the conditions of the third industrial
revolution and its prospects on the sixth technological
path. This research presents a scientific justification for
the fact that the first driving force of KEs should be the
formation of a qualitative and competitive system of na-
tional Ukrainian education in all its possible dimen-
sions — formal, non-formal and informal. In this case,
informal education means intentional or conscious edu-
cation, but not is institutionalized [16]. This form of
education is less organized and structured than formal
and non-formal education. Informal education can in-
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clude educational activities in the family, in the work-
place, in the local community and in everyday life on an
independent, family or social basis.

Introducing the main material. The form of eco-
nomic structure, based on the production and consump-
tion of high-quality knowledge, it’s called "Knowledge
Economy". It be should note that the formation of a
knowledge-based economy becomes a priority direction
of strategic development of the most developed coun-
tries of the world, the basis of modernization, which in-
fluences the level of programs of national development.

The concept of KE, or the economy, created based
on knowledge, is becoming more and more popular all
over the world. However, it should be noted that the
United States remains the pioneer in creating the KE as
the highest stage in the development of a post-industrial
economy in combination with an innovative economy.
In the territory of Europe, the KE is partly formed, but
European countries are pursuing a determined and per-
sistent effort to formulate national economic structures,
in which most of the gross domestic product (GDP) is
provided by the activities of producing, processing, stor-
ing and disseminating information and knowledge.

According to the portal "Encyclopedia of Contem-
porary Ukraine", KE is an economy in which knowledge
is the driving force of progress, is concentrated in human
capital, when human are viewed not only as a factor of
production (labor) but also as a result. The process of
developing such an economy consists in increasing the
stock of abilities and the set of human needs [17].

It is possible to agree with this definition in part,
but it should be noted that the KE is still determined not
only by the specified priorities. According to economic
approaches, market relations in the emerging global
markets for services, including educational, the concept
of KE is changing. Thus, in many scientific sources, an
KE means a certain state of the state's economy, charac-
terized by the transition of knowledge into a category of
goods, where the product itself becomes a carrier of
unique knowledge, and knowledge becomes one of the
main factors of production.

Famous Austrian economist Fritz Machlup, who
migrated to the United States in 1933 and he was recog-
nized as a lecturer at the Universities of Buffalo, Johns
Hopkins and Princeton, in the late 1950s defined the
core components of the field of knowledge as human ac-
tivity [6].

Prof. F. Machlup was not only a well-known theo-
retician in the field of market organization of produc-
tion, marginality in microeconomic studies, concepts
and multipliers of foreign trade, but also possessed a
unique gift in taxonomy. The task of taxonomy is the
formation of principles and methods of classification
and nomenclature of difficultly organized hierarchical
systems. F. Machlup formulated a complex definition,
measurement and interpretation of those activities that
can be properly described as the production and distri-

bution of knowledge: "Knowledge-production” is any
human or anthropogenic activity that is effectively de-
signed to create, modify or confirm in the human con-
sciousness, its own or someone else's, meaningful ap-
perception or awareness that it may be.

F. Machlup, after processing statistical data, deter-
mined the amount of American society spending on the
knowledge sector as of 1958. He also categorized these
costs by product type and identification of major con-
sumers [7]:

1. The total expenditure on the development of the
knowledge sector amounted to $ 136.436 billion, ac-
counting for 29% of the country's GDP.

2. By type of product, this amount falls into five
main sectors:

* education — $ 60.194 billion (44.1%);

* research and development — $ 10.990 billion
(8.1%);

* Mass Media — $ 38.369 billion (28.1%);

« information technology — $ 8.922 billion (6.5%);

* Information services — $ 17.961 billion (13.2%).

3. The second classification of expenses for the de-
velopment of the knowledge sector identifies its main
clients:

* the US government spent $ 37.968 billion on this
appointment (27.8% of the total);

* business — $ 42.198 billion, or 30.9% of total ex-
penses;

* other consumers — the remaining $ 56.270 billion
(41.3% of the total cost).

The scientist F. Machlup pays special attention to
the education sector, as the first and main echelon of the
field of knowledge. At that time, he proposed a proper
cautious and ingenious sort of statistical data available
at that time, based on which he carefully studied the cur-
rent research of the expected return on investment in hu-
man capital.

F. Machlup, being an elite educational policy ana-
lyst, noted that additional investments in education
could not at once provide higher returns than invest-
ments in the country's fixed capital. However, he argued
that the quality of education will be improved, its value
will be reduced, and profitability will be increased by
reducing the school age rating to fourteen years and im-
proving school and university curricula at all levels of
educational programs.

The third industrial revolution continued the for-
mation of the fourth and fifth technological structures of
the economy and provided the basis for the transition to
the sixth technological structure of the post-industrial
economy in the developed countries of the world. With
the beginning of the 21st century, the US, Switzerland,
Sweden, Ireland, the Netherlands, Hungary, Canada,
Belgium, Great Britain, and South Korea are actively
developing KE and the information society in a globa-
lized world [18]. Today, these countries became the first
in the top ten leaders in creating economic wealth based
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on GDP, dominated by "knowledge" types of economic
activity.

In his work [1] Yu. A. Korchagin conducts a com-
parative analysis of the second and third scientific and
technological revolution in terms of growth and deve-
lopment of human capital. For the second industrial re-
volution with 2-4 technological structures of the eco-
nomy, there is a mass vocational education, the growth
of the duration and quality of life of people, the creation
of scientific and technological centers and organiza-
tions, the growth of innovation, the formation of a civil
society and democracy in developed countries. These
processes contribute to the development of an industrial
society with a high productivity of labor.

The third industrial revolution, which formed in the
21st century, has led to the transition of developed coun-
tries into the post-industrial economy with the rapid for-
mation of the KE and the information society. At the

same time, the growth of intellectual and human capital
contributes to accelerating the development of quality
education and innovative business and science based on
techno polises, silicone valleys, and replacement of the
national wealth of human capital, the creation of the
knowledge industry and the high quality of life of soci-
ety.

Pioneers in the field of the theory and practice of
forming the field of knowledge, and in the future KE,
systematically, approached its goal — a qualitative
change in the economic structure of mankind. Each his-
torical epoch generated its own dominant means of pro-
duction and the assessment of new knowledge. The
main stages of the formation of KE in the XX-XXI cen-
turies should be due to continuous research and the dis-
covery of the following scientists, organizations and
their research (Table 1).

Table 1
The main stages of the formation of the Knowledge Economy [5]
The author of the Country Content of scientific research The end of the
study study year
M. Scheller Germany The theory of purposeful acquisition of new knowledge 1924
Consideration of new knowledge as a factor contrib-

F. von Hayek (Nobel . . .y . . - .

L . Austria uting to significant time savings in the production pro- 1945
Prize in Economics) cess
K. Dawson United Kingdom Creating the first classification of knowledge 1962
F. Machlup Austria / USA The main provisions of the knowledge economy 1966
P. Drucker Austria / USA Creation of the theory of knowledge management 1968-1993

. . Hungary / USA/ Introducing the concepts of explicit and conditional
Michael Polanie United Kingdom knowledge 1985
1.Nonaka USA Creating a theory of knowledge transformation 1995
F. Dretske USA Development of the theory of knowledge management 1995
G. B. Kleiner Russia Socio-economic aspects of knowledge economy 2004
B.Z. Milner Russia The issue of knowledge management 2004
V.V. Glukhov Russia Assessment of the production of new knowledge 2005
Headquarters Commit- France Report "To the Knowledge Society" 2005
tee - Unesco

Here is a brief explanation to the table. 1. The in-
troduction of the idea and the terms "knowledge society"
and "knowledge economy" is often attributed to Ameri-
can political scientist R. Lane. In a 1966 publication, he
considered a hypothetical model for reducing the value
of politics and ideology in an intensive growth of sci-
ence and education in modern society. However, it
should be noted that it is in the works of P. Drucker and
the innovative work of F. Machlup that an idea is formed
and the concept of the "knowledge economy" is being
developed.

Subsequently, by the end of the twentieth century,
foreign scholars P. Drucker, M. Polanie, 1. Nonaka, A.
Drestske projected theoretical aspects of the concept of
EAs into applied aspects of the transformation and ma-
nagement of knowledge as a competitive commodity.
They also improve and adapt the theory of knowledge
management to the practical aspects of the already es-
tablished dynamic EAs in their countries.

As you can see, only in the beginning of the XXI
century problems of the formation of a society of
knowledge begin to be considered by scientists in the
post-Soviet space. Therefore, a thorough study of the ex-
perience of foreign researchers in the field of the pecu-
liarities and advantages of the establishment of the KE
is a particularly important driver of accelerating the
transformational changes in Ukrainian society.

Table 1 shows no data on Ukrainian scientists who
are investigating laws and the dynamics of the growth
of KEs within the territory of our independent state, as
this issue is discussed above. However, this trend of re-
search is also relatively young for the Ukrainian scien-
tific school.

Did the forecasts of the pioneers come true in the
spheres of growth of sprouts of the field of knowledge?
Is this the basic foundation for the formation of human
capital? To find out this fact, first of all, it is necessary
to analyze the complex indicators of the world economic
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development, such as the Knowledge Economy Index
(KEI) and the Knowledge Index (KI) [19].

The Knowledge Economy Index (KEI) characte-
rizes the level of knowledge-based economy in coun-
tries and regions of the world according to the World
Bank methodology.

The KEI Complex Indicator Calculation Method-
ology was developed by the World Bank Group in 2004
under the “Knowledge for Development” (K4D) pro-
gram to assess countries' ability to create, accept and
disseminate knowledge. It is anticipated that this index
should be used by states to analyze the problem points
in their policies and measure the readiness of the country
to move to a knowledge-based model.

The basis for the calculation of the KEI is the “The
Knowledge Assessment Methodology” (KAM), pro-
posed by the World Bank, which includes a set of 109
structural and qualitative indicators, which are grouped
into four main groups:

1. The index of the Economic and Institutional Re-
gime characterized by the conditions of development of
the economy and society as a whole, the economic and
legal environment of the country, the quality of regula-
tion, business development and private initiative, the
ability of society and its institutions to effectively use
existing knowledge and create new knowledge.

2. The index of Education and Human Resources,
which assesses the level of education of the population
and its persistent skills in the creation, dissemination
and use of knowledge through adult literacy indicators,
registered students and schoolchildren ratio to the num-
ber of people in the corresponding age, as well as a num-
ber of other indicators.

3. The index of the innovation system is the level
of development of the national innovation system,
which includes companies, research centers, universi-
ties, professional associations and other organizations
that perceive and adapt global knowledge for local
needs, as well as create new knowledge and new tech-
nologies based on these innovations. This index takes
into account the number of scientists working in the
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field of research and development (Research & Deve-
lopment — R & D), the number of registered patents, the
number and circulation of scientific journals, etc.

4. The Index of Information and Communication
Technology (ICT), which assesses the level of infor-
mation and communication infrastructure development
that should promote the effective dissemination and pro-
cessing of information.

For each group of indicators, countries are rated
from 1 to 10 points. The calculation takes into account
general economic and social indicators that include in-
dicators for the annual growth of GDP and the Human
Development Index (HDI) of the country.

The Knowledge Index (KI) is the average of three
of the following indicators - the Education Index, the In-
dex of Innovation and the Information Technology and
Communications Index. Are calculated these indicators
for each country, group of countries and the world as a
whole. The methodology makes it possible to compare
individual indicators of different countries, as well as
average indicators that characterize groups of countries.
The researcher can compare the values of the given in-
dex for different groups of objects according to their in-
dividual indicators or aggregated indicators.

The World Bank Knowledge Assessment Method-
ology is an interactive tool for accessing the information
system, which allows you to receive dynamic KEI and
KI data for one country or group of countries in the for-
mat of charts and tables. Currently, under conditions of
open access in the database, there are statistics on
changes in the world ranking of countries in terms of
development and creation of KE in the global market for
the period 1995-2012. [20].

Particularly interesting from the perspective of this
study is to analyze the data for certain representative
sample of complex index KEI. In fig. 1 shows a diagram
of the change of the KEI at three reference points for the
collection of statistical data for 1995, 2000 and 2012. In
the study, 9 countries were selected from 145 countries
studied where the KEI: USA, Canada, UK, Sweden, Po-
land, Romania, Ukraine, Russia and Saudi Arabia.
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Fig.1 Analysis of the Knowledge Economy Index by the World Bank methodology
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As you can see, the high value of the complex in-
dex of KEI is in countries with highly developed eco-
nomic structures. However, at the same time, the United
States, Canada, and the United Kingdom are beginning
to lag behind in the dynamics of the KEI indicator from
Sweden and other European Union countries. This fact
confirms the sequence, purposefulness and determina-
tion of European leaders to the rapid formation of KE in
its national economic space.

In 2005, the United Nations Educational, Scientific
and Cultural Organization (UNESCO) published a re-
port “To the Knowledge Society”, which outlines
knowledge-based contours. Among these contours [21]:

« active development of free access to knowledge;

* public participation in democracy;

* economics based on knowledge;

» creation of networks of knowledge and culture of
innovation;

* free access to continuing education and training;

* use of scientific results in all spheres of public
life;

* preservation of linguistic and cultural diversity.

Given these social changes, the essence of the in-
formation society lies in the fact that human civilization,
after the agrarian and industrial stage of development,
enters a new stage where information considered is the
most valuable resource and its accessibility is the most
important moment in this ideology. Information is just a
tool of knowledge, when excessive information and its
presence do not lead to increased knowledge. In the
knowledge society, the most important point is "Learn
to Learn," and new information technologies should
contribute to the continuous improvement of personal
and professional competence. At the same time, new
technologies accelerate the creation and dissemination
of knowledge everywhere, and education becomes the
key value of society and KE.

It should be noted, that as of 2012, the team of the
first ten countries - leaders in the IEE ranking, which
included: Sweden, Finland, Denmark, the Netherlands,
Norway, New Zealand, Canada, Germany, Australia,
and Switzerland - qualitatively changed. The United
States and the United Kingdom have lost leadership in
the top ten leaders of developed KE countries.

They took the thirteenth and fourteenth place. It is
a pity to admit, but our state in the period from 1995 to
2012 has passed from 52nd to 56th place according to
the World Bank rating - the cost of KEI for our country
is 5.73. This fact is even more disturbing for the per-
spective of the future Ukrainian state, if we analyze the
data of the ten leading countries in improving the posi-
tions of the World Bank rating (Table 2).

Analysis of Table 2 allows us to conclude that most
countries with underdeveloped economic arrangements
make significant efforts to create KE. The World Bank
and other world institutions are improving tools for
monitoring innovation and development of KE in the

world. Ukraine needs urgent acceleration of the process
of organic development of all branches of EA, and spe-
cial attention deserves to increase the efficiency and
quality of educational services as the key and main eche-
lon of KE.

Table 2
Top ranking of countries with the best dynamics
of KEI as of 2012 [20]

Place Place Improve

Country in the rating | in the rating your

(2000) / KEI | (2012) / KEI rating
Saudi Arabia 76 /4.60 50/5.96 26
Oman 64/5.28 47/6.14 17
Macedonia 73/4.76 58/5.65 15
Azerbaijan 94/3.61 79 /4.56 15
Albania 96/3.52 82/4.53 14
Algeria 110/2.85 96/3.79 14
Rwanda 141/1.17 127/1.83 14
Belarus 70/4.89 59/5.59 11
Burkina Faso 133/1.82 124/1.91 9
Romania 53/5.66 44/6.82 9

Conclusion. Education and science are the main
theoretical basis and structural factor in ensuring the
economic development of the state. The dynamism and
level of education are responsible for providing inten-
sive economic growth in the transition to the "new"
economy based on knowledge (neo economics) for dif-
ferentiation between economically developed and de-
veloping countries. The quality of education is the main
source and decisive factor in such growth. The key to
this process is a human potential and, above all, educa-
tion, competence, creativity of people and the conditions
for their implementation.

The knowledge becomes the main source of com-
petitive advantage in the 21st century. At the same time,
it is hardly possible to speak about advanced educational
attitudes in Ukraine, which is far behind the developed
countries for the efficiency of the economy and the
standard of living. Most people intellectually grow with
education. This growth determined is by the quality of
school and university education. The higher they are im-
proved in terms of education, the better they are edu-
cated, and even more so their potential and competitive-
ness. The relatively low competitiveness of Ukraine's la-
bor potential, recorded in the productivity and quality of
work, innovation inhibition in most industries indicates
significant disadvantages in the work of vocational
schools, and above all the higher education.

Thus, in order to form a highly developed KE
structure in Ukraine, it is necessary, first, to change the
quality of education services sector. The field of educa-
tional services is a crucial tool and innovative driver for
increasing Ukraine's competitiveness in the context of
globalization of processes in the world and the for-
mation of a global knowledge economy with markets
and the transfer of innovative technologies.
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Cap’wk JI. O. Chepa ocBiTHIX mociayr y KoH-
TeKCTi cBiTOBOI IJ100aai3amii

V cTarTi pO3risHYyTO iICTOPiF0 BUHUKHEHHS, CTAHO-
BIICHHSI T2 PO3BUTKY €KOHOMIKH 3HaHb Y KOHTEKCTI TJI0-
Oamizamii eKOHOMIYHMX mpoleciB. [IpoaHasi3oBaHO
eTalu Iepexo/y Ta TpaHcopMallii rajxy3i OCBITHIX MO-
CIYT y BUpIIIAJIbHY CKJIaJ0BYy EKOHOMIKHY 3HaHb. Bu3Ha-
YEHO OCHOBHI CEKTOPH CY4acHOT eKOHOMIKH 3HaHb Ta 1X
CTPYKTYpHI Ta (pyHKIIOHAIBHI 0cobauBocTi. Ha ocHOBI
KOMIUIEKCHOTO 1HZICKCY €eKOHOMIKH 3HaHb, III0 pO3Paxo-
BYETBCSI METO10JI0Ti€r0 CBITOBOTO OaHKY, MPOBEICHHUI
aHaJi3 Cy4acHUX TEHJCHIIN 3MIHM PEUTUHTY KpaiH
CBiTY y (hOopMyBaHHI HaIliOHAJHHUX CKOHOMIK 3HaHb.
3riJJHO TIPOBEICHOrO aHai3y 3pOOJICHO BHCHOBOK, IO
KpaiH! i3 pO3BUHCHUMH €KOHOMIYHAMH YKJIaJIaMH TIPO-
JIOBXKYIOTh TPUMATH JIiJIEPChKi TIO3HIIIT Y pEHTHHTY €KO-
HOMIYHUX VYKJIaJiB, 3aCHOBaHUX Ha 3HaHHiX. OmHaK
HaWOUIBIIMI TeMIT JUHAMIYHHMX 3MiH y (OpMyBaHHI
€KOHOMIKM 3HaHb HAJICKHTh KpaiHam, IO pPO3BUBa-
10ThCs, Ta OyBiKMM Kpainam CPCP. O0rpyHTOBaHO He-
OOXIIHICTh TIEPEXOJy EKOHOMIKM YKpalHM Ha Iuiat-
(hopMy €KOHOMIKH 3HaHb B YMOBaX TPEThOI IPOMHUCIIO-
BO1 peBOIIIOII Ta i MEPCIEKTHB Y MIOCTOMY TEXHOJIO-
TIYHOMY YKJIaIi.

Kmouosi cnosa: chepa OCBITHIX HOCIYT, TaIy3b
3HaHb, CHCTEMA BHIIIOI OCBITH, BHUIIIAN HaBYAJILHUI 3a-
KJIaJ, KOHKYPEHTOCIIPOMOXHICTh, NPOMHCIIOBA PEBO-
JIOITIsI, TEXHOJIOTIYHUHA YKJIaJ, €KOHOMiKa 3HaHb, iH-
JIeKC, PEUTHHT .

Casmok JI. A. Cdepa 06pa3oBaTe/IbHBIX YCIYT B
KOHTEKCTe MUPOBOM IJ100aIu3anuu

B crathe paccMOTpeHBI HCTOPHSI BOSHUKHOBEHHUS,
CTaHOBJICHHMSI U Pa3BUTHUSI SKOHOMUKHY 3HAHUHN B KOHTEK-
cre riobanm3anuy SKOHOMHYECKHX mporeccoB. [Ipo-
aHAJIM3MPOBAHBI ATAIBl Mepexolia M TpanchopMaruu
oTpaciii 00pa3oBaTeNbHBIX YCIYr B PELIAIONIYIO CO-
CTaBJISIONYIO SKOHOMUKY 3HaHuH. OTpe/1eeHbl OCHOB-
HBIC CEKTOpPa COBPEMCHHOM YKOHOMHUKH 3HAHHHM M UX
CTPYKTYpHbIC W (DYHKIHMOHAIbHBIE OcoOeHHOCTH. Ha
OCHOBE KOMIUIEKCHOTO WHJIEKCAa SKOHOMHUKH 3HAHWIA,
KOTOpasi pacCUMTHIBACTCS COTJIACHO MeTojoI0ruu Bee-
MHUpPHOTO OaHKa, IPOBENICH aHaJl3 COBPEMEHHBIX TCH-

JICHIIMH U3MEHEHHS PEUTHHra CTpaH MUpPa B (hOPMHPO-
BaHHWW HAIMOHAJBHBIX 3KOHOMHK 3HaHH#. CoriacHo
MIPOBEJICHHOTO aHalli3a CJIeNIaH BBIBOJI, YTO CTPAHBI C
Pa3BUTHIMU YKOHOMHUYECKUMH YKJIaJIaMH MPOOKAIOT
YAEP>KUBATH JTUAUPYIOIIHE MO3UIINN B PEHTHHIE 3KOHO-
MHYECKHX YKJIaJIOB, OCHOBaHHBIX Ha 3HaHHAX. OIHAKO
HauOONBIINK TEMI TUHAMHYECKUX W3MEHEHHH B (op-
MHPOBAaHUM DKOHOMHKH 3HAHUH MPHHAICKHUT Pa3BU-
BaroIuMcs crpanam u obiBinM ctpanam CCCP. O6oc-
HOBaHa HEOOXOJMMOCTh IEepexo/ia SKOHOMHUKH YKpa-
WHBI Ha MJIATPOPMY DKOHOMHKH 3HAHUH B YCIOBHSX
TpeThel TPOMBIIITICHHONW PEBOJIIOINH U €€ MEePCIIEKTUB
B IIIECTOM TEXHOJIOTUYECKOM YKJIIaJIe.

Kouesvie cnosa: chepa 00pa3oBaTeNbHBIX YCIIYT,
OTpaciib 3HAHHUH, CHCTEMA BBICIIIET0 00pa30BaHUsI, BbIC-
mee ydeOHOE 3aBElICHHE, KOHKYPEHTOCIIOCOOHOCTD,
MPOMBIIUICHHAS PEBOIIOIHS, TEXHOJIOTHUECKIN YKIIA,
9KOHOMHKA 3HAHHUM, UHICKC, PEHTHHT.

Savyuk L. The sphere of educational services in
the context of world globalization

The article deals with the history of the emergence,
formation and development of the knowledge economy
in the context of the globalization of economic pro-
cesses. The article analyzes the stages of transition and
transformation of the educational services sector into the
most important level of the knowledge economy. The
main sectors of the economy of modern knowledge and
their structural and functional features are defined.
Based on the complex economic economy index, which
is calculated in accordance with the methodology of the
World Bank, an analysis was made of current trends in
the ranking of countries in the formation of national
knowledge economies. According to the analysis, it is
concluded that countries with developed economic
structures still occupy a leading position in the ranking
of economic structures based on knowledge. However,
developing countries and countries of the former USSR
have the greatest rate of dynamic changes in the for-
mation of the knowledge economy. The necessity of
transition of the Ukrainian economy to the knowledge
economy platform under the conditions of the third in-
dustrial revolution and its prospects in the sixth techno-
logical order is grounded.

Keywords: sphere of educational services, branch
of knowledge, higher education system, higher educa-
tional institution, competitiveness, industrial revolution,
technological structure, knowledge economy, index, rat-
ing.
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FISCAL POLICY OF UKRAINE IN CONDITIONS OF DECENTRALIZATION:
REVENUE OF LOCAL BUDGETS

The formation and development of The Institute of
Local Government in Ukraine, provided with sufficient
sources of funding for constitutional powers, determines
the need to develop an updated format for relations
between the State, local government and taxpayers
(business and households).

The main task in the area of development of local
government of Ukraine, which is simultaneously a sig-
nificant problem, is the strengthening of revenue
sources of local self-government bodies in Ukraine in
order to create economically viable, competitive and
self-owner United Territorial Communities (further —
UTC).

Modernization of the model of local self-gover-
nance, which is a priority of Ukraine's current economic
policy, requires the development of balanced, transpa-
rent and effective decisions on improving the process of
forming the financial resources of UTC.

Analysis of research and publications. Methodo-
logical foundations, basic approaches, principles, condi-
tions, criteria of decentralization of public administra-
tion are disclosed and substantiated in the writings
K. Andersson, D. King, A. Larson, R. Musgrave,
W. Oates, A. Nygren, R. Crook, A. Sverrisson,
G. Hughes, S. Smith, G. Tabellini and other authors.

The issues of state regulation of the economy, in
the conditions of changes in the basic principles of state
administration, which caused by reformatting relations
between the central government and local self-govern-
ment bodies, are considered to the works of many lead-
ing Ukrainian scientists, particular, V. Besedin, T. Bo-
golip [1], T. Bondaruk [2], Z. Varnaliy, V. Vishnevsky,
N. Deyeva [3], I. Luninf [4], V. Lyashenko, V. Oparin,
V. Symonenko, V. Stolyarov and others. The writings of
these authors discuss theoretical issues and provide
practical recommendations on the field of public finance
management, including the tax system.

Topicality. The basic principles, principles, and
criteria, as well as the proportions, forms, and mecha-
nism of accumulation of financial resources at different
levels of government, are of particular importance in
the process of transforming the relationship between the
central level of government and local jurisdictions. Be-
cause any innovation in public administration needs fi-
nancial support at all stages of their development, im-
plementation, and administration. Accordingly, they re-
quire theoretical substantiation and the main vectors of

the transformation of the income base of local self-go-
vernment, oriented on the formation of budgets of local
self-government bodies of Ukraine, capable of provid-
ing accelerated regional development in all spheres of
economic and other activities.

The goal of the research. The purpose of this pub-
lication is to identify certain areas of further improve-
ment of the fiscal legislation of Ukraine on the basis of
generalization of theoretical and methodological prin-
ciples of decentralization of public administration,
world experience in the formation of a resource base of
jurisdictions of local importance, and subsequent revi-
sion of certain significant norms of accumulation of fi-
nancial resources at all levels of the budgetary system of
Ukraine .

Presenting of the main material. The issues of
developing an effective multilevel budget system are
crucial for any country in the world. However, in spite
of the possibility of introducing a number of basic prin-
ciples, conditions and criteria for the formation of inter-
governmental fiscal relations, an ideal model of rela-
tions between the central level and local jurisdictions do
not exist in practice. This is due to the diversity of public
administration systems used in many countries around
the world.

The basic principles and criteria of inter-budgetary
relations are disclosed in the works of D. King [5],
R. Musgrave [6] and W. Oates [7]. Many studies have
shown that decentralization can lead to some improve-
ment in the provision of public services by bringing the
public closer to the decision-making process, thus en-
hancing the capacity of the governing bodies through the
harmonization of voters' preferences in of the distribu-
tion of public resources [8]. At the same time, it is noted
that decentralization in some - to the deterioration of the
quality of service provision, the growth of corruption,
destabilization of the macroeconomic situation and in-
hibition of economic growth.

Several types of research have argued that decen-
tralization contributes to the fact that governments will
take of the needs of residents in their territories [9-12].
Other researchers take to argue that decentralization is a
complex and ambiguous phenomenon, but ultimately,
positively affects the welfare of the local population
[13].

It is noted that the results of decentralization will
depend on the wider context, the format and extent of
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the transformations, and the quality of public manage-
ment. Decentralization contributes to reducing the level
of regional inequality, reducing central level expendi-
tures on the maintenance and development of infrastruc-
ture, road management, in particular, reducing corrup-
tion and improving the quality of democratic gover-
nance, both in large cities and in small municipalities.

Other researchers highlight the negative aspects of
decentralization. For example, the introduction of par-
ticipatory mechanisms in some Asian and Latin Ameri-
can countries has led to new forms of Corruptive rents
at the local level, rather than a more transparent and
equitable distribution of public resources as envisaged
by the developers of the relevant state policy.

Critics of decentralization argue that local authori-
ties are too corrupt and lacking technical, human and fi-
nancial resources to provide a wide range of diverse
community services that meet local needs. The propen-
sity to wastefully, including the conduct of questionable
economic experiments, may jeopardize macroeconomic
stability [14-15].

The peculiarities of the formation of budgets of lo-
cal government are determined by the model of the state
system. In world practice, several such models are used.
The Anglo-Saxon model, built in the UK, has been
adopted in the United States, Canada, India, Australia
and other federal states. The model is characterized by a
high degree of autonomy of local self-government. In
the countries of continental Europe (France, Italy,
Spain) and in most countries of Latin America, the Mid-
dle East, a model that combines local self-government
with local state administrations and is characterized by
certain limitations of autonomy of local self-govern-
ment. [16, p. 23-25].

Most of the countries use mixed models. But the
overall global trend for the development of public ad-
ministration models is aimed at optimizing the work of
local self-government bodies on the basis of increasing
their autonomy. The choice of a model of intergovern-
mental regulation is a rather complicated issue for each
state. There are different approaches to classifying
countries by types of intergovernmental regulation mo-
dels. The most widespread classification is the similarity
of intergovernmental regulation and the correlation
between the role of central and subnational governance
[17].

For example, in the Nordic countries (Denmark,
Norway, Finland, Sweden), in which GDP per capita
varies within 50-70 thousand US dollars. The United
States, local self-government bodies play a significant
role in financing social expenditures. Half of the total
budget expenditure of these countries, or 25 to 35% of
GDP, is financed from local budgets. At the same time,
these countries are characterized by the largest share of
financial support for the powers of local self-govern-
ment bodies at the expense of taxes that remain at the
disposal of local governance.

Instead, public administration systems in Austria,
Germany, and Switzerland are characterized by the sig-
nificant autonomy of budgets of different levels on the
basis of their active cooperation. The share of local ex-
penditure in total expenditures in these countries varies
between 17-20% or 7-8% of GDP. But, in terms of
providing local government functions at the expense of
their own tax revenues, in Austria, they account for up
to 20% of local expenditures, in Germany — up to 35%,
and in Switzerland — more than 60%.

Other European countries, in particular, Belgium,
Portugal, Spain, Italy, and France, whose GDP per ca-
pita is significantly lower than in other EU countries, at
the level of 20 thousand dollars. The US maintains the
dependence of local budgets on the central level budget.
The share of local expenditure in total expenditures in
these countries ranges from 20 to 50%, or from 6 to 15%
of GDP. On average, from one-third to half of the budget
expenditures of local governments in these countries is
financed through local tax revenues.

The significance of local governments in industri-
alized countries is determined by comparing two indica-
tors: the share of consolidated expenditures and the per-
centage of local expenditures to GDP. Table 1 presents
statistical data on the relative weight of budgetary indi-
cators of different levels of GDP in the context of indi-
vidual European Union (EU) countries.

On average, in the EU countries, local authorities
redistribute at the level of 10-11% of GDP by financing
their own functions and powers. However, in the context
of the EU, there are significant differences in the ratio
of the share of expenditures of local governments in to-
tal expenditures and GDP. In both indicators, the Scan-
dinavian countries (Denmark, Sweden, Finland) are
leaders. The local governance of Denmark allocates
more than 60% of all expenditures, accounting for more
than 30% of GDP. They are followed by Italy, France,
Germany and other countries - old members of the EU.
In these countries, the share of local government budget
expenditures in GDP fluctuates within 10%, or at the
level of 25-30% of total government expenditures over
the relevant period. Close this list Malta, Ireland,
Greece, Cyprus.

At the same time, the potential of economic growth
of jurisdiction, its competitiveness and attractiveness for
placing investments can be characterized by the base of
revenue, the proportions of distribution of financial re-
sources between levels of the budget system.

Some researchers note that in the unitary countries,
the level of centralization of budgetary funds is higher.
Instead, a higher degree of decentralization is observed
in federal countries, in particular in the United States
and Canada. Much of the money in these countries is
accumulated in the budgets of social insurance funds,
local budgets and budgets of Federation members [18].

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



V. Ostrovetskyy

Table 1

Budget Indicators (Expenditure and Tax Revenues) on the governance
levels in individual countries The European Union in 2015

Share of expenditures Share of tax revenues
GbP in GDP, % Share of ex- in GDP, %

Total penditures of

Country e . local budgets
billion Per capita, Total Local in total ox- Total | Local budg-

dollars USD USA budget budgets di o budget ets

USA penditures,%
Austria 374 43724 51,6 8,6 16,7 43 1,4
Belgium 455 40106 53,9 7,2 13,4 44,7 2,1
Denmark 295 52114 54,8 34,9 63,7 50,9 12,6
Spain 1200 25864 43,8 6 13,7 33,2 3,3
Italy 1816 29866 50,4 14,5 28,8 43,6 6,9
Germany 3358 40996 44,0 7,8 17,7 36,1 2,5
Norway 389 74822 48,8 16,1 33,0 39,1 5,4
Portugal 199 19121 48,4 59 12,2 34,4 2,5
Finland 230 41973 57,7 23,6 40,9 43,9 10,3
France 2422 37675 57,0 11,4 20,0 45,2 5,9
Switzerland 665 80675 33,9 7,1 20,9 26,6 4
Sweden 493 49866 50,3 25 49,7 42,7 15,8

Source: Compiled by the author according to: 1) Eurostat. URL: http://appsso.eurostat.ec.europa.eu/nui/setupDown-
loads.do; 2) OECD / Revenue Statistics - OECD countries: 3) Comparative tables. URL: https://stats.oecd.org/Index.aspx?Da-
taSetCode=REV; 3) IMF / World Economic Outlook Database-April 2016, International Monetary Fund. Accessed on 12 April

2016.

In the EU, on average, the central government re-
distributes 22-24% of GDP; The state government
(Land, Canton) — 4-5% of GDP, local government at
12% of GDP, and social funds — 14-16% of GDP [19].
In general, the EU has a tendency to strengthen the role
of local government in terms of redeployment of GDP
with the simultaneous growth of their socioeconomic
significance [20].

In Ukraine, according to the statistics of the Inter-
national Monetary Fund [21], GDP per capita is esti-
mated at 2 thousand dollars. USA. Bodies of local self-
government finance at the level of 35-40% (12-14% of
GDP) of aggregate consolidated budget expenditures.
That is, taking into account that in Ukraine through the
budget system, on average, 32-34% of GDP is distri-
buted (without taking into account the Pension and other
social funds), then an average of one Ukrainian citizen
per year is at the level of 300-350 USD. USA financing
of public services from the budgets of local self-govern-
ment bodies of Ukraine. The rest, up to $ 500 The
United States is from the State Budget of Ukraine, half
of which is intended to finance of local self-government
bodies in the form of official transfers.

Due to taxes in Ukraine, only one-third of local
authorities' powers are funded. The remaining financial
needs of local government, mainly of a social nature (ed-
ucation, health care), is provided by a system of inter-
governmental transfers in the form of subventions, spe-
cial grants from the State Budget of Ukraine. The dy-
namics of revenue of local government, their structure,
as well as the share of GDP are presented in Table 2.

Following the last reform of the intergovernmental
fiscal relations in 2014 [22] The tendency to reduce the
share of own tax revenues in financing expenditures at
the local level has been observed in Ukraine. If in 2005-
2010 the share of tax revenues of local budgets fluctu-
ated at the level of 42-44%, then by the end of 2015, it
declined to 33% or almost a quarter. However, in 2016,
it was planned to increase funding for local expenditures
at the expense of tax revenues of up to 40%. Similar
tendencies are also noted in the structure of tax revenues
of the consolidated budget of Ukraine. The share of tax
revenues of the State Budget of Ukraine has a steady
tendency to increase (from 75% in 2005 to 80% in 2015-
2016).

As for the share of total revenues of local budgets
of Ukraine in GDP, including tax revenues, the share of
the first has a steady upward trend. Thus, in the interval
(2005-2016), the share of total revenues of local govern-
ments of Ukraine in GDP relative to tax revenues to lo-
cal budgets of Ukraine is outpacing: the share of tax re-
venues in GDP remained almost unchanged against the
background of growth of aggregate local incomes in the
amount of 3% of GDP, or 25%, from 12.2% of GDP in
2005 to 15.2% of GDP in 2016.

In Ukraine, the most important source of budget
revenues of local government is traditionally the tax on
personal incomes. More than half of the tax revenues of
local budgets and a quarter of total revenues of local
self-government bodies are formed at the expense of this
source of revenue. However, statistical data indicate a
tendency towards its reduction in the total revenues of
local budgets of Ukraine. If in 2005 the share of personal
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income tax in the total budget revenues was 30% (3.7%
of GDP), then by 2016 only 21.8% (3.3% of GDP) is
expected. An additional financial resource of local self-

government bodies was the share of corporate profit tax,
with 10% of deductions remaining at the disposal of lo-
cal authorities in Ukraine.

Table 2.
The dynamics of budget revenues of local government of Ukraine
for 2005-2016, million UAH
| [ 2005 [2010 [2012 [2013 [2014 [2015 |2016
Total (excluding transfers). 30316 80516 100814 105171 101101 120480 152743
Tax Revenues 23589 67576 85852 91191 87334 98218 131066
Tax and duty on personal income 16487 51029 61066 64586 62557 54921 74689
Tax of Corporate profit 192 390 443 675 260 4277 4638
Excise tax 7685 10505
Nontax Revenues 3542 8769 12636 12128 12258 20148 18999
Oter Revenues 3186 4171 2326 1852 1510 2114 2678
Transferts 23358 78881 124460 115848 130601 173980 189543
Total 53660 159397 225274 221019 231702 294460 342286
GDP 441452 1120585 1459096 1522657 1586915 1979458 2262800
Structure of Revenues of Local Budgets of Ukraine,%
Total (excluding transfers). 56,5 50,5 44,8 47,6 43,6 40,9 44,6
Tax Revenues 44,0 42.4 38,1 41,3 37,7 334 38,3
Tax and duty on personal income 30,7 32,0 27,1 29,2 27,0 18,7 21,8
Tax of Corporate profit 0,4 0,2 0,2 0,3 0,1 1,5 1,4
Excise tax 0,0 0,0 0,0 0,0 0,0 2,6 3,1
Nontax Revenues 6,6 5,5 5,6 5,5 5,3 6,8 5,6
Oter Revenues 5,9 2,6 1,0 0,8 0,7 0,7 0,8
Transferts 43,5 49,5 55,2 52,4 56,4 59,1 55,4
Pazom 100,0 100,0 100,0 100,0 100,0 100,0 100,0
Share of Revenues of Llocal Budgets of Ukraine in GDP,%
Total (excluding transfers). 6,9 7,2 6,9 6,9 6.4 6,1 6.8
Tax Revenues 5,3 6,0 5.9 6,0 5,5 5,0 5,8
Tax and duty on personal income 3,7 4,6 4,2 4,2 3,9 2,8 3,3
Tax of Corporate profit 0,0 0,0 0,0 0,0 0,0 0,2 0,2
Excise tax 0,0 0,0 0,0 0,0 0,0 0,4 05
Nontax Revenues 0,8 0,8 0,9 0,8 0,8 1,0 0,8
Oter Revenues 0,7 0,4 0,2 0,1 0,1 0,1 0,1
Transferts 53 7,0 8,5 7,6 8,2 8.8 8.4
Total 12,2 14,2 15,4 14,5 14,6 14,9 15,1

Source: compiled by the author according to the State Treasury Service of Ukraine. - Electronic resource. - 2016. — [access

mode]: http://www.treasury.gov.ua/.

However, in conditions of instability of the domes-
tic economic situation in Ukraine, characterized by a de-
crease in volumes and reorientation of national produc-
tion, job losses and real incomes due to unfavorable ex-
ternal conditions, as well as the global trend towards a
reduction in corporate income tax, in other unchanged
circumstances, it is difficult to expect the transformation
of these sources of income from local budgets into a
powerful financial lever of regional development.

The share of the ad valorem component of the ex-
cise tax that has been introduced since 2015 is gradually
increasing. This is due to the low elasticity of demand
for excisable goods, their stable, relatively uniform con-
sumption within the territory of Ukraine, as well as in-
flationary processes.

Attention is drawn to the gradual increase of the
revenue part of the budgets of local government by in-
creasing official transfers in the financing of the local
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government of Ukraine. The share of the subsidy article
of sources of financing of the powers of local self-go-
vernment bodies of Ukraine in GDP since 2005 has
grown more than 1.5 times (from 5.3% of GDP in 2005
to 7% of GDP in 2010 and 8.8% Of GDP in 2015-2016),
while the share of own revenue sources in GDP re-
mained virtually unchanged, within 7% of GDP.

In view of the above, it is appropriate to highlight
the tendency towards a gradual reduction of the capacity
of local self-government bodies to fund delegated and
powers at the expense of their own sources and tax re-
venues in particular. Instead, there is a growing burden
on the State Budget of Ukraine in terms of financial sup-
port for local government. Among the explanations of
such negative trends regarding the development of the
income base of local government in Ukraine, which
complicate the formation and implementation of the
State Budget of Ukraine, may be unfavorable external
conditions, which causes the unsatisfactory dynamics of
key indicators of key economic activities. This, in turn,
negatively affects the stability of the exchange rate of
the national currency, stimulates the unwinding of the
inflationary spiral, as well as causes an increase in un-
employment and a reduction in the sphere of material
production.

Among the internal factors should be the imperfec-
tion of fiscal planning, which is acutely manifested in
the process of reformatting the Government and local
budgets through the creation of UTC. At the same time,
according to information from the Ministry of Regional
Development, Construction and Housing of Ukraine in
2016, almost 400 UTC were created in Ukraine, which
generated more than 40 billion hryvnias. Additional in-
come. And from the State Budget of Ukraine in 2016 the
budgets of UTC have transferred to UAH 3.5 bln. Inter-
governmental transfers (basic grant, educational sub-
vention, medical subvention, other subventions, and
grants). For 2017, UAH 9.6 billion is foreseen. Conse-
quently, it is planned to increase the financial possibili-
ties of OTGs in the future due to targeted transfers from
the State Budget of Ukraine without paying due atten-
tion to the development of their own revenue base of lo-
cal authorities in Ukraine.

Compared to the EU member states and the OECD
[23], Ukraine is ranked average in terms of the share of
tax revenues from the state and local budgets in GDP.
Starting from 2010 there has been a tendency to increase
the tax burden on the economy due to taxes on consump-
tion (value added tax and excise tax), which is credited
to the State Budget of Ukraine. Significantly, more than
doubled, the share of corporate income tax in the con-
solidated budget revenues of Ukraine decreased. Conse-
quently, with the adoption of the Tax Code of Ukraine
in 2010, there was a tendency to shift the tax burden to
end users, that is, the broad segments of the population,
while reducing the tax burden on capital [24-25]. At the
same time, in the context of the current economic situa-

tion in Ukraine characterized by lower real incomes and
narrowing of the space for small business entrepreneur-
ship, the main directions of short- and medium-term tax
policy should be somewhat refined with an emphasis on
the expansion of their own Revenue base of local level
administrations.

Conclusions and suggestions. The mentioned
conclusions and observations provide an opportunity to
formulate separate directions of tax legislation reform
on the basis of balancing the interests of the state, local
governments and taxpayers with regard to stabilizing the
economic situation, as well as promoting sustainable de-
velopment of the economic system of Ukraine.

Guided by the above, it is expedient to gradually
shift the tax burden from mobile factors of production
(capital and labor) to non-mobile (land, natural re-
sources), as well as consumption of certain types of
goods whose production is harmful to the environment
(or consumption of which is harmful to health Rights),
in combination with increased efficiency of tax admin-
istration and stimulation of investment activity, includ-
ing by improving the standards of tax depreciation.

It is advisable to gradually increase the share of
corporate profit tax retained at the disposal of local go-
vernment of Ukraine, as well as take measures to im-
prove depreciation policy, turning it into a powerful tool
for attracting investment, especially high-tech. This,
among other things, will help reduce the arrears (tax
debt) on payment of national taxes, corporate income
tax in particular, as well as stimulate the interest of local
government of Ukraine in the development of produc-
tion in their own territories, since tax revenue from tax-
ation of profits of enterprises will remain at their dis-
posal.

As for the excise tax, it should be noted that its
main tax-payers are producers and importers of excisa-
ble goods. However, the production and customs clear-
ance of excisable products in Ukraine are unevenly dif-
ferent from their consumption. Reducing the specific
rates of excise duty paid by producers (importers) of ex-
cisable products with the simultaneous increase of the
ad valorem component remaining at the disposal of local
governments will strengthen the financial potential of
local authorities in Ukraine.

Separately, attention should be paid to the need to
implement specific measures aimed at increasing the
number of UTC that demonstrate an excellent result in
terms of managing their own resources, based on the
wider use of performance indicators in the UTC budget,
to reflect the objectives and results of public expenditure
programs. To this end, it is advisable to implement me-
dium-term programs for improving the quality of public
finance management in Ukraine and UTC based on the
assessment and monitoring of the UTC tax capacity, tak-
ing into account the introduction of transparent incen-
tives for increasing the UTC own revenues base.
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Accordingly, among the perspective of researches
aimed at developing and substantiating recommenda-
tions for adjustments and clarifications of certain tax
policy vectors in the context of decentralization of pub-
lic administration in Ukraine, one should highlight de-
velopments aimed at improving depreciation and excise
policy, the mechanism for calculating the income tax of
individuals, as well as special Tax regimes that will en-
able businesses to intensify in depressed regions based
on their needs in the workplace and investment re-
sources based on observance of the principles of distrib-
utive justice tax burden.
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OcTtposennkuii B. 1. BoqkeTHo-nogaTkoBa mo-
JiTuka YKpaiHu B yMOBax jJelleHTpaJizamii: 1oxoan
MiclIeBHX OO KETiB.

VY crarTi aHaNi3yIOTBCS OCHOBHI TEHJEHINi mpo-
1ecy JeleHTpati3alii JepKaBHOrO YIpPaBIiHHS, a Ta-
KOX CBITOBHH JIOCBIJl 1 BITYM3HSHA MpaKTHKa (HopMy-
BaHHs JIOXO/IiB OFOKETIB Pi3HOTO piBHA. PekoMenaartii
Ta MPOIO3HILIi OO0 YJOCKOHAICHHS MeXaHi3My (op-
MYyBaHHS JOXOZIB OIOJDKETiB OpraHiB MiCIIEBOTO CaMoO-
BPSIyBaHHS, Y TOMY YHCII, 32 PAXYHOK YIOCKOHAJICHHS
MOJATKOBOI aMOPTHU3aIlii, OMOJAaTKyBaHHs TOXOMIB (i-
3MYHUX OCI0 Ta CIIOKMBaHHS MiAaKIM3HUX TOBAPiB 00-
IPYHTOBAHO 3 ypaxyBaHHSIM HOTpeOU 1070 30aIaHcy-
BaHHs iHTepeciB JlepikaBu, OpraHiB MiCHEBOIO CaMo-
BpsAyBaHHS Ta TUIATHUKIB MOJATKIB.

Kniouosi cnosa: opraHu MICIIEBOTO CaMOYIIPaB-
JIHHS, JEleHTpaTi3amis, JOXOIH MICIIEBHX OFOJIKETIB,
MOJATKH, PETIOHATBHUN PO3BUTOK.

OcTtposenkuii B. U. BiogxeTHo-Haorosas mo-
JIUTHKA YKpPaWHbI B YCJIOBHUSIX JeHEHTPAIH3ALNM:
J0XO0/IbI MECTHBIX OI0/IKETOB

B crathe aHaNMM3UPYIOTCS OCHOBHBIE TEHICHIIMH
rpolecca AeeHTPaTN3aluy TOCYJapCTBEHHOIO YIIPaB-

JICHWS, & TAK)KE MUPOBOM OITBIT M OTEYECTBCHHAS TIPAK-
THKa (OPMHPOBAHUSA JOXOMOB OFOPKETOB Pa3HOTO
ypOBHsi. PekoMeH1alnu 1 mpeioyKeH sl o COBEpIICH-
CTBOBaHHIO MeXaHu3Ma (HOPMHUPOBAHHS TOXOIOB OIOI-
KETOB OPraHOB MECTHOTO CaMOYIPABJICHUS, B TOM
YHCIIe, 33 CYET COBEPIICHCTBOBAHMUS HAJIOrOBOH amop-
TH3AIAH, HATOTOO0I0KEHHS JTOXO0B (PH3HUECCKHUX JTHIT
U TOTPeOJICHUS MOJAKIU3HBIX TOBAPOB OOOCHOBAHBI C
Y4ETOM MOTPEOHOCTH COATAHCHPOBAHHOCTH WHTEPECOB
rocyapcTsa, OPraHOB MECTHOTO CaMOYIPAaBJICHUS U
HAJIOTOILTATEIBITUKOB.

Knrouesvie crosa: opraHbl MECTHOTO CaMOYIpPaB-
JICHUsI, JICUCHTPAIIN3aLHs, JOXObl MECTHBIX OFOJDKe-
TOB, HAJIOTH, PETHOHAILHOE Pa3BUTHE.

Ostrovetskyy V. Fiscal policy of Ukraine in con-
ditions of decentralization: revenue of local budgets

The article is considered the main trends of govern-
ment decentralization process, as well as international
experience and domestic practice of forming different
level of budget revenues. Recommendations and pro-
posals for improving the mechanism of formation of
revenue of budgets of local governments, including by
improving tax depreciation, taxation of individuals' in-
come and consumption of excisable goods is suggested
with account the needs of balanced interests of the state,
local governments and taxpayers.

Keywords: local government, decentralization, lo-
cal budget revenues, taxes, regional development.
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COMMERCIAL BANKS AS A MECHANISM AGAINST FINANCING TERRORISM

In the process of globalization, the need to block
financial flows to terrorist organizations is becoming
more and more tangible. The fight against terrorist fi-
nancing is becoming a national and supranational prio-
rity, and credit institutions are among the main mecha-
nisms for committing such crimes, and are therefore
covered by numerous regulations and institutions con-
cerning their role in controlling and preventing them.
The purpose of this study is to outline the commercial
banks' place in terrorist financing processes by present-
ing their inherent characteristics within the scope of the
Special Act on Measures Against Financing of Terro-
rism.

kKK

Pursuant to the Law on Credit Institutions', the
Bank makes public borrowing or other repayable funds
and provides loans or other funding at its own expense
and at its own risk, which is sufficient to justify the suit-
ability of an adequate risk management in the security
sphere of the credit institution itself; of the interests of
its clients. In this respect, commercial banks can be de-
fined as institutions with a significant role in the socio-
economic life of each country, their financial stability
and effective management are among the main prere-
quisites for competitiveness and market growth, and
their absence leads to a number of risks, including legal,
operational and reputational ones.

In view of the issue under consideration, the acti-
vities of credit institutions, the implementation of re-
lated legislation, internal policies and work procedures
are subject to constant monitoring due to the potential
for them to be used for the purpose of criminalization in
the Criminal Code - financing terrorism, which could
also be a prerequisite for the eventual occurrence of
risky situations. In addition, it is precisely the specific
activity of credit institutions that the special legal frame-
work — Law on Measures against Financing of Terror-
ism (LMFT) obliges them to regulate the measures for
prevention against the said crime.

For the purposes of this paper, the "terrorist finan-
cing" category is under analysis. As an activity in the
Criminal Code? , terrorism is associated with a crime re-
lated to the illegal use or the danger of using force or

violence by a person or organized group against people
or property with the intention of exerting coercion or
threat against the public or state organs - for example for
ideological or political reasons. In the legal framework,
"terrorist financing" relates to the "direct or indirect, un-
lawful and deliberate provision and/or collection of
funds and other financial assets or economic resources
and / or the provision of financial services with the in-
tention of being used or conscious that they will be used
wholly or partly for terrorism within the meaning of the
Penal Code"’.

With a view to protecting the international finan-
cial system, the Financial Action Task Force against
Money Laundering (FATF), as an organization that sets
standards in countering money laundering and terrorist
financing, formulates special recommendations to pre-
vent terrorist financing focusing on key mechanisms
used by terrorist organizations to transfer capital: money
transfers, electronic transfers and non-profit legal enti-
ties. In addition, the special law applicable in a national
aspect (LMFT), which aims to "Prevent and Disclose the
Action of Individuals, Legal Entities, Groups and Or-
ganizations Focused on the Financing of Terrorism"4,
indicates measures in respect of the persons liable, ch.
commercial banks to counteract this type of crime as fol-
lows>:

* Customer Identification, Verification and Verifi-
cation of Compliance with Restriction Lists;

» Implementation of additional identification and
verification measures, follow-up on the basis of risk as-
sessment;

* Blocking of cash, financial assets or other pro-
perty;

* Prohibition to provide financial services, cash, fi-
nancial assets or other property;

* Reporting in case of doubt or when implementing
a measure under the LMFT.

In the relationships with their clients, credit institu-
tions are obliged to apply the legal measures in cases
where the participants in the operation (the account
owner, the beneficiary) are from countries known to
support terrorist activities and organizations. Charities,
non-profit legal entities, companies with no real activity,
and others without legal cause are often used for the pur-

' See Art. 2, para. 1 of the Credit Institutions Act (last amended SG No. 63 of 04.08.2017.
2 See Art. 108a of the Penal Code (last amended SG 54 of 05.07.2017).
3 See § 1, item 3 of the Supplementary Provision of the Act on Measures Against the Financing of Terrorism (last amended

01.01.2017).

4 See Art. 2 of the Act on Measures Against the Financing of Terrorism (last amended 01.01.2017).
3 See Art. 3, para. 1 of the Act on Measures Against the Financing of Terrorism (last amended 01.01.2017).
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pose of terrorist financing. The law also includes cases
where there is no comprehensive information about the
parties and the reason for the operation, operations and
transactions are executed without the presence of the cli-
ent or using new technical means, etc.

When establishing the appropriate prerequisites for
terrorist financing operations carried out through com-
mercial banks, the blocking of all cash, financial assets
and other property - property of the persons listed in the
restriction lists (see Article 5 of the LMFT) ) irrespec-
tive of the place of their possession, as well as any cash,
financial assets and other property held in possession of,
held or controlled by the persons listed. Immediately
blocking the funds of persons in full compliance with
the EU's restrictive lists for the implementation of UN
resolutions (Resolution 1267/2000 et seq.) And under
the relevant EU acts as well as funds or other assets
wholly or jointly owned or controlled, directly or indi-
rectly, by persons on lists, terrorists, terrorist financing
or terrorist organizations and others that are generated
by the above mentioned funds or assets.

The above-mentioned essential features and nor-
mative justification of terrorist financing processes are
sufficient grounds for each commercial bank to set up in
its structure a specialized service for controlling and pre-
venting the financing of terrorism to organize and con-
trol the implementation of the legal measures'. Conse-
quently, in performing its core business, each commer-
cial bank should monitor and prevent terrorist financing
processes in accordance with national law and relevant
international regulations and best practices by develop-
ing its own policy of prevention measures against use of
the bank for the above purposes.

As an initial measure to prevent the use of the bank
to finance terrorism, the processes of identification and
assessment of bank customers, as well as those related
to the monitoring of banking operations and the defini-
tion of some of them as suspect by Chief Operating Of-
ficer, ie the existing risk, are complex and require an
adequate material base at the disposal of the bank, incl.
specialized software applications, time resource, expert
potential. The main goal is to "block" the relationship
between credit institutions and criminals.

On the basis of the regulated and applicable in the
banking practice measures against the financing of ter-
rorism, each credit institution should write an internal
policy, rules and procedures to prevent its use for the
purpose of financing terrorism. In this connection and in
view of the above analysis, the following may be formu-
lated as exemplary principles:

* The Bank should not engage in relationships with
persons who are known to have been convicted or
charged with crimes such as terrorist financing;

* The Bank should not engage in any relationship
with individuals, legal entities and groups believed to be
related to criminal activities, members of criminal or ter-
rorist organizations, or that they support politically or
fund such organizations;

» The Bank must not open or operate anonymous
accounts and accounts of fictitious names, perform fic-
titious transactions and transactions, and accept funds
and property suspected of being acquired through or in
connection with a crime or will be used to fund such.

Commercial banks should not enter into relation-
ships and do not provide financial services, funds, finan-
cial assets and other property to the persons included in
the list of natural persons, legal persons, groups and or-
ganizations to which the measures under the LMFT ap-
ply. In the event that a person included in the above list
is a client of the bank, his funds, financial assets and
other property are blocked. Payments and other disposi-
tions with the blocked accounts, cash and financial as-
sets are made with the permission of the Minister of Fi-
nance. In addition, when there are suspicions that certain
operations or transactions are directed to the financing
of terrorism, bank officers are required to immediately
notify the specialized internal intelligence service for
the control and prevention of money laundering and ter-
rorist financing of all additional facts and circumstances
famous. In the event of a suspicion of terrorist financing,
the Bank shall notify the Ministry of Interior and the
State Agency "National Security” (Article 9a of the
LMFT). In addition, the Bank shall report immediately
any significant suspicions of terrorist financing that are
likely to have a significant reputation for the Bank or its
financial position, such as cases involving senior go-
vernment officials or amounts over the statutory certain
dimensions.

The following report analyzes the SANS control-
ling activity of credit institutions in the field of "terrorist
financing" on the basis of historical data publicly dis-
closed through annual reporting documents. Realizing
its core business, incl. falling under the scope of the
LMFT, commercial banks are subject to constant moni-
toring and control by the specialized administrative di-
rectorate "Financial Intelligence" of SANS, which has
neither operational functions nor criminal detection
functions but has a legal basis for collecting information
without any limitation of banking, professional, profes-
sional or other secrecy as an intermediary unit for acce-
lerating and facilitating the exchange of information
between financial and law enforcement systems.

Based on the applicable legal norms, among the
main functions performed by the Directorate, incl. and
in respect of commercial banks?:

! See Art. 1 of the Law on Measures against Money Laundering (last amended 01.01.2017)

2 See more art. 32¢ of the Regulations for Implementation of the State Agency for National Security Act (adopted with
Decree of the Council of Ministers No 23 of 11.02.2008, promulgated in State Gazette, issue 17 of February 19, 2008, amended
and supplemented SG .63 of 12 August 2016, SG No. 66 of 23 August 2016

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



T. Dimitrova

* Organizing and conducting seminars, workshops
and other forms of training related to the implementation
of the LMFT on its own or jointly with the supervisory
bodies of the credit institutions;

* Current and incidental control of the commercial
banks for the fulfillment of the obligations under the
LMFT, as well as the acts for their implementation, incl.
drafting of acts of observation, acts for establishing ad-
ministrative violations under the LMFTS and drafting of
draft penal decrees;

* Develop reports on violations by commercial
banks, including an analysis of the breaches and pro-
posals for the measures to be taken to erase the conse-
quences of the violations and to prevent future viola-
tions;

* Interaction with other state bodies, carrying out
inspections, incl. jointly with the oversight bodies (Bul-
garian National Bank) on the activities of commercial
banks in the implementation of measures against terror-
ist financing, as well as in the case of suspicion of fi-
nancing of terrorism;

» Keeping registers of information received from
commercial banks (including terrorist financing), ex-
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change of information with security and public order
services at national and supranational level, financial in-
telligence analysis, gathering of additional information,
giving of conclusions, sending of files to the relevant
state services, etc.

As stated above, the function of the Directorate for
the organization and conduct of trainings on the imple-
mentation of the LMFT is a priority, as the educational
level and the competences acquired are a factor for in-
creasing the efficiency in the fight against the financing
of terrorism. Summing up the information published in
the annual reports of the FAS - SANS, for the period
2012-2016, the Directorate carried out a total of 73 train-
ings, resulting in the training of 2454 persons in the ca-
pacity of representatives of the Institute of Certified
Public Accountants (ICPA) , Commercial Banks, Non-
Profit Legal Entities (NGOs), the National Revenue
Agency (NRA), real estate agents and others. As illus-
trated in Figure 1, the number of trainings of commer-
cial banks represented 22% in the structure of the train-
ings, which gave them a second position after the train-
ings of representatives of the ICPA (26%).

National Real estate Other
Revenue agents
Agency

Fig. 1. Structure of the trainings conducted by SAD FR-SANS in connection with the implementation
of the LMML and the LMFT (2012-2016)

Similarly, commercial banks also occupy 14% of
the number of trained persons, compared to 33% for the
leader — ICPM. Considering that the number of banks
(including their employees) operating on the Bulgarian
market is considerably smaller than the number of certi-
fied accountants, it can be assumed that for the FAS —
SANS the commercial banks are priority institutions for
the prevention of money laundering and the financing of
terrorism, mainly because of their specific activity —
operating not only on their own, but also on attracted

money, which poses a serious risk to their real origin.
For the next 10% comparison, the number of trainings
conducted by representatives of NGOs and NRA, fol-
lowed by 7% by the real estate agents. The remaining
25% are outside the reach of the positioning, as they in-
clude all training with a share of less than 5% in the total
number of courses, incl. investment intermediaries,
management companies, insurers!, insurance intermedi-
aries, financial institutions, pension insurance compa-
nies, Financial Supervision Commission (FSC), leasing

! See. by detailed Dochev, H., Challenges of new legal entities on the European internal market, Challenges of economic
science and practice in the process of joining the European Union, Nis, 2007, p. 319-330.
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companies, lawyers, postal operators, private enforce-
ment agents, traders, notaries, state and local bodies.
On the basis of the information presented in Table
1, trends in training can be traced. Following the above
considerations, the factual data showing the persistence
in the training of two categories of institutions through-
out the analyzed period, including the commercial banks

with two trainings and 50 trained persons in the first
year — 2012 (the lowest values for the period) and five
training sessions with 150 trained persons in 2015 (the
highest values for the period). Concerning the others
presented, trainings were carried out once (NRA —2012)
or a maximum of twice (NGOs and real estate agents —
2012 and 2014) throughout the time slice.

Table 1
Trainings conducted by SAD FR-SANS in connection with the implementation
of the LMML and the LMFT (2012-2016)!
2012 2014 2015 2016
Institutions Number | Number | Number | Number | Number | Number | Number | Number
of train- |of trained| of train- |of trained| of train- |of trained| of train- | of trained
ings persons ings persons ings persons ings persons

1 |Institute  of

certified pub-

lic account-

ants 5 257 5 176 5 185 4 200
2 |Commercial

banks 2 50 3 76 5 150 3 56
3 |Non-profit le-

gal entities 6 213 1
4 |National

Revenue

Agency 7 278
5 |Real estate

agents 4 113 1 14
6 |Other 7 233 8 266 3 110 4 77
Total: 31 1144 18 532 13 445 11 333

According to the applicable regulations, commer-
cial banks are obliged to report to the FAD - SANS the
so-called dubious operations. As such, financial opera-
tions are classified and, after further studies by bank em-
ployees, it is not possible to clarify their nature, which
is sufficient to be assigned a higher risk, and to the cat-
egory of "suspicious transactions". In case of suspicion
of terrorist financing, the bank employee must:

* Delay the execution of the suspicious transaction,
if possible, and immediately notify the bank branch line;

* Collect information on the essential elements of
the operation, relevant supporting documents and other
identification data;

* Indicate in chronological order all the details of
the suspect case, including any circumstances that ap-
pear unusual, irregular or questionable;

* Keep all facts and circumstances secret;

* Disclose to the line the entire available infor-
mation about the client and his operations by completing
a special form.

When the additional studies carried out by the spe-
cialized internal service for control and prevention of

terrorism financing can not establish a good reason or a
logical economic explanation for the implementation of
unusual behavior, the case is reported to SANS. The
data and documents collected by the bank are used only
for the purposes of the LMFT.

The official information sources indicate that
10930 suspicious transactions were reported for the pe-
riod 2011-2016, 76% of which were commercial banks
and the other from other institutions (see Figure 2).

As can be seen from Table 2, the number of reports
on suspicious transactions under the LMML and LMFT
from the commercial banks to the FAS - SANS ADS has
an upward trend, in 2011 it is 1035 and in 2016 it is
2390, ie. there is over 130% growth within the observed
time span. It should be borne in mind that in the structure
of generally reported suspicious transactions by years,
commercial banks' DSBs take values of 69% in 2012
(minimum) to 82% in 2015 (maximum), regardless of
the above-mentioned upward trend the analyzed period,
due to the fluctuations in the value of STR by other in-
stitutions.

! The information is summarized and processed by the author on the basis of published annual reports of the SAD FR -
SANS (http://www.dans.bg/bg/msip-091209-menu-bul/fidannualreports30052012-mitem-bul).
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m Suspicious transaction reports (commercial banks)

m Suspicious transaction reports (other institutions)

Fig. 2. Sources of suspicious transaction reports (STR) under the LMML

and LMFT for the period 2011-2016

Reports on suspicious transactions under the LMML
and the LMFT for the period 2011-2016 (number)!

Table 2

Suspicious transaction Suspicious transaction . . .
. . Suspicious transaction
Period reports (commercial reports (other reports (total)
banks) institutions)

2011 1035 393 1428

2012 1257 564 1821

2013 1592 641 2233

2015 2013 448 2461

2016 2390 597 2987
2011-2016: 8287 2643 10930

Realizing its main functions in the area of preven-
tion against terrorist financing, FAS — SANS points out
among the main indicators and risks (including in rela-
tion to commercial banks) concerning the financing of
global terrorism the following?:

* Opening an account with false identification and
using fake documents when ordering/receiving transla-
tions;

* Providing the same mobile phone numbers, ad-
dresses or job information to different people when
opening accounts or ordering money transfers;

* Receiving cash transfers through fast pay systems
from individuals with locations in countries around
conflict zones;

* Use of mobile payment systems to perform trans-
actions, account balance checking, access to electronic
portfolios and other online services without the physical

presence of the client (sequential logging from a mobile
phone or other device from different IP addresses from
nearby locations or within them conflict zones);

* Fundraising through public funding platforms for
extremist purposes, often camouflaged in the form of
charity transactions;

* Financial transactions relating to antiques from
conflict zones (including coins) put up for sale on the
Internet, and in particular in the so- "Dark net" or social
networks.

The above analysis is sufficient grounds, on a na-
tional scale, for the commercial banks to be constituted
as a priority subject of permanent monitoring and con-
trol by the specialized administrative directorate "Finan-
cial Intelligence" of SANS in order to study, analyze and
disclose information received under the procedure and
at the conditions of the LMFT, as they are obviously

! The information is summarized and processed by the author on the basis of published annual reports of the SAD FR -
SANS (http://www.dans.bg/bg/msip-091209-menu-bul/fidannualreports30052012-mitem-bul).
2 URL: http://www.dans.bg/images/stories/FID/ANNUAL%20REPORT 2016.pdf.
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among the main options used for the purposes of money
laundering and terrorist financing.

In summary, the main statement of the study pro-
vides the basis for the following conclusions:

First. Credit institutions are among the key mech-
anisms for terrorist financing, which is a prerequisite for
the eventual occurrence of risk situations for the bank
itself and for its clients. Each commercial bank should
develop its own terrorist financing policy that contains
adequate measures to counteract these crimes and their
application to "block" the relationship between credit in-
stitutions and criminals.

Second. Measures to prevent the use of the bank
for terrorist financing purposes should be aimed at:
identifying customers and actual owners and taking ap-
propriate action to verify their identification; customer
assessment; monitoring customer operations; disclosure
of information (reporting) about suspicious transactions.

Third. The activities of credit institutions are sub-
ject to constant monitoring in relation to the application
of a number of regulations and institutions concerning
the role of banks in complying with the legal norms
against terrorist financing. In order to have an effect, it
is necessary to develop and strictly implement policies
both nationally and internationally, to be implemented
in close cooperation and constant communication bet-
ween the responsible institutions.

Fourth. On a national scale, commercial banks
have been constituted as a priority subject of continuous
monitoring and control by the specialized administrative
directorate "Financial Intelligence" of the State Agency
for National Security (SANS) in order to investigate, an-
alyze and disclose information received under the terms
and conditions of the LMML and as they are among the
main options used for money laundering and terrorist fi-
nancing purposes.

Fifth. For the period 2012 - 2016, SAD FR-SANS
conducted a total of 73 trainings on the implementation
of the LMML and LMFT with trained 2454 persons, in-
cluding commercial banks with 22% of the total train-
ings and 14% of the total trainees. identifies them as pri-
ority institutions with regard to the prevention of money
laundering and the financing of terrorism, mainly be-
cause of their specific activities — operating not only on
their own, but also on attracted money containing a se-
rious risk in terms of their real origin.

Sixth. During the period 2011-2016, 10930 suspi-
cious transactions under the LMML and LMFT were re-
ported to the SAD FR — SANS, of which 76% of the
commercial banks (with over 130% growth within the
observed time interval) and the rest from the other insti-
tutions. For the same period, notifications of payment

transactions in cash over BGN 30000, 99% (251600)
were reported by the commercial banks, and their rela-
tive share varied between 98% and 99% during the same
period, which is sufficient grounds for taking the neces-
sary legal measures to prevent money laundering and
terrorist financing.

In order to have an effect on the implementation of
statutory, regulatory and internal commercial bank reg-
ulations on the prevention of terrorist financing as well
as monitoring and control procedures in relation to their
core business, close cooperation between credit institu-
tions and competent authorities dealing with suspicious
customers and financial operations. Supranational level
policy for combating the financing of terrorism is deter-
mined by the activity of a number of institutions, includ-
ing the Task Force on financial measures Anti-Money
Laundering (FATF! - Financial Action Task Force on
Money Laundering), the Committee of Experts on the
Evaluation of Laundering money the Council of Europe
(MONEYVAL Committee?), the Union for increasing
interaction between financial intelligence units world-
wide (GROUP EGMONT?), the Basel Committee on
Banking supervision (Basel Committee of Banking su-
pervision*), the world Bank, the International Curren-
cies fund and others. For the implementation of interna-
tional and national regulations regarding prevention
against the financing of terrorism, a number of law en-
forcement, control and supervisory state institutions are
operating in Bulgaria - Specialized Administrative Di-
rectorate "Financial Intelligence" of the State Agency
for National Security (SAD FR - SANS), Ministry of the
Interior, the Prosecutor's Office of the Republic of Bul-
garia, the Bulgarian National Bank (BNB), the Control-
ling Agencies at the Ministry of Finance, etc. At the
same time, the improvement and modernization of the
national and supranational regulatory framework is a
sine qua non for real countering the latest criminal prac-
tices for which priority is being given and to credit in-
stitutions.

Kk

The above analysis is sufficient grounds, on a na-
tional scale, for the commercial banks to be constituted
as a priority subject of permanent monitoring and con-
trol by the specialized administrative directorate "Finan-
cial Intelligence" of SANS in order to study, analyze and
disclose information received under the procedure and
at the conditions of the LMFT because they are obvi-
ously among the main options used for the purpose of
financing terrorism. For this reason, the global policy
regarding the fight against the mentioned crime places
the activity of the credit institutions on the legal norms

! Financial Action Task Force on Money Laundering - the organization that sets standards in countering money laundering

and terrorist financing.

2 An organization responsible for Europe for the prevention of money laundering.

3 See more https://www.egmontgroup.org/.

4 See more http://www.bis.org/bcbs/charter.htm#classification.
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and the focus of their activities in order to prevent their
use for the implementation of criminal schemes. This is
a good reason for credit institutions to set strict and
transparent internal bank rules and procedures to be re-
spected when selecting clients and executing financial
operations and to prioritize the prevention of their use
for the purpose of financing terrorism.
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HdimitpoBa T. KomepuiiiHi 6aHku sik MexaHi3M
npotu (iHAHCYBaHHS TEPOPU3MY

VY mporeci rio6aizarii HeoOXiAHICTE OJIOKyBaHHS
(hiHAHCOBUX TMOTOKIB y TEPOPUCTHYHI OpraHi3alii crae
Bce OUTbII BimuyTHOIO. BOopoThba 3 (hiHaHCYBaHHSM Te-
pOpH3MY CTa€ HAI[IOHATLHUM 1 HATHAIIOHATBHUM IIPio-
PHUTETOM, a KPEJUTHI YCTAaHOBH € OIHHM 3 OCHOBHHX Me-
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XaHI3MiB 31HCHEHHS TaKUX 3JI0YUHIB 1 TOMY OXOILTIO-
FOTBCSI YUCIICHHUMH TIOJIOKCHHSMH Ta iIHCTHTYTaMH, 110
CTOCYIOTBhCS 1X pOJIi B KOHTPOJI Ta iX 3amoOiraHHIo.
MeTa 11OTO JOCTIIKEHHS — OMUCATH MICIIe KOMEPIIik-
HUX OaHKiB y mporecax (iHAHCYBaHHS TEPOPU3MY,
MIPEJICTABUBINM iX HEBIJ'€MHI XapaKTEPUCTUKH B paM-
kax CrenianbHOr0 3aKOHY PO 3aX0JH MO0 (hiHAHCY-
BaHHsI TEPOPH3MY.

Kniouosi cnosa: rnobanizaiiis, KOMepIiiHi OaHKH,
Tepopu3M, (hiHaHCH, MEXaHI3M.

JdumutpoBa T. KomMmepueckne 6aHKH Kak Me-
XaHU3M NPOTHB (PMHAHCHUPOBAHUS TEPPOPU3MA

B nporiecce riodanuzanuu HeOOXOUMOCTh 0J10-
KHPOBaHUS (PMHAHCOBBIX MOTOKOB B TEPPOPHUCTUUECKHE
OpraHM3allid CTAaHOBHUTCS Bce OoJiee OIyTUMOM.
Boprba ¢ (puHaHCHpPOBaHHWEM TEPPOPHU3MA CTAHOBHTCS
HaIlMOHAIBHBIM U HAJTHAIMOHAILHBIM TIPUOPUTETOM, a
KPEAUTHBIC YUPEKICHUS SBISIOTCS OJIHUM M3 OCHOB-
HBIX MEXaHHU3MOB COBEPIIEHUS TAKUX MPECTYIUICHUH 1
MO3TOMY OXBaTBIBAIOTCSI MHOTOYMCIIEHHBIMHU IOJIOXKE-
HUSMHU U UHCTUTYTaMH, KaCAlOIIUMHCS UX POJIM B KOH-
TpoJie U UX MpeaoTBpaieHun. [lens sToro uccienoBa-
HUS — OIIMCATh MECTO KOMMEPYECKUX OaHKOB B MPOIIEC-
cax (pMHAHCHPOBAaHUS TEPPOPU3MA, TPEACTABUB HX
HEOThEMIIEMbIC XaPaKTEPUCTHKHU B pamkax Crienuaib-
HOrO 3aKOHa O Mepax M0 (MHAHCHPOBAHHUIO TEPPO-
pu3Mma.

Knouegvie cnosa: rnobammzanus, KOMMEpUYECKHE
OaHKH, TeppOpU3M, (PHHAHCHI, MEXaHU3M.

Dimitrova T. Commercial banks as a mecha-
nism against financing terrorism

In the process of globalization, the need to block
financial flows to terrorist organizations is becoming
more and more tangible. The fight against terrorist fi-
nancing is becoming a national and supranational prior-
ity, and credit institutions are among the main mecha-
nisms for committing such crimes, and are therefore
covered by numerous regulations and institutions con-
cerning their role in controlling and preventing them.
The purpose of this study is to outline the commercial
banks' place in terrorist financing processes by present-
ing their inherent characteristics within the scope of the
Special Act on Measures Against Financing of Terror-
ism.
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OF INVESTMENT PROCESSES IN BUILDING SPHERE

The market economy operates based on a free
choice of priorities and investment directions. Ukraine's
construction industry will face a sharp need for invest-
ment, if there is no economic incentive for investors and
financial advantages of investing in construction will
not manifest.

For the sustainable development of the construc-
tion industry, there is a need for continuous improve-
ment of the applied approaches, considering both re-
gional practice and foreign experience. Analysis of the
experience of foreign countries in the field of state re-
gulation and stimulation of investment in construction
will help develop new, effective mechanisms for imple-
menting state policy in the field of residential, industrial
and infrastructure construction, establishing and ex-
panding international cooperation in the construction
sector, creating opportunities for attracting investment
in housing and industrial construction, including foreign
ones.

Let's consider foreign practice of state regulation of
investment and construction processes relevant for bor-
rowing or improvement in Ukraine in such developed
countries as the USA, Great Britain, Germany, France
and in the largest transition economies - China.

Government of Great Britain [1; 2] advocates at-
tracting foreign direct investment into the country, ac-
companied by the introduction of advanced foreign
technology and the growth of the number of jobs. The
country has one of the most attractive investment re-
gimes among the developed countries of the world.

Significant role in attracting foreign capital to the
country are bilateral treaties of Great Britain with other
countries to encourage trade and investment and similar
agreements operating within the framework of the
European Union.

The underlying legislative act regulating invest-
ment activity in the country is the Financial Services and
Markets Act 2000, with the following changes.

In the UK, the mechanism of currency control con-
tributes to the inflow of foreign investment. However,
foreign firms created for importing and marketing on the
London market products produced outside the "sterling
zone" should be financed exclusively from their own
funds. However, if the company being created is of se-
rious interest to the UK economy, a foreign investor may
receive British loans for the development of their busi-
ness.

On the territory of the country a clear and fairly
simple registration system of business, foreign investors
can freely choose different objects of investment of their
capital.

The British government has developed and applies
to investors a system of financial incentives, unique for
national and foreign companies.

Regulation of investment activity in Great Britain
is carried out by special bodies, most of which are inde-
pendent self-regulated organizations and authorized ex-
changes, the state only provides the appropriate regula-
tory framework. In particular, mutual investment trusts
and openings, investment companies effectively com-
bine small investments into large ones.

Factors that restrict the activities of foreign inves-
tors are the current system of taxation and currency re-
strictions. In recent years, in the UK, there is a tendency
to more differentiated approach to assessing plans to ex-
pand investments by individual foreign firms and link
them with certain obligations. Absorption of national
firms by foreign capital is considered undesirable.

In the German economy [1; 3; 4; 5], foreign invest-
ment plays a much more important role than in other
European countries. The country provides equal condi-
tions of management to foreign and national investors.
The German legislation does not impose any restrictions
on the import and export of foreign capital, the partici-
pation of foreigners in the capital of established compa-
nies, or the employment of senior management positions
in these companies by foreigners. The country has many
enterprises with foreign participation, which actively
use the scientific and technical achievements of parent
companies located abroad.

Regulates investment activity in the country "Law
on Credit Institutions", the Law on Investment Compa-
nies (KAGG). Investment companies are subject to con-
trol by the Federal Office for Supervision over Credit
Institutions. The direction of foreign investment is re-
gulated through the taxation system.

In the practice of regional investment, the term "so-
cial task" is used, which corresponds to the concept of
"target program". In the new (eastern) federal states, the
targeted rules "Improvement of the regional economic
structure" were developed, which promoted investment
through subsidies for infrastructure development from
the federal and land budgets, as well as the European
Regional Development Fund.
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The attitude of France [1; 3; 6] to foreign invest-
ment is generally benevolent, although the position of
the government from time to time is changing. Investing
in foreign capital is not allowed or limited only in certain
branches of the economy: mineral exploration, mining,
pharmaceutical industry. Relations in the field of invest-
ment are regulated by the Code of the financial and mo-
netary system. Investments in France and from France
to foreign countries do not require special permission.
At the same time, the procedures provide for the sub-
mission of a declaration to the Ministry of Economy and
Finance.

A foreign company is subject to a national tax re-
gime, loans and various kinds of benefits. There are no
restrictions on the transfer of funds from foreign inves-
tors from the country.

With a general liberal attitude to foreign invest-
ment, France introduces a few restrictions on the rights
of non-residents. First, it concerns foreign investment in
certain industries - extraction, processing and import of
oil. In addition, foreign investors cannot hold manage-
rial positions in companies engaged in the specified ac-
tivity. In France there is currency control, as well as spe-
cial control, directly related to foreign exchange re-
strictions, in relation to foreign loans, domestic and fo-
reign direct investment.

In 1977, France adopted a circular on direct French
investment abroad and direct foreign investment in the
country, which restricts the excessive impact of foreign
capital.

The relationship between the state and the regions
is based on a contractual basis within the national plan-
ning system. Each region concludes with the state
scheduled contracts that bind both parties to a specific
investment program. Then they are introduced into the
national plan of the state as a priority. At the same time,
trying to allocate additional funds to the most proble-
matic regions. The implementation of such a policy is
carried out in the form of restructuring of the regional
economy. To do this, with the help of investment grants
allocated by the state, assistance is provided to improve
the regional infrastructure and create jobs in the priority
sectors of the economy.

The main priorities of the American [1; 3; 4; 7] in-
vestment policy is attracting investment in the US, as
well as stimulating foreign investment to create more
jobs and economic recovery. In this regard, the main pri-
ority of the federal government, state and state level
authorities, and the municipal level are the maximum
support of potential investors and the creation of effec-
tive incentives for investing.

Relations in the investment field at the federal level
are governed by the Public Law No. 110-49 "On Foreign
Investment and National Security Act 2007" and related
sectoral laws.

The regulation of investment activity is carried out
on two levels: at the federal level and at the state level.

At the federal level, common rules are set, which
must be respected by foreign investors in the US market.
Local government authorities of each American state
adopt laws regulating acts on the conditions of entrepre-
neurial activity of foreign investors in their territory.
The federal government does not play an active role in
defining the goals of economic development in a given
region of the United States.

The US government provides equal conditions for
the management of foreign and national investors. For-
eign investors can freely invest in most sectors of the US
economy, as well as withdraw capital and profits. The
country has created the most effective system of inves-
tor protection, which consists of three lines of protec-
tion: the state, self-regulated brokers and brokers them-
selves. This is probably one of the reasons why the stock
market in this country is very effective.

The state takes an active part in investment pro-
cesses. Of gross investments in the US economy, the
state's share is more than 20%, of which 12% goes to
investment from the federal budget. The state's influ-
ence on investment activity is carried out with the help
of financial instruments such as reduced rates of income
tax, accelerated depreciation policy, preferential bank
lending, innovative grants, etc.

The United States deliberately develops interna-
tional cooperation in the investment sphere. For exam-
ple, in the year 2013, the TFTA, or the Transatlantic
Trade and Investment Partnership (TTIP), was being ac-
tively pursued as a free trade area between America and
the European Union.

The Chinese Government [1; 8], starting to pursue
economic reforms since 1978, pays great attention to at-
tracting foreign capital to the country. Thanks to foreign
investments, the issue of employment of the population
is resolved, the transition to high-tech production is car-
ried out, the economy is transformed into a market for-
mat and integrated into the world economy.

According to the current legislation, in China there
are the following forms of investment: joint ventures,
joint cooperative enterprises, enterprises with 100% fo-
reign capital, operations in the stock market. In addition,
the China has a mode of demarcation of foreign invest-
ment in the following categories: encouraged, resolved,
limited, prohibited.

To provide a favorable investment climate, the
Government of China established administrative and
economic entities with preferential regimes, namely:
special economic zones, zones of economic and techno-
logical development, free trade zones, border economic
cooperation zones, and zones of scientific and techno-
logical development. In total, according to recent fi-
gures, more than 200 zones of preferential economic re-
gime have been established on the territory of China. In
some developed regions, technological parks are built,
which accumulates investment flows to China. On con-
cessional terms, it is also possible to create new enter-
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prises based on old ones, which are considered unpro-
fitable and subject to dismantling.

The liberalization of Chinese investment legisla-
tion is not only due to the application of a special regime
for foreign investors, but also by improving the eco-
nomic conditions for national enterprises.

China's economy is lent to the banking system. The
main types of lending are commercial and political lend-
ing.

In commercial lending, interest rates on loans, as
well as lending, are formed based on market principles.

Political lending is intended to serve as the main
instrument for the implementation of state economic
policy. To this end, three state-owned development
banks were set up in China. At the same time, the main
source of funds for political lending is the state budget.
To finance the most important structural projects in the
economy, created mainly by the branch principle, the
budgetary funds and various forms of savings of citizens
who are under the responsibility of the state are actively
used [3; 9].

The analysis of housing financing systems in de-
veloped countries of the world (USA, England, Ger-
many, France) shows that they are based on a variety of
specialized financial institutions - construction and sa-
vings, mortgage companies, investment banks, credit
unions, as well as on several financial technologies: con-
struction savings, mortgage lending, a certain combina-
tion of other, public and private financing, as well as
various mixed forms of public and private funding. In
these countries the state possesses and active market in-
struments of state regulation of investment processes
through mortgage markets, secondary loans using state
(or semi-public) financial institutions.

So, in the United States, the process of providing
mortgage loans to mortgage lenders by mortgage len-
ders takes place in the primary market, and in the se-
condary mortgage market, mortgage loans are sold to
the investor (refinanced by them). The proceeds of the
money mortgage companies are again put into circula-
tion (issuing new loans), and their profit consists of fees
for loans and payments, for their maintenance. This
model implies the existence of a developed secondary
mortgage market, which sells already issued mortgages.
The model is attractive in that it solves the problem of
long-term financial resources.

In Germany and France, the foundation of the pri-
mary market for a residential mortgage system is the
construction and savings fund. The essence of financial
assistance for construction savings is that the future de-
veloper of housing, with the consent of the building sav-
ings bank accumulates on the account for a deposit over
several years, a certain amount of cash. Subject to the
terms of the agreement, the depositor, in addition to the
accumulated deposit and interest on it, receives the right
to a bank loan in the amount approximately equal to the
amount of accumulated deposit. The union of three

monetary sources — the owner's own contribution, the
bank's loan and the state aid (bonus) allows the deve-
loper not only to start but also complete the construction
project. The system of building savings is autonomous,
that is, it does not require external borrowing. This dis-
tinctive feature is achieved by the fact that the time of
using money, for example, A participant A, is equivalent
to the time during which another person uses it himself.

Independence of the system from the financial
market makes it possible to issue loans to participants at
a lower market rate, while government subsidies enable
target savings to compete successfully with market in-
struments. Through the system of building savings, the
state realizes its own interests: forms a private housing
fund, primary and secondary housing market, reduces
the allocation to operation and repair of the state housing
stock, solves the socially acute problem of providing
housing for the population [10, c. 325, 326].

In Great Britain the system of construction socie-
ties successfully operates. The mechanism of their work
is somewhat like the activities of German, but to obtain
a home loan does not necessarily be a depositor of a con-
struction company. In recent years, because of the liber-
alization of the banking legislation of Great Britain, the
functions of these societies are becoming closer to the
functions of commercial banks. Competition of the
above structures leads to their convergence and reduc-
tion of loan rates [11, c. 91].

Summarizing the above, it should be noted that the
activity of foreign investors in foreign countries is go-
verned by national law, special laws or codes for foreign
investment are absent, only some administrative regula-
tions have been developed, as well as the relevant arti-
cles of separate laws. In the main, the legislation is
aimed at liberalizing the investment regime and provid-
ing foreign investors with: no less favorable conditions
than domestic ones; guarantees on the transfer of profits,
and in the case of expropriation of their property — a full
compensation; the possibility of resolving disputes
between a foreign investor and the host investment state.

In general, the policy of foreign countries in the in-
vestment sphere pursues the following main goals:

— directing investments to restructure the economy
to improve its efficiency;

— directing savings to the real economy sector in-
vestment;

— the formation of an efficient and controlled capi-
tal market;

— reduction and insurance of investment risks;

— improving the investment climate for domestic
and foreign capital.

Legal guarantees to investors is an important crite-
rion for a favorable investment climate.

The main methods of regulation of investment ac-
tivity are:

1. Direct: tight regulatory regulations; reducing
bureaucratic pressure on business, simplifying registra-
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tion procedures; providing equal conditions of manage-
ment to foreign and national investors; the choice of pri-
orities is exercised by the state; effective system of in-
vestor protection; effective pooling of small investments
into large ones; budget financing; direct administrative
interference in the investment process by coordinating
the plans of the largest corporations; creation of specia-
lized financial institutions for the financing of housing
construction.

2. Indirect: regulation of total investment through
a policy of interest rate, monetary, tax and depreciation
policy; Selective stimulation of investments in certain
enterprises, branches and spheres of activity through
credit and tax privileges; involvement in the construc-
tion of housing "long" funds of insurance companies and
non-state pension funds; the use of various mixed forms
of public and private funding.

In Ukraine, the relations that arise in carrying out
investment activity in the construction industry are re-
gulated, first of all, by the Laws of Ukraine "On invest-
ment activity", "On the regime of foreign investment",
"On protection of foreign investments in Ukraine", "On
institutions of collective investment", "On Leasing",
"On Innovation Activity", "On Securities and the Stock
Market". Also, the norms of economic, tax, currency,
banking, customs, civil and land legislation, legal acts
on the privatization of entrepreneurship, innovation ac-
tivity, securities, stock market, etc., and international le-
gal acts to which Ukraine is a party.

In accordance with Part 3 of Art. 12 of the Law of
Ukraine "On Investment Activity" [12], regulation of
terms of investment activity includes: submission of fi-
nancial assistance in the form of grants, subsidies, sub-
ventions, budget loans for the development of individual
regions, industries, industries; state norms and stan-
dards; measures to develop and protect economic com-
petition; denationalization and privatization of property;
definition of conditions of use of land, water and other
natural resources; pricing policies; conducting state ex-
pert appraisal of investment projects; other activities.

The legal and organizational basis for attracting
funds of individuals and legal entities to finance housing
set the Laws of Ukraine "On investment activity" [12]
"On financial and credit mechanisms and management
of property under construction housing and real estate
transactions" [13] "On collective investing "[14]. Invest-
ing in housing construction in Ukraine can be made only
through the construction financing funds (the CFF) real
estate funds (the background), collective investment, is-
sue interest-free (target) bonds the developer.

The Construction Financing Fund is the money
transferred to the Governor of the CFF in management
that is used or will be used by the manager in the future
under the terms of the Fund Rules and the participation
agreements in the CFF [13].

The CFF is created by a financial institution to pro-
vide real estate construction at the expense of individu-

als and legal entities, to become the property of the
CFF's trustees upon completion of the construction of
the investment object. To secure the obligations as-
sumed by him, the developer transfers to the CFF ma-
nager under the mortgage agreement the property rights
to the real estate that is the subject of construction.
Moreover, for each object (apartment), between the
manager and developer concludes a contract of assign-
ment of property rights and a contract of commission
with the grace period. In case of violation by the deve-
loper of the obligations assumed, the manager has the
right to change it or independently perform the functions
of the developer.

Among the advantages of the CFF can be distin-
guished: clear legislative regulation; the necessity for
the creation of the CFF of the complete package of per-
mits for construction; protection of investors, envisaged
at the legislative level; control of construction partici-
pants for the purposeful use of funds; minimized risk of
double resale of apartments; funds attracted by the CFF
are not subject to taxation; at liquidation of the CFF or
bankruptcy of the manager, the funds of the trustees re-
main in the accounts and may be transferred to another
manager; Legally there is the possibility of replacing a
developer or manager in case of problems.

The main risks and disadvantages are: the deve-
loper can create a "pocket" fund manager; the risk of de-
laying the completion of construction or even its termi-
nation; increase in the value of the object through an ad-
ditional payment (reward) to the manager; the model
contract protects only the rights of the developer and the
manager.

The Real Estate Fund (REF) is the funds received
by the administrator of the REF in the management, as
well as real estate and other property, property rights and
income derived from the management of these funds, in-
cluding property rights and claims acquired under con-
tracts for participation in the construction financing
fund [13].

The source of funding for REF is the sale of REF
certificates, which can be purchased by individuals and
legal entities, residents and non-residents, intending not
only to buy real estate in their property, but also to earn
on real estate transactions.

Formed assets received by a financial company in
which the REF was created, from issued and placed se-
curities — certificates, are directed exclusively to finance
the construction of a property. Real estate transactions
are considered separately from the total assets of a fi-
nancial company. It is not allowed to secure own liabi-
lities of a financial company due to borrowed assets.
This mechanism allows owners of such certificates (in-
vestors) to have transparent, secured and guaranteed in-
come. Restrictions imposed by the current legislation
strictly determine the increase in the market value of the
borrowed assets in time and determine the obligations of
the financial company.
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Advantages of REF certificates: the ability to accu-
mulate funds from individuals and legal entities to fi-
nance the entire construction cycle; the money involved
in the REF is not taxable; REF certificates are freely ro-
tated in the stock market and their price may vary ar-
bitrarily under the influence of real estate prices; The
activities of the REF manager are governed by the REF
Rules, which stipulate an obligation to provide the hol-
ders of certificates of REF income.

At the same time, REF certificates have several dis-
advantages: significant material costs for the creation of
the REF itself (the need to complete the entire design
and estimate documentation for construction and accu-
mulate 1 million UAH of equity); a very complex and
time-consuming procedure for obtaining a permit for the
right to issue certificates of REF; the impossibility of
combining different mechanisms for project manage-
ment in construction, etc.

For investing and financing housing construction
companies, developers can issue interest-free (target)
bonds, on which the basic product is the unit of real es-
tate — a metric unit of the area of the premises. When the
developer presents to the investor to repay a certain
number of bonds, corresponding to the project area of
the investment object, the developer is obliged to trans-
fer to the investor the given concrete object of invest-
ment. Based on an investment agreement (investment
contract for construction), in the future, after the intro-
duction of the housing construction object into opera-
tion, the registration of ownership of the object of in-
vestment.

The main positive features of this mechanism are
optimization of taxation and minimization of costs, to
negative — the lack of subordinate regulations on the
mechanism of exchange of targeted bonds to an individ-
ually determined apartment.

Joint Investment Institutes (JII) — a corporate or
unit fund that carries out activities related to the unifica-
tion (attraction) of funds of investors to profit from in-
vesting them in securities of other issuers, corporate
rights, real estate and other assets [121]. JII in Ukraine
is not particularly popular due to the imperfect regula-
tory framework and the underdevelopment and low
level of capitalization of the domestic stock market.

The following negative determinants that do not
encourage foreign investors to enter the Ukrainian mar-
ket are a significant lagging behind Ukraine from deve-
loped countries due to factors such as the perfection of
the legislation for corporate business and the availability
of high-level management, the development of infor-
mation systems and disclosure of information, the avail-
ability of effective mechanisms for guaranteeing rights
and the freedoms of investors, the level of their protec-
tion, the risks of acquiring stakes that are not control-
ling, the increase in the cost of exploring potential part-
ners, and threats of loss of operational investment man-
agement.

The analysis of the state of legal regulation in the
investment sphere of Ukraine, the development of the
securities market and investment trends in the real estate
market, and the practice of state regulation of invest-
ment and construction processes in Ukraine testify to the
expediency of adapting the experience of developed
countries to the methods of state regulation of invest-
ment activity in the construction sphere to Ukraine,
which may become an essential direction of intensifica-
tion of investment processes in the country.
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Maapman H. JI., @poaina K. JI. Jocainkenns
J0CBiny 3apyOikHMX KpaiH y pery/jJioBaHHi iHBecTH-
niiiHuX nmpoueciB y OyaiBesbHil cdepi

VY craTTi J0CIiKEHO A0CBiA 3apyOKHUX KpaiH y
pETYIIIOBaHHI 1HBECTUIIIHHUX MPOLIECIB Y OyiBeIbHIM
cthepi. AHami3 ToCBimy 3apyOiKHUX KpaiH 100 AepiKa-
BHOTO PETYJIIOBAHHS 1 CTUMYJIOBAHHS 1HBECTHIIHHOT
JISUTBHOCTI B OY/IiBHUIITBI MOYKE TOTIOMOTTH PO3POOUTH
HOBIi, e(DeKTHBHI MeXaHI3MHU peaizalii JepKaBHOi Mo-
JITHKHA B TATy3i )KHUTIOBOTO, IPOMHUCIOBOTO Ta iH(ppa-
CTPYKTYPHOTO OYIiBHUIITBA, Y HAJIAr0/KECHHI 1 PO3IIH-
pPEeHHI MDKHApOIHOTO CIIBPOOITHUIITBA B Oy/iBENbHIN
cdepi, CTBOPEHHI MOXKITUBOCTEH 3aITyICHHS 1HBECTHIIIN
Y XKHTJIOBE 1 MPOMHUCIIOBE OYIiBHHULTBO, y TOMY YHCII
1HO3EMHUX.

AHaui3 cucteM (piHaHCYBaHHS OY/iBHUIITBA )KUTJIA
y po3BuHyTHX KpaiHax city (CLUA, Anrnii, Himeu-
yHi, OpaHIil) CBITYUTH, IO BOHU 0a3ylOThCS Ha pi3-
HOMaHITHOCTI CITeIiaJli3oBaHNX () iHAHCOBHX IHCTUTYTIB
— OyIiBEeIbHO-OIIAIHUX, IMOTEYHNX KOMITaHIsNX, 1HBEC-
TULIAHUX OaHKaX, KPEAUTHHUX CITIIKaX, a TAKOX Ha Ki-
JbKOX (PIHAHCOBHMX TEXHOJIOTISAX: OyIiBENbHUX 3a0la-
JDKEHHSX, IMOTEYHOMY KPEIUTYBaHHI, TICBHOTO IMOE-
HAHHS OJTHOTO 3 IHIIUM, JAEPKAaBHOMY Ta MPUBATHOMY
(hiHaHCYBaHHI, a TaKOXX Ha PI3HOMAaHITHUX 3MIIIAHUX
(dopMax JepiKaBHOTO Ta MPUBATHOTO (hiHAHCYBAHHS. Y
IUX KpaiHax jepskaBa BOJIOJIIE 1 JIHOBUMH PUHKOBUMU
THCTpYMEHTaMH JISP)KaBHOTO DETYJIIOBAHHS 1HBECTH-
HIHHUX TPOIIECIB Yepe3 PUHKHU 3aKJIaHUX, BTOPUHHUX
KPEIUTIB 13 BUKOPUCTAHHAM JepyKaBHUX (YU HAIIBACP-
KaBHUX) (JIHAHCOBHUX 1HCTUTYTIB.

[MpoBeneHuid aHami3 CTaHy MPaBOBOTO PETYIIIO-
BaHHs B IHBECTHLIHHIA chepi YKpaiHH, PO3BUTKY pH-
HKY I[IHHUX TanepiB Ta IHBECTUIINHUX TCHJICHINNH pH-
HKY HEPYXOMOCTi, MHpPaKTHKH JEpPHKABHOIO pErylo-
BaHHs IHBECTHUIIIHO-OYIIBEIFHUX MPOIECiB B YKpaiHi

CBIYUTH IPO JOIUIBHICTE alalTallii JOCBiAYy PO3BHHY-
THX KpaiH [MI0I0 METOIIB JCPIKABHOTO PETYIIIOBAHHS iH-
BECTHUIIIIHOI AisUTbHOCTI B OyniBenbHiN cdepi B YKpa-
{HH, 110 MOX€E CTaTH CYTTEBUM HANPsAMOM aKTHBI3aIlii
IHBECTHUIIIHHUX MPOLIECIB B KPaiHi.

Kniouosi crnosa: iHBecTHliitHa cdepa, OyaiBHHII-
TBO, JIep’)KaBHE PETYIIOBAHH, (hJiHAHCOBI IHCTUTYTH.

Maadpman H. JI., ®poauna K. JI. UccienoBa-
HUE ONbITA 3apy0eKHBIX CTPaH B pPeryJMpoOBaHHH
HHBECTHLUHMOHHBIX TMPOLECCOB B CTPOUTEJIbHOM
cepe

B cratbe ucciaenoBaH OMBIT 3apyOeKHBIX CTPaH B
pEeryIupoOBaHUU UHBECTUIIMOHHBIX MPOLIECCOB B CTPOU-
TeNbHOU cepe. AHAIN3 ONBITa 3apyOEIKHBIX CTPaH IO
TOCYAapCTBEHHOMY DPETYJIMPOBAHHMIO M CTUMYIHPOBA-
HUIO UHBECTUIIMOHHOMN AEATENbHOCTH B CTPOUTENIHCTBE
MOJKET ITOMOYb pa3padboTaTh HOBBIE, YQPEKTUBHBIC M-
XaHU3MBI peaH3alUy TOCYyJapCTBEHHON MOJIUTHUKU B
00JTacTH JKWIMIIHOTO, MPOMBINUICHHOTO ¥ WH(ppa-
CTPYKTYPHOTO CTPOHUTENBCTBA, HATAXXMUBAHUH U PACIIIH-
PEHHU MEXTYHAPOIHOTO COTPYIHNUECTBA B CTPOUTEIb-
HOW cdepe, CO3TaHNN BO3MOXKHOCTEH MPUBIICUCHHUS HH-
BECTHLUH B XKWIUIIHOE W MPOMBIIIICHHOE CTPOUTEIb-
CTBO, B TOM YHCJIC HHOCTPAHHBIX.

AHanmu3 cucTeM (MHAHCHPOBAHUS CTPOHTENBCTBA
KUIIbA B pa3BUTHIX cTpaHax mupa (CLLIA, Aurnuy, ['ep-
MaHuu, OpaHInN) CBUIETEIBCTBYET, YTO OHU Oa3upy-
I0TCS Ha Pa3HOOOpa3uy CHeNHaIN3UpOBaHHBIX (HUHAH-
COBBIX MHCTUTYTOB — CTPOMTEIbHO-COEperaTenbHbIX,
UIOTEYHBIX KOMIIAHUSAX, WHBECTUIIMOHHBIX OaHKaX,
KPEIUTHBIX COI03aX, a TAK)KE Ha HECKONBKUX (PUHAHCO-
BBIX TEXHOJIOTUSX: CTPOUTEIBHBIX COEPEKEHUSAX, UIIO-
TEYHOM KPEIUTOBAHUH, ONPEAEICHHOIO COYETaHUS O
HOTO C IPYT'UM, TOCYIaPCTBEHHOM M YaCTHOM (DMHAHCH-
POBaHHH, a TAKOKe HAa PA3IMIHBIX CMELIAHHBIX (opMax
TOCYJAapCTBEHHOTO M YacTHOro (uHaHCHUpoBaHus. B
3THX CTpaHaxX TOCYIApCTBO BaJleeT U NEHCTBYIONIIMU
PBIHOYHBIMU MHCTPYMEHTaMH T'OCYJapCTBEHHOTO Pery-
JIUPOBaHM UHBECTULMOHHBIX MPOLECCOB Yepe3 PhIHKU
3aKJIAIHBIX, BTOPUYHBIX KPEIHUTOB C HCIIOJIH30BAHHEM
rOCyJapCTBEHHBIX (WJIM TOJYrOCYIapCTBEHHBIX) (pu-
HAHCOBBIX UHCTHTYTOB.

IIpoBeneHHbIN aHAN3 COCTOSHUS MTPABOBOrO pe-
T'YJIMPOBaHUS B MHBECTUIIMOHHOM chepe YKpauHsbI, paz-
BUTHSI PBIHKA IICHHBIX OyMar U WHBECTUIIMOHHBIX TCH-
NCHIUN PBIHKA HEIBYDKUMOCTHU, IMPAKTUKU TOCYAap-
CTBEHHOTO PETYJIMPOBAHUS HHBECTHIHOHHO-CTPOH-
TEJBHBIX MIPOIIECCOB B YKPAaHHE CBHIACTEIBCTBYET O Iie-
JIeCOO0Pa3HOCTH aaITAIMY OIBITA PA3BUTHIX CTPaH Ka-
CaTeIbHO METOOB TOCYIAPCTBEHHOTO PETYINPOBAHUS
WHBECTUIIMOHHOW JESATENHbHOCTH B CTPOUTEIHHON
chepe, B YKpanHe, 9TO MOXKET CTaTh CYIIECTBECHHBIM
HaIpaBlIiCHUEM aKTUBH3AIWH HHBECTHIMOHHBIX IIPO-
LIECCOB B CTpaHE.
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Kniouesvie cnosa: nHBECTHIIMOHHAS chepa, CTPOH-
TENBCTBO, TOCYAaPCTBEHHOE PEryIUPOBAHUE, (PHHAHCO-
BbI€ UHCTUTYTBHI.

Shlafman N., Frolina K. Research of the foreign
countries experience in regulation of investment pro-
cesses in building sphere

The article describes the study of the experience of
foreign countries in the regulation of investment pro-
cesses in the construction industry. Analysis of the ex-
perience of foreign countries in the field of state regula-
tion and stimulation of investment in construction can
help develop new, effective mechanisms for implement-
ing state policy in the field of residential, industrial and
infrastructure construction, establishing and expanding
international cooperation in the construction sector, cre-
ating opportunities for attracting investment in housing
and industrial construction, including foreign ones.

The analysis of housing financing systems in de-
veloped countries of the world (USA, England, Ger-
many, France) shows that they are based on a variety of
specialized financial institutions - construction and sa-
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vings, mortgage companies, investment banks, credit
unions, as well as on several financial technologies: con-
struction savings, mortgage lending, a certain combina-
tion of other, public and private financing, as well as
various mixed forms of public and private funding. In
these countries the state possesses and active market in-
struments of state regulation of investment processes
through mortgage markets, secondary loans using state
(or semi-public) financial institutions.

The analysis of the state of legal regulation in the
investment sphere of Ukraine, the development of the
securities market and investment trends in the real estate
market, and the practice of state regulation of invest-
ment and construction processes in Ukraine testify to the
expediency of adapting the experience of developed
countries to the methods of state regulation of invest-
ment activity in the construction sphere to Ukraine,
which may become an essential direction of intensifica-
tion of investment processes in the country.

Keywords: investment sphere, construction, state
regulation, financial institutes.
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ALTERNATIVE METHODS FOR EVALUATING FINANCIAL
SUSTAINABILITY OF AN ENTERPRISE

Problem definition in general and its relation to
important scientific and practical tasks. At the present
stage of economic development, it becomes evident that
the financial security of a country can be achieved only
by ensuring financial stability of such its components as
industries, industrial complexes, enterprises, and orga-
nizations.

The financial stability of each separate enterprise
allows the whole country’s economic system not only to
keep its potential, but also ensure further economic
growth.

That is why economic stability, at the time of eco-
nomic transformation and development of economic re-
lations, becomes a prerequisite for company security
and competitiveness. The importance of financial stabi-
lity for building a competitive economy gave rise to this
study and made it urgent.

Analysis of latest studies in which the solution of
the problem is initiated. Today's problems of ensuring
financially stable development of industrial enterprises
were examined in works by V. Astakhov [1], S. Bara-
nenko [2], A. Grachov [3], L. Kostyrko [4], L. Ligo-
tenko [5], N. Mamontova [6], M. Kyzym [7], A. Folo-
mev [8], J. Chinasi [9], A. Kroquet [10], F. Myshkin
[11] et al. in which its scientific justification was made
and approaches to solution of the problem were deve-
loped.

As domestic and foreign experience shows, the for-
mation of scientific-methodological approaches to the
improvement of means and mechanisms of the influence
of standardization and certification on the competitive-
ness of an economy in the situation of globalization and
integration became highly necessary, it will ensure effi-
cient process implementation in future.

Objective of the article: to determine compo-
nents of company’s financially stable development, to
develop a methodological approach to financial stabi-
lity assessment based on a complex combination of
qualitative and quantitative indices.

Description of the main research material and
justification of scientific results obtained. Various ap-
proaches to defining the essence and meaning of eco-
nomic stability have one thing in common: company’s
stability is affected by both internal and external opera-
tional factors and its achievement is the result of the im-
plementation of a number of managerial actions aimed
at reducing or stopping the negative influence of desta-
bilizing factors; as a result, the company regains the
state of equilibrium due to its own or attracted resources,

which ensures further progressive development by
maintaining the profitability of its activities.

After analyzing the literature, it is suggested to
consider company’s financial stability as a result of its
capability of maintaining the main parameters of its pro-
duction and financial activities at a preset level under
constant influence of internal and external factors.

It is pointed out that the company as an integral
economic system comprises a great number of structural
elements. Of the components the isolation of the com-
ponents of financial stability should be based on the
principles of balance and ensuring future growth of the
production system itself. As company’s financial stabi-
lity is formed in the course of its production and finan-
cial activities and is maintained and reproduced at the
stages of product realization and distribution, it is expe-
dient, in our opinion, to isolate such functional compo-
nents as production, management, innovation, market-
ing, financial and business (market) ones. Special atten-
tion here should be given to financial and business sta-
bility as the main indicators of company’s effectiveness,
quality and development prospects.

They serve as control sections in the system of eco-
nomic stability control. The components of the finan-
cially stable development of an industrial enterprise are
presented in Fig. 1.

The indices characterizing the degree of com-
pany’s financial stability and development capability
are, first of all, quantitative indices to which financial
stability, solvency, liquidity, business activity, profita-
bility indices should be attributed.

However, maintaining financial stability requires
not only quantitative but also qualitative assessment.
The efficiency of company’s development and improve-
ment of its financial stability is described by the follow-
ing relation: 100%<7A<TO3IHMA<TBK <T4II <
<T/B<T4II (Fig. 1).

The analysis of the main procedures of the assess-
ment of company’s financial stability revealed the ne-
cessity of using fundamental analysis tools in addition
to express-diagnostics methods, which allows to predict
the emergence and evolution of destabilizing processes
in a company and develop managerial decisions aimed
at the restoration of disturbed equilibrium and ensuring
steady development in future.

Financial stability acts as a complex characteristic
of company’s activity and is in functional dependence
on a number of definite factors.
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COMPONENTS OF THE FINANCIALLY-STABLE DE-
VELOPMENT OF AN INDUSTRIAL ENTERPRISE

Quantitative

Group of financial stability indices: -Assets growth rates (7A4);
Financial stability ratios from the standpoint of the struc- -Fixed and intangible assets growth
ture of funds sources; rates (703 and HMA);

Financial stability ratios from the standpoint of expenses -Owned capital growth rates (7BK);
associated with the maintenance of external funds -Net income growth rates (T4/]);

Qualitative

sources.

Group of solvency indices:
General solvency ratio;
Current solvency ratio;
Prospective solvency ratio.

Group of liquidity indices
Current liquidity ratio;
Quick liquidity ratio;
Absolute liquidity ratio.

Group of business activity indices
Asset coverage ratios;
Capital coverage ratios.
Group of profitability indices

Return on assets ratio;
Return on capital ratio

-Added value growth rates (7/B);
- Net profit growth rates (TYI1).

The financial stability is described
by the following relation:

100% < TA<TO3iHMA< TBK
<THII<T/[B<THII

Fig. 1. Components of the financially-stable development
of an industrial enterprise (elaborated by the author)

As indices determining the degree of company’s
economic stability have different orientation and effect
on the general results of its activity, it is expedient to
perform the quantitative assessment of the economic
stability of an industrial enterprise using the weighted
average sum of chosen criteria according to the follow-

ing formula:
| o

K g = z Ai[z B, * G,
i=1 j=1
where Kac; — integral index of company’s financial sta-
bility;

m —number of financial stability components;

j —number of the group of the indices that charac-
terize individual components of financial stability;

n —number of the criteria of the assessment of com-
pany’s financial stability in the i-th group of indices;

i — unit index of financial stability assessment of
the i-th group;

A; — weighting coefficient which allows for the de-
gree of significance of the i-th component in the struc-
ture of company’s economic stability;

Bj;—weighting coefficient which allows for the sig-
nificance of the j-th index in the i-th component of eco-
nomic stability;

G — standardized unit index of company’s eco-
nomic stability, which reduces chosen assessment crite-
ria to the united system of measurements.

The analysis of the components of company’s financial
stability allows to assess its inner potential and reveal oppor-
tunities and development prospects in future, as well as de-
fine company’s strong and weak sides compared with com-
petitors.

Financial stability is a prerequisite of company’s fur-
ther development as it ensures timely and complete fulfill-
ment of company’s obligations to the staff, creditors, stock-
holders, founders, and the budget. Today financial stability
is the main index of the assessment of economic stability and
the degree of the balance of all company’s subsystems.

The method of the calculation of company’s financial
stability was applied in practice using a financial ratios sys-
tem taking nine material mining equipment companies of
Donetsk region, Ukraine, as an example. The results are pre-
sented in Table 1.

As seen from the results of analytical calculations ob-
tained during the assessment of the financial stability of the
material mining equipment companies, virtually all ratios do
not match standard values. This is associated directly with
problems in product sale on the domestic market, increasing
costs, production unprofitability, the absence of real possi-
bilities of replenishing owned circulating assets, as well as
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smaller stock of orders. However, it should be noted that the
positive factor is the emergence of a weak tendency towards
an increase of values in all the groups of financial condition
indices.

A previous generalization of the results gives
grounds to say that companies face such a situation
when, on the one hand, reasonable assets management
policy furthers the stabilization of cash flows (this re-
sults in a considerable reduction of bills payable and im-
provement of financial activity results) and, on the other
hand, there is a systemic reduction in the financing of
major activities, which leads to a loss of competitive po-
sitions.

That is, despite general improvement of activity in-
dices one can say about the existence of hidden destabi-
lizing factors which can provoke a crisis. Such a situa-
tion requires radical actions to determine, assess and
neutralize such factors.

In the course of the analysis of factors ensuring the
financial stability of material mining equipment compa-
nies and the field of their emergence, a method of the
integral estimate of company’s stability has been pro-
posed, which allows not only to take into account actual
values of its activities but also to assess its role in ensur-
ing company’s stable development, provides for an esti-
mate of functional dependencies of the set of factors in-
herent in the particular production.

This approach makes it possible to get analytical
information on business development dynamics, reveal
problems in company operation and existing untapped
reserves for overcoming external threats.

During testing integral estimate techniques, the sta-
tus of financial stability, as concerns the companies in
question, was found to be a short-lived phenomenon
which is too sensitive to changes in operation environ-
ment.

Table 1

Analysis of the condition and dynamics of the change of financial stability indices
for material mining equipment companies in 2015-2016

Atthebe- | Attheend | index change Value at which com-
No. Indices ginning of | of'the pe- | dynamics over | pany’s financial secu-
the period riod the period rity is attained
1 1.Group of financial stability ratios
1.1 Absolute autonomy ratio 0,1021 0,0999 -0,0022 >(),5
1.2 | Long-term financial independence ratio 0,2746 0,4061 0,2746 >(,85-0,9
1.3 | Financial stability ratio 0,1137 0,1176 0,0039 >1,0
1.4 Rgtio of the coverage of attracted funds 0.1137 0.1109 20,0028 >=1.0
with owned capital
1.5 | Circulating assets coverage ratio 1,0889 1,6053 0,5164 >1,0
1.6 | Long-term investment structure ratio 2,0582 1,2824 -0,7758 >0,5-0,8
2 2. Group of solvency ratios
2.1 General solvency ratio 1,0889 1,6054 0,5165 >1,0
2.2 Current solvency ratio 0,1602 0,0234 -0,1368 >1,0
2.3 | Expected solvency ratio 5,9386 7,1355 1,1969 >1,0
3 3. Group of liquidity ratios
3.1 Current liquidity ratio 1,0889 1,6054 0,5165 >1,0-1,5
3.2 | Quick liquidity ratio 0,8354 1,3119 0,4754 >(),5-1,0
3.3 | Absolute liquidity ratio 0,0225 0,0043 -0,0182 >(),2-0,35
4 4. Group of business activity ratios
4.1 | Assets coverage ratio 0,6681 0,8425 0,1744 increase
4.2 | Non-circulating assets coverage ratio 3,1808 6,5785 3,3987 increase
4.3 Circulating assets coverage ratio 0,8458 0,9662 0,1204 increase
4.4 | Owned capital coverage ratio 6,5468 8,4364 1,8897 increase
4.5 | Permanent capital coverage ration 2,4334 2,0748 -0,3586 increase
4.6 Attracted capital coverage ratio 0,7441 0,9919 0,2478 increase
5 5. Group of profitability ratios
5.1 Return on assets ratio —0,0623 0,1185 0,1808 increase
5.2 | Return on capital ratio -0,6102 1,1862 1,7964 increase

The percentage of financially stable companies has
a clearly descending trend, which denotes the strength-
ening of destabilizing processes in the production of ma-
terial mining equipment.

A detailed analysis of the causes of the disturbance
of the financial stability of the companies in question
shoed that the loss of general balance occurred indivi-
dually in each separate case, however, in general, they
are variants of two totally different basic scenarios.

According to the first scenario, the loss of financial
stability occurs suddenly, as a result of certain extra-
ordinary events, and, as a rule, is accompanied by a loss
of a considerable part of assets. The extent of the effect
of destabilizing factors is such that the company cannot
adapt to new conditions for a long time.

As s result, the consistency of cash flows is dis-
turbed, production profitability decreases greatly, sales
markets are lost, internal conflicts and relations with
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business partners become more acute. The absence of a
smooth system of corporate management leads to an in-
crease in financial losses and bankruptcy risks in nearest
future. According to the second scenario, the loss of fi-
nancial stability occurs through a relatively slow in-
crease of the deviations of the values of company’s ac-
tivity indices from their optimal values. This process is
smooth and invisible at the beginning but, in case that
no stabilization measures are taken in proper time, this
may lead to an increase of uncontrollable yield reduction
and even to direct losses from the main operational ac-
tivity.

Under such circumstances the national producers
can continue to work only by revising strategic objec-
tives of activity and looking for new ways of growth.

Conclusions. In this way, the research and general-
ization of its results allow to state that the proposed
method of the integral estimate of company’s financial
stability has considerable advantages, namely: capabi-
lity of the complex assessment of company’s financial
stability; high flexibility which is demonstrated through
the capability of taking into account the conditions and
peculiarities of the operation of a specific company in
the calculation of the integral index; allows not only to
take absolute index values into consideration but also
assess the direction and the degree of effect on the gen-
eral economic results of company’s activity.

References

1. AcraxoB B.Il. AHanu3 GuHAHCOBOW YCTOMYMBO-
CTH W TPONEIYpHl, CBSI3aHHbIE C OaHKPOTCTBOM /
B.II. ActaxoB. — M.: Ocp-89, 1995. — 80 c. 2. bapa-
HeHko C.II. Ctparernyeckasi ycTOMUMBOCTD TIPEAIPHsI-
tusi / C.II. bapanenko, B.B.IllemeroB. — M.: 3A0
Hentprnomurpad, 2004. — 493 c. 3. I'paueB A.B. ®unan-
COBasl YCTOMYMBOCTH TPEIIPHATHS: aHAIN3, OIICHKA U
ynpasiieHue: [yue.-mpakt. moco0.] / A.B. I'pages. — M.:
MznarensctBo «/leno u Cepsucy, 2004. — 192 c. 4. Koc-
Tupko JLA. /liarHocTrKa iHAHCOBO-€KOHOMIYHOI CTii-
kocti mignpuemctBa: Monorpadis / JLA. Koctupko. —
[2-re Buj., Iepepo0. i gom.]. — X.: @akTop, 2008. —336 c.
5. Jlirorenko JI.O. AHTHKpPU30BE YIIPABIiHHS TiIIpH-
€MCTBOM: TEOPETHKO-METOIOJIOTIYHI 3aCa i Ta MPAKTH-
HUI iHCTpyMeHTapiii: [monorp.] / J1.O. Jlirorerko. — K.
KuiB. nam. topr.-exon. yu-t, 2001. — 580 c. 6. MamoH-
ToBa H.A. diHaHCOBa CTIHKICTh aKI[IOHEPHUX ITiANPH-
€MCTB 1 MeTojM 11 3a0e3neueHHA: ABTOped. JKC... KaHI.
eKOH. HayK / [H-T. ekoHOM. Tiporao3yB. HAH Ykpainu. —
K., 2001. — 16 c. 7. Ouinka i giarHocthka (GpiHaHCOBOT
criiikocti minnmpuemcra: [Monorp.] / [M.O. Kusum,
B.A. 3abponcekuii, B.A. 3inuenko, H0.C. Komuak]. — X.:
Bupasunumii Iim «IHOXKEK», 2003. — 144 c. 8. do-
JombeB A.H. YCcTONYMBOCTD NPEANPHUSITHI B PHIHOYHOM
xo3siictBe / A.H. ®@onombeB // B kH.: DKOHOMHKA B Op-
raHu3anysa pelHOYHOro xoszsictBa. — M.: Ilporpecc,
1995. — 245 c. 9. Schinasi G.J. Safeguarding financial

stability: theory and practice / G.J. Schinasi. — Washing-
ton, D.C.: International Monetary Fund, 2005. — 256 p.
10. Crockett A. The Theory and Practice of Financial
Stability [Electronic resource] / A. Crockett // GEI News-
letter Issue. Global Economic Institutions. — 1997. — Ne 6.
— Mode of access: http://www.cepr.org/ gei/6rep2.htm.
11. Mishkin F.S. Global Financial Instability: Frame-
work, Events, Issues / F.S. Mishkin // Journal of Eco-
nomic Perspectives. — 1999. — Ne 4. [Electronic resource].
Mode of access: http://www.cepr. org/gei/6rep2.htm.
12. 3apyuska O. I1. Metox cTpykTypHO-(yHKITIOHATb-
HOTO aHaji3y 0aHKIBCHKOI CHCTEMH SIK IHCTPYMEHT BijI-
HOBJICHHs 11 ¢iHancoBoi criiikocti / O.I1. 3apymeka //
Exonomiuamii Bicauk [lonOacy — 2016. - Ne 2 (44). —
C.95-99.

€Enenpknx C. SI. AibTepHATHBHI MeTOTH OLIHIO-
BaHHs (iHAHCOBOI CTilKOCTI MiAMPUEMCTBA

OOrpyHTOBaHO 3HA4YeHHsA (DIHAHCOBOI CTIHKOCTI
Jutst 3a0e3meueHHs (hiHAHCOBOI'O IIOTEHI(AIy Ta €KOHO-
MIYHOTO 3POCTaHHS YCi€l rOCIONAPCHKOI CHCTEMH Kpa-
1HH, BU3HAYEHO CKJIAA0BI (DIHAHCOBO CTIMKOTO PO3BUT-
Ky HiAIPHEMCTBA, 3alIPOIIOHOBAHO AJbTEPHATHBHI Me-
TOJIIU LIOJI0 OLIIHIOBAHHS (JiHAHCOBO CTIHKOTO PO3BUTKY
MiAIPHEMCTBA.

Knrouosi cnoea: dinancoBa CTIHKICTh;, CTIMKUI
PO3BHUTOK; KUIBKICHI Ta SIKICHI CKJIa[I0BI; KOMIUIEKCHHI
METOMYHUH MiXi;, IHTerpaTbHUN NOKA3HHUK.

Eneuxux C. S1. AnbTepHaTHBHbIE METOABI OLIEHKH
(puHaHCOBOIT ycTOMYHMBOCTH NPEINPUSTHS

O0ocHOBaHO 3HaueHHE (PMHAHCOBOHW YCTOWYHBO-
CTH JI o0ecriedeHuss GPUHAHCOBOTO IMOTSHIIHATA U DKO-
HOMHYECKOTO POCTa BCEH XO3SIMICTBEHHOW CHCTEMBI
CTpaHbl, ONPEACICHBl COCTABISIOMINEC (PUHAHCOBO
YCTOHYMBOTO Pa3BUTUS NPEANPHUATHS, NTPEIIOKEHBI
JIBTCPHATUBHBIC METOIBI OLICHKH (PMHAHCOBO yCTOHYIH-
BOTO Pa3BUTHS MIPEATIPHUATHSL.

Kouesvie cnoga: GuHAHCOBas yCTOWYHUBOCTE;
YCTOHUMBOE Pa3BUTHE; KOJIMYECTBEHHBIE U KayeCTBEH-
HBIE COCTABJIIONINE; KOMIUIEKCHBIN METOIMIESCKUH IO
XOJT; HHTETPAJIbHBIN TOKA3aTelb.

Yeletskykh S. Alternative methods for evaluat-
ing financial sustainability of an enterprise

The importance of financial stability for maintain-
ing the financial potential and economic growth of the
whole national economic system has been substantiated,
the indices of company’s financially stable development
have been defined, a complex methodological approach
to the assessment of company’s financially stable devel-
opment has been proposed.

Keywords: financial stability; steady development;
quantitative and qualitative components; complex meth-
odological approach; integral index.

JEL Codes: Al1, B41

Received by the editors: 11.12.2017
and final form 22.12.2017

106

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



K. Petryshcheva

UDC 658.14:336.74

K. Petryshcheva,
Donbass State Engeneering Academy, Kramatorsk

RISK FACTOR IN FINANCIAL SECURITY PROVISION OF ENTERPRISES
ON THE BASE OF MANAGEMENT OF AVAILABLE FINANCIAL RESOURCES

Preliminary Findings and Conclusions. The pro-
cess of provision of enterprises financial sacurity is
closely connected with neutralization of risks, dangers
and threats. Companies always hold their funds on their
accounts in the banks, and demand balances they trans-
fer on deposit in the bank to receive interest profit. In
the conditions of crisis liquidity, soundness and sol-
vency are declined in most of the bank institutions, other
indexes can considerably get worse. Government
whether liquidates such banks, or conducts procedure of
refunding. Individual persons have the possibility to re-
ceive their lost money through the Deposit Insurance
Fund, requirement of the enterprises to receive their own
money in the liquidated bank can be satisfied through
the court in the last turn. Thus, it is necessary to warn
the risk, related with the unsuccessful choice of the bank
(deposit risk), on the first stage by acceptance of the
proper administrative decisions in relation to investment
of the free capital.

In accordance with the article of 52 Law of Ukraine
«About the system of Deposit Insurance Fund» [1], that
determines «Satisfaction ranking and order of claims to
the bank, payment of charges and arranging of pay-
ments», p.7 part, 1 «requirements of the other deposi-
tors, which are not related persons of the bank, legal en-
tities, — clients of the bank, which are not related persons
of the bank» will be satisfied almost in the last turn. The
row of advantages have individuals, investing their
funds on a deposit: presence of the Deposit Insurance
Fund, sum of their deposits far less than sum of free
capital, which enterprise can invest. Thus, it becomes
more necessary to develop the measures on warning of
deposit risks of enterprises.

The last research analysis. Question of risks, and
also their management is studied by both domestic and
foreign, scientists (L.A. Davyudova, V.K. Faltsman [2],
S.V. Mochernyj, O.A. Ustenko, S.I. Chebotar [3], LA.
Blank [4], E.S. Stoyanova [5], V.V. Vitlinskyj, P.I. Ver-
chenko [6], I.Yu. Ivchenko [7], L.N. Tepman [8], V.N.
Kochetkov, N.A. Shypova [9], V.N. Viatkin, V.A.

Hamza, Yu.Yu. Yekaterynoslavskyj, Dzh. Dzh. Khemp-
ton [10], A.M. Dubrov, B.A. Lagosha, Ye.Yu. Khrus-
talev [11], S.M. Neskorodev, O.0O. Hrachova [12], V.V.
Kozuk, V.M. Masiuk [14], A.A. Zhyhir’ [15], L.M. Hor-
bach [16], O.0. Het’'man, V.M. Shapoval [19], O.V. Tu-
moshenko [20], O.B Zhykhor, M.O. Shtekhan [21],
V.V. Maliuha [22] etc). Research in the sphere of finan-
cial security is carried out by such authors, as: O.V.
Malyk [18], O.V. Aref’ieva [23], O.Yu. Amosov [24],
YuM. Petrenko [25], V.I. Fuchedzhi [26], K.S.
Tymoshchenko [27], O.S. Kharchenko [28], L.A. Mo-
hylina [29] etc.

Despite of the presence of the studies, in which is
considered trhe possibility of providing of financial se-
curity by the management of financial risks, there are no
researches of intercommunication of financial security
and deposit risk exactly. It is not wether selected as a
separate type of risk, or considered that it meets rarely
enough and related to the wrong choice of the bank.

Also the analysis of the last publications testifies,
that there is no sufficient attention for the management
of the free capital. At the same time providing of finan-
cial sacurity is closely connected with the overcoming
of the risks, threats and dangers. Choice of the bank for
investement of free capital on a deposit related to the
special type of the risk (deposit risk). In modern litera-
ture there are a lot of studies of deposit risk in the banks,
but crises of the last years and liquidation of considera-
ble number of the banks mean that is necessary to take
into account that enterprises may have losses in the case
of unsuccessful choice of financial institution for invest-
ment of the free capital.

The aim of the article to consider the views of dif-
ferent authors about enterprises financial security and
risk, definition of the opportunities of financial cecurity
provision on the base of deposit risk factor.

Findings. Financial security of enterprise is
closely connected with the affect of risks. Let us con-
sider their intercommunication and begin with the defi-
nition of risk (table 1).

Table 1

Approaches to the definition of the «risk»

Authors

Approaches to the definition of the «risk»

1

2

Davydova L.A., Faltsman V.K.
[2, c.195]

The risk is a potential for temporary insolvency of the enterprise

Bbnank [LA. [4, c.82],
Blank I.A. [4, c.82]

The risk is a possibility of occurrence of adverse events related to various types of losses

Stoianova Ye.S. [5, ¢ 439]

Risk is understood to be a possible danger of losses, which ensues from a specific those
or another natural events and types of activity of a man
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Ending of Table 1

1

2

Ivchenko I.Yu. [7, c.24]

The essence of risk is

- the possibility of deviation from the intended purpose for which the chosen al-
ternative is created;

- the probability of achieving the desired result;

- lack of confidence in achieving this goal;

- the possibility of material, moral and other losses associated with the chosen in
the terms of uncertainty alternative

Tepman L.N. [8, c.8]

The risk is the possibility of origin of unfavorable situations during realization of plans
and implementation of budgets of enterprise

Kochetkov V.N., Thorn. N.A. [9, c.5]

Risk is determined as a value term of probabilistic event which conduces to the losses.

V.N. Viatkin, V.A. Hamza,
Yu.Yu. Yekaterynoslavskyj,
Dzh. Dzh. Khempton [10, ¢.22]

The risk is the possibility of offensive of the event, which is undesirable to a certain
subject, from the plural of variations of results, which can take place during the certain
period of time, beginning from a certain initial situation

AM. Dubrov, B.A. Lagosha,
Ye.Yu. Khrustalev [11, ¢.10]

Risk is understood to be a possibility (threat) of loss by a person or organization of a part
of their resources, receiving revenue shotfalls or appearance of additional charges, as a
result of realization of certain production or financial policy

Malyk O.V.[18, c.41]

«...the «risk» is a situation of uncertainty of end result of choice among existent alterna-
tives, as a result of the accepted decision, implementation of certain actions or coinci-
dence, which can result in a positive, negative and neutral result, which probability of
occurence can be appraised»

0.0. Het’man, V.M. Shapoval
[19, c. 254]

The risk is the opportunity of the value of any parameters of production, market financial
system to deviate from a pre-defined target value by the amount that exceeds the toler-
ance of this parameter. The term "system" refers to any set of interrelated elements,
which has a specific set of parameters

On the view of the foregoing, the risk is understand
to be the likelihood of appearance of undesirable situa-
tion in theactivity of enterprises, organizations, in-
didviduals, during the selection of the variants of deci-
sions, that conduces to the loss of income, possibility of
unforeseen losses, loss of solvency. Provision of enter-
prise financial security means the achievement of its

stable development, protection from external and inter-
nal threats, and consequently, it is necessary to create a
system of risk-management, to develop the measures on
dicline of risk level.

We then consider approaches to the definition of
financial security (table 2).

Table 2
Approaches to the definition of financial security

Authors Approaches to the definition of financial security
Amosov O.Yu. «Enterprise financial security was proposing, that it should consider as a measure of harmonization in time and
[20] space of companies economic interests with the interests of related business environment, operating outside the
enterprise»
Petrenko Yu.M. | «The financial security of enterprise is defined as the state of the economic relations of the company, which is
[25, c. 16] within the available financial instruments provides the achievement of the ultimate goals and objectives of the

adopted financial strategies, and can be expressed in the quantitative and / or qualitative parameters, in accordance
with the principles and selected management practices»

V.1. Fuchedzhi

«...enterprises financial security is protection of companies against the threats, it is characterized by financial

[26, c. 6] position and is provided by the balance of available financial resources»
Tymoshchenko «According to the logic of constructing of «the business entity financial security» definition ... its most extensive
K.S. [27,¢.29] |formulation could be as the stable ability of a enterprise to ensure their own financial interests. The most narrow

formulation of the definition of "ligal entity financial security" is as follows: enterprise financial position, which
is characterized by resistance to internal and external dangers and threatsy

[28, c. 26]

Kharchenko O.S.

«The financial security of the enterprise reflects the achievement of the certain state of the enterprise for financial
protection from the real and potential threats with external and internal nature, wich is determined by quantitative
and qualitative parameters of its solvency and financial stability, by the balance of financial instruments and meth-
ods of their management, by the supply of sufficient amount financial resources taking into account the formation
of the complex of priority financial interests and creation of the necessary financial preconditions for sustainable
growth and development in the short and long-run periods provided continuous monitoring of financial security
and the formation of complex preventive measures and control meansy»

Malyk O.V.[18,
c. 26]

«...we suggest to consider the definition of enterprise financial security as state, that is characterized by security
of financial interests of enterprise, provision of sufficient volume and balanced use of resources, presence of steady
dynamics of increase in current and perspective periods, which is achieved by development and realization of]
rational financial strategy of enterprise, by flexibility in the acceptance of financial decisions, timely reacting on
external and internal dangers and threats and effective management of the financial risks of enterprise»

Mohylina L.A.
[29,¢.5-6]

«... dynamic financial position of the enterprise characterized by its stable protection of priority financial interests
from identified endogenous and exogenous threats and the ability to ensure the implementation of their financial
interests, missions and objectives, as well as their own development by sufficient amount of financial resources»
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Based on the foregoing we offer the following def-
inition of financial security on the base of management
of free capital, it is the company's ability to resist inter-
nal and external threats in the sphere of financial inte-
rests on the base of free capital management to ensure
financial stability, solvency, liquidity and efficiency of
its operations on acceptable level of risk

Exploring issue of financial security, partly agree
with Malyk O.V. [18, p. 40 - 51] that primary attention
should be paid just for the financial risks. According to
the author: "The financial risk is the possibility of a ne-
gative result of measures taken for ensuring enterprise
financial security. From this it has become evident that
the main objective of the financial risks management is
to ensure the financial security of the enterprise during
its operation and development, in what methodological
connection of financial risk and financial security con-
sists at the level of enterprise"[18, p. 41].

Neskorodev S.M. and Hrachova O.0. in their study
financial risk determine as "... this is type of risk arises
in the financial and economic activity of the subject
when the causal and consequence results or measures of
its achievement differ from its stated objectives and
planning norms, and obtained deviations have the value
character" [12].

0.B Zhykhor, M.O. Shtekhan believe that «... the
financial risk is a specific economic category, which
arises in the course of economic activities and represents
the probability of profit decline, loss of capital, bank-
ruptcy under the condition of uncertainty of the finan-
cial, industrial and economic factorsy. [21]

Maliuga V.V. considering the issue of financial
risks insurance, gives the following definition: «... the
financial risk is the probability of damage during the
operations in financial and credit activity» [22].

Stoyanova noted that the financial risks associated
with the probability of losses of financial resources (i.e.
money) [5, p. 442].

V.V. Vitlinskyj, P.I. Verchenko noted that "Finan-
cial risk is understood to be risk arising during the finan-
cial business or financial transactions. The financial
risks are:

— currency risk;

— credit risk;

— investment risk" [6, p. 28].

At the same time, the authors include to the main
types of investment risk follows: innovation, selective,
interest, country, operational, time, risk of legislative
changes, unstable legislative framework, liquidity risk
and the risk of inflation.

Stoyanova [5] divides the financial risks into two
types: risks associated with the purchasing power of
money (inflationary, deflationary, currency, liquidity)
and risks associated with capital investment (investment
risks). The author considers, that investment risks are:
the risk of lost benefits, reducing of return risk (interest

and credit risks), the risk of direct financial losses (ex-
change risk, selective risk, bankruptcy, loan).

The authors: S.V. Mochernyj, O.A. Ustenko, S.I.
Chebotar included to the financial risks such types:
credit, interest rate, investment [3, p. 200-292].

Kochetkova V.N. Shypova N.A. divided risks in
their study as follows: «Financial risks are divided into
Trading risks. This type risk is associated with the loss
because of payment delays, refusal of payment during
the transport of goods, shot delivery, nondelivery of
goods, etcy.

«There are such types of Financial risks, which are
associated with the probability of loss of financial re-
sources (i.e. money):

1) risks associated with the purchasing capacity of
money;

2) risks associated with the investment of capital,
investment risks.

The risks, which are associated with the purchasing
capacity of money, are the following types of risks: in-
flation, deflationary, currency risk, liquidity risk».

«Investitsment risks include the risks of the follow-
ing subtypes:

a) the risk of lost profits;

b) the risk of decline in yield;

¢) the risk of direct financial losses. "

«The risk of decline in yield includes the following
types: interest and credit risks».

«The risks of direct financial losses include the fol-
lowing varieties: exchange risk, selective risk, the risk
of bankruptcy» [9, p. 12-15].

Authors S.M. Neskorodyev and O.0. Gracheva
[12] divided the financial risks into internal and exter-
nal. According to the authors, the external financial risks
include such kinds: inflation, deflationary, currency,
tax, deposit; and internal types of risks are investment,
business process risks and other risks (risks of unused
capacity, emission, structural).

0.V. Tymoshenko [20] gives generalized classifi-
cation the financial-risks insurance: shortfall (loss) of
the profit (income), in the case of reduction of specified
profitability level, the risk of destruction or damage of
the means of production, exchange risks, foreign ex-
change risks.

The authors O.B Zhykhor, M.O. Shtekhan [21]
also divide financial risks into internal and external. In-
ternal financial risks are investment (credit, dividend,
portfolio, temporary, selective, capital, individual),
operational (liquidity, profitability, financial sustaina-
bility, turnover), other (structural, emission, unused ca-
pacity). External financial risks are changes in legisla-
tion, government, inflation, deflationary, currency, de-
posit, tax, market, interest.

0.V. Malyk divides financial risks into internal,
external and mixed. The author said, that internal risks
are selective, investment, innovative, deposit, credit, the
risk of decline of financial soundness, insolvency, lost
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of profit, liquidity, risk of bankruptcy. External risks are
inflationary, percent, currency. Political and lawful, tax,
criminogenic, informative risks belong to the group of
the mixed risks.

The analysis of above literature indicates that the
subject of risks is fairly widespread, but deposit risks in
structure of finance risks mark out a few authors of these
studies. They are S.M. Neskorodev, O.0. Hrachova,
0.B Zhykhor, M.O. Shtekhan and O.V. Malyk. We will
consider deposit risk as essential in provision of enter-
prise financial security on the base of the management
of free capital, it follows from its definition.

«Deposit risk. This risk reflects the possibility of
deposits default (nonpayment of deposit certificates). It
is quite rare and is associated with the incorrect assess-
ment and inappropriate selection of commercial bank
for deposit operations of the company. However, the
cases of deposit risk realization are met not only in our
country, but also in countries with developed market
economy» [4, p. 436].

«Deposit risk is the probability of deposits default,
nonpayment of deposit certificates, changes in the con-
ditions of the deposit agreement or in the rules of such
services provision by banks» [12].

«Deposit risk (deposit risk) is the risk of the possi-
ble deposits default (fully or partially) due to the bank-
ruptcy of the bank or another financial institution. It is
associated with the incorrect assessment or inappro-
priate choice of the bank (or another financial institu-

tion) for the implementation the deposit operations of
the enterprise» [13].

«Deposit risk is mostly associated with unsuccess-
ful choice of the bank for deposit operationsy [14]. This
definition does not reveal its essence and indicates to the
cause of the deposit risks appearance and this definition
is the most common for the majority of the authors.

«The deposit risk is one of varieties of risk of the
financial investment and is the probability of of deposits
default at the unsuccessful choice of commercial bank
for realization of deposit operations by the enterprise.
This type of risk has considerable influence on the level
of enterprise financial security, as it results in the con-
siderable decline of liquidity and, as consequence, sol-
vency of the companies» [18, p. 47].

«Deposit risks associated with the threat of depos-
its default, nonpayment of deposit certificates» [21].

In our opinion, the most complete deposit risk is
defined by the author O.V. Mayk, but it can be com-
pleted, namely deposit risk of companies is an oppor-
tunity not returning money, which were received by the
bank from the legal entities and executed by the deposit
agreement, and the probability of loss of anticipated
profit as intrerst, when the contract terms changes,
changes in the exchange rates and the impact of other
social and economic factors. To develop measures for
the reduction of the deposit risk, we will consider the
factors that affect it (Figure 1), there are external and
internal among them.

Factos of the influence on deposit risk

/\

External

the reliability of banking institutions for the
investment funds on deposit;

change of the legislation;

political and economic situation in the

country;

fluctuation in exchange;

inflation rate.

Internal

unsuccessful choice of the bank for
investment of funds;

immediate cash requirements of the
depositor.

Fig. 1. Classification of the factors affecting the deposit risk of the entities
[original development]

External risk factors include the following types:
— the reliability of the banking institution, in
which companies contribute their funds on the deposit;

— change of the legislation;
— the political and economic situation in the coun-

try;
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— fluctuation in exchange;

— inflation rate.

The internal risk factors include:

— an unsuccessful choice of bank for investment;

— immediate cash requirements of the depositor,
which may lead to early withdrawal of deposits and the
loss of anticipated profits as interst.

We will consider separately the impact of each fac-
tor on deposit risk.

Reliability of the commercial bank is the probabil-
ity to perform their functions at any stage of develop-
ment timely and continuously, and inspite of external
and internal environment factors. Reliable Bank has the
following features: timely transfers money from deposit,
cash withdrawal from current accounts (timely payment
of'salaries, pensions, scholarships and social assistance),
conducting continuous and balanced policy on active
operations, the ability to repay loans obtained from other
banks.

Changing in legislation, political and economic sit-
uation in the country can have both positive and nega-
tive effects.

Fluctuations in exchange affect those depositors,
who has existing currency deposits, and conduct pay-
ments in foreign currency. Increased exchange rate will
have a positive impact for those who have deposits in
dollars, euros or other currency because the hryvnia
equivalent rise and vice versa. However, the growth rate
of foreign currency against the national will affect ne-
gatively on the importer and requires a diversion of
funds from deposit accounts.

Company management can not influence on the ex-
ternal factors, they should be only taken into account. In
our opinon, there are such internal factors, which influ-
ence the deposit risk. They are an unsuccessful choice
of the bank for investment and immediate money re-
quirements of the depositor. Financial resources demand
may be predicted by planning and making-up a payment
calendar. Choice of the bank for a capital investment we
offer to make to the depositors legal entities on the base
of their own analysis and methods of the reliability and
stability assessment of banks.

In a view of the above, we can offer the following
tools to ensure financial security on the base of free ca-
pital management by taking into account deposit risks:

— diversification of deposit portfolio by types of
deposits, by banks and currencies;

— developing long-term plans to determine the
amount of necessary funds and to prevent the early with-
drawal of deposits;

— exchange rates forecasting of deposit agree-
ments;

— the use of active deposits, i.e. deposits with a
minimum fixed part, with the opportunity of the replen-
ishment and withdrawal, which allows to prevent the
loss of interests, which arises when enterpise choose a
fixed-term deposit;
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— continuous planning, forecasting, dynamic ad-
justment of the plans to determine the maximum amount
that can be used to place money on the deposit;

— application of the system of deposit insurance
for individuals and legal entities;

— determination of bank reliability in which the
company will invest. Choosing of the bank in which the
company will invest money is the most important factor
of influrnce on the deposit risk of legal entities. Classi-
fication of financial institutions by groups conducted by
the National Bank of Ukraine, ratings of various agen-
cies are modern tools of the financial state of the banks
assessment, but the priority criterion for choosing the
bank for cooperation must be thorough independent
study of the reliability of the financial institution and
forecasting key indicators that will allow to limit deposit
risks of the entities.

The overall scheme for managing deposit risk at
the enterprise can be represented as follows (Figure 2).

Conclusions. Thus, legal entities must take deposit
risks into account in order to ensure financial security
through the management of free money. Consideration
of depositary risks and factors influencing them makes
it possible to develop a series of measures to reduce or
avoid them, to create the most optimal deposit portfolio
with a "risk-return" position. Crisis phenomena lead to
destabilization in the financial sector, in particular, in
the banking sector. Since companies are simply forced
to keep funds in their accounts with banks, the choice of
the bank and the reliability of the banking institution are
the determining factors for the impact on the deposit
risks of legal entities. Hence, the analysis of the reliabi-
lity and financial stability of banking institutions is de-
termined by the most effective instrument for ensuring
financial security on the basis of free cash management.
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Herpumea K. I'. BpaxyBanus ¢axkropy pu-
3UKy y 3a0e3ne4yeHHi ¢iHaHCOBOI 0e3nexku MiaANpu-
€MCTB Ha OCHOBi yNpaBJ/IiHHA BiIbHUMU I'POLIOBUMH
KOIIITAMH

VY craTTi po3risHYTO B3a€MO3B'SI30K PH3HKIB Ta (i-
HAHCOBOI O€3IeKH, 3aIpOIIOHOBAHO BU3HAYEHHS JETIO-
3UTHUX PU3MUKIB IOpHAMYHKX 0ci0. Takox, y cTaTTi Ha-
BeJIeHO (haKTOpH, IO BIUIMBAIOTH HA JICTIO3UTHI PU3UKU
FOPUINYHKX 0OCi0, TX MOKHA MOAUTUTH Ha 30BHILIHI Ta
BHYTpIlIHI. J[0 30BHIMHIX (paKTOPiB MOXKHA BITHECTH:
HaJ1iHICTh 0AHKIBCHKOT YCTAHOBH, B SKY ITiIPUEMCTBO
BKJIaJAaTUMeE KOIITH, 3MiHA 3aKOHOJABYMX aKTiB, BAJIIO-
THUX KYPCIB, PiBHS iHQIAIII, CTA0UIBHICTh TONITHIHOT
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Ta eKOHOMIYHOI cutyanii B KpaiHi. BHyrpimHi unH-
HUKH, [0 BIUTMBAIOTh HA PU3UKHU JICMIO3UTHOI AisLTbHO-
CTi: HeraifHa moTpeda B KOIITax caMOTO BKIIQJIHHUKA, HE-
BIaNUil BUOIp OaHKy /sl BKIAIEHHS KOIITIB. Y CTaTTI
3aMpoIOHOBAHO KOMITJIEKC 3aXO0/IiB 100 3a0e3MeYeHHs
(hiHaHCOBOT O€3MeKH MiJNPUEMCTB Ha OCHOBI yIIpaB-
JIIHHS BUTbHUMH TPOIIIOBUMH KOIITAMH, HAHOIIbII JTi€-
BHUM IHCTPYMEHTOM € IIONIEPEKEHHS MPOSBY JCTIO3UT-
HOT'O PU3HKY, a CaMme: aHayi3 Ta MPOTrHO3yBaHHS HaIiii-
HOCTI 0aHKy, B SIKWH ITAMPHEMCTBO BKJIaIATHME KOIITH.

Krouosi cnosa: dinaHcosa Oe3reka, pU3UKH, Je-
MO3UTHI PU3UKH, TPOIIOB] KOIITH, HAMIHHICTH/

Herpuwena E. I'. Yuer ¢akropa pucka B odec-
neyeHnu puHaAHCOBOH 0e30mMacHOCTH MpeInpUATHI
HAa OCHOBe YNPABJEHHUS] CBOOOAHBIMM [eHEeKHBIMH
cpeacTBaMu

B cratbse paccMoTpeHa B3aMMOCBSI3b PUCKOB U (H-
HAHCOBOH 0€30MacHOCTH, TNPEIIOKEHO OIpe/eIICHHE
JIETIO3UTHBIX PUCKOB IopUaudecKkux Jul. Takxke, B cTa-
ThE PACCMOTPEHBI (PAKTOPBI, KOTOPHIC BIMSIOT HA JIETIO-
3UTHBIC PUCKH IOPUIUYECKHX JIHI, OHH NENsATCS Ha
BHyTpeHHHE U BHemHue. K BHemHUM (hakTopaM OTHO-
CATCS: HAJKHOCTh OaHKa, B KOTOPBIA MpeAnpHsITHE
BJIOKUT JCHEKHBIE CPEICTBA, W3MCHEHHE 3aKOHOIa-
TENBHBIX aKTOB, BAJTIOTHBIX KypCOB, YPOBHS HHMIIALINH,
CcTabUIIbHOCTD NOJTUTUYECKON U S3KOHOMUYECKON CUTYa-
UK B cTpaHe. BHyTpeHHUE (haKTOPHI, KOTOPHIE BIHSIOT
Ha PUCKH JCTIO3UTHON AEATEIHLHOCTU: OCTpasi He00Xo-
JUMOCTbh B JIEHEXKHBIX CPEACTBAaX CaMOro BKJIAJYWKa,
HEYJa4HbIi BBIOOp OaHKa IUIA BIOKEHHs CpelcTB. B
CTaThe MPEII0KEH KOMILIEKC Mep 0 00ecTiedeHnIo (G-
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HAHCOBOH O€30MACHOCTH NPEANPHATHA Ha OCHOBE
VIpaBJICHHUsT CBOOOJHBIMH JCHEKHBIMH CPEICTBAMHU,
CaMbIM JICHCTBEHHBIM MHCTPYMEHTOM SIBJISICTCS MPEIy-
MPeXICHUE TPOSBICHHUS JIEMO3UTHOTO pHCKa, a
MMCHHO: aHAJIM3 W NPOTHO3UPOBAHUE HAICIKHOCTU
0aHKa, B KOTOPBIA TNpeANpusITHEe OyAeT pa3MellaTh
CpeICTBA Ha JICTIO3HUT.

Kniouesvie cnosa: QuHancOBass 0e30macHOCTS,
PHCKH, JIETO3UTHBIC PHCKH, JEHEXKHbIE CpE/CTBa,
HAIEKHOCTE/

Petrischeva K. Risk factor in financial security
provision of enterprises on the base of management
of available financial resources

Interdependence of risks and financial security is
considered in the article, determination of legal entity
deposit risk management is offered. Also factors, which
influence on the legal entity deposit risks, are consid-
ered. They are external and internal factors. External
factors are reliability of the bank, in which entity will
invest funds, changes in legislation, change of foreign
exchange rate, inflation level, political and economic
stability in the country. Internal factors, which influence
on risks of deposit activity, are acute need of funds of
depositor, incorrect choice of the bank for invest of the
funds. There are some measures for the provision of en-
terprises on the base of management of available finan-
cial resources, the most effective one is the prevention
of deposit risk. They are analysis and prediction of
bank’s reliability, in which legal entity will invest funds.

Keywords: financial security, risks, deposit risks,
financial resources, reliability.
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THE ESSENCE OF COMPETITION IN THE ELECTRICAL POWER SUBSECTOR

Introduction

The term competition comes from the Latin word
concurrere, which means “to run together”. A literal
translation does not exactly reflect the essence, but
draws attention to operating in a common field. It is the
primary characteristic of a market economy. The
achievement of competitive advantage is the key issue
in the strategic management of any business operating
in market conditions. It is engrained in the functioning
of contemporary businesses. For that reason very often
businesses are considered competitive, when they are
characterized by ability and flexibility to adapt to con-
stantly changing functioning conditions and can make
decisions which ensure a competitive advantage
[Lyashenko, Osadcha, Galyasovskaya, Knyshek 2017,
pp. 20-25; Pajak, Kaminska, Kvilinskyi 2016, pp. 204-
217].

Analyzing the genesis of the term of competitive-
ness one may in the first instance encounter its interna-
tional scale. The term has for the first time been intro-
duced into the political vocabulary in a macroeconomic
context. It described a characteristic of a given state’s
economic system in comparison to that of other coun-
tries. Literature indicates that American economists, as
a result of strict competition between American and Ja-
panese businesses, made attempts to determine the de-
gree of competitiveness of rivaling economies
[Wzigtek-Kubiak 2003, p. 9].

When presenting the essence of competitiveness, it
is necessary to conduct a broad analysis of its genesis,
the origin of the word and its meaning to the history of
economics and key definitions of the term. The issue of
competitiveness is associated with the need to show rea-
sons why certain businesses achieve success and others,
operating in the same environment, do not. Currently
operating businesses deal with increasingly difficult and
more complicated development conditions, which not
all are capable of handling.

An analysis of the causes of this state of affairs re-
quires first of all to define the terms in the field in ques-
tion.

A thorough analysis of the causes can be found in
the report on the study conducted by the Committee for
Competitiveness published in 1985. The authors of in-
dividual sections associated the term of competitiveness
with the effectiveness of the entire economy in raising
the standard of living. Taking into consideration the sub-
ject matter of international trade, the terminology of
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competitiveness has been consolidated. It was con-
cluded that it signifies the degree, in which the country’s
economy is able to produce goods and services which
meet the requirements of international markets, while
also maintaining and increasing the actual income of its
citizens [Switalski 2005, p. 165-169].

An interesting interpretation can also be found in
the 1995 official documents of the British Ministry of
Trade and Industry, which assumed that the ability to
produce the right goods and services with the proper
quality, at an adequate price and within the specified
time is a sign of competitiveness. It boils down to satis-
fying the needs of the buyer in an efficient way and more
effectively than other businesses. Unfortunately, this
definition is only limited to microeconomic aspects, at-
tributing success to only large businesses which are the
only ones with the possibility of achieving huge bene-
fits. The definition has been updated in the years 1996-
1997. A modernized version defines competitiveness as
the ability of businesses, trades, branches of industry,
regions and countries or transnational groups of coun-
tries to achieve relatively high profitability and high en-
gagement of production factors. Additionally, this defi-
nition comes with a provision, that all the above takes
place in conditions of continued participation in interna-
tional rivalry, especially in a long-term perspective.
[Switalski 2005, p. 165 and further].

In Polish economic literature the term of competi-
tiveness has for the first time been used by S. Flejterski,
who defined it as an ability, through the use of attractive
prices and additional qualities, to design, produce and
sell goods in larger quantities than the competition
[Flejterski 1984, p. 391].

M. Stankiewicz and A. Noga have also spoken on
the topic of competitiveness, claiming it to be a phenom-
enon, whose participants engage in a rivalry to achieve
similar goals. This means, that the actions of some hin-
der or prevent the achievement of goals by others.
Therefore, the phenomenon of competition is defined as
an act or process of individuals striving to achieve such
benefits, towards which others strive at the same time,
in the same conditions, and on similar terms. Its essence
is based on eliminating the businesses operating in the
same field and taking over their customers. [M. J.
Stankiewicz 2005, p. 19; A. Noga 1993, p. 9].

According to U. Plowiec competitiveness means:
“profitability of production higher than the currently ap-
plicable rate of interest and significant chances of long-
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term development as a result of a company’s willingness
to innovate in terms of technology and organization,
thereby enabling the achievement of appropriate profits
and leadership in a given field of industry”. [Ptowiec
1994, p. 10-11] W. Bienkowski, on the other hand, states
that competitiveness ““is the ability to fight for economic
survival in conditions of increasingly strict competition.
An expression of this willingness is the ability of a busi-
ness entity to sustain itself on the market throughout an
extended period. In the macro perspective, it is an ability
to grow in conditions of an open economy, the effect of
which will be such a structure of economy and export,
which is able to keep up with the changes in interna-
tional economy and international export” [Bienkowski
2000, p. 96].

According to G. Hamel and C.K. Prahalad compet-
itiveness is created in the space between ingenuity and
the goals of managers. Companies try to function as best
as possible on markets, which in most cases are not at-
tractive. They strive towards the highest quality of their
products, in order to reach first place, to be better than
the competition. It can therefore be said, that competi-
tiveness is the ability of continued development, growth
of productivity and effective development in an environ-
ment in which newer, cheaper and better products are
offered [Jelonek 2003, p. 32].

M.J. Baker and S.J. Hart, on the other hand, believe
that competitiveness most of all depends on the fulfill-
ment degree of demand criteria by product related fac-
tors. Competition is viewed as a source of development
for the organization or as a factor of success which de-
pends on economic and cultural conditions. Simultane-
ously, very often competition is associated with a factor
which makes it difficult for buyers to make purchase de-
cisions [Penc 2003, p. 310].

Competitiveness means the ability of a business
enterprise to achieve and maintain an advantage on the
market. It should not be associated with competitive ad-
vantage, as this is achieved by the correct utilization of
resources and skills. However, it is a complete set of
characteristics which determine an organization’s suc-
cess in the given moment. Competitiveness is the poten-
tial, possibilities and ability of a given market entity to
handle the rivalry of other entities operating on the same
market. This means, that an organization is able to sur-
vive in a given environment for a long time. Its compet-
itive ability, therefore, manifests itself in undertaking
actions which allow to develop entrepreneurship, inno-
vativeness, investment and efficient allocation of re-
sources [Janiuk 2004, p. 170]. A full list of termino-
logical definitions of competitiveness is presented in
Table 1.

Table 1
Selected definitions of competitiveness
Author Definition
G. Hamel, Ability to gain — thanks to high product quality — first place in the opinion of
C.K. Prahalad customers
D. Faulkner Ability of a company to achieve the leading position in a given trade
C. Bowman
M. Gorynia Current or future competitive position determined by a company’s ability to

compete

J. Burnewicz

Ability to oppose the competition

M.J. Stankiewicz

Ability to effectively, efficiently, beneficially and economically achieve
one’s goals on the market arena of competitiveness

M. Lubinski

Ability of sustainable development over a long period and pursuit of main-
taining and increasing the market share

B. Godziszewski

Ability to compete, i.e. operate and survive in a competitive environment

E.Janton-Drozdowska

Ability of an enterprise to increase the efficiency of internal functioning
through strengthening and improving its market position

M.K. Nowakowski

A company’s ability to cope with competition from other entities, maintain
and increase its market share and, as a result, achieve corresponding profits

J. Skalik

ipants in a given sector

A measure of ability to gain an advantage over other market players — partic-

Source: own elaboration based on [Gorzelany-Dziadkowiec 2014, p. 11].

Competitiveness, therefore, is a multifaceted term
which is relative in nature. As a theoretical category, it
is not easy to apply in a study of economic processes, as
it requires comparison with other entities. Empirical
studies regarding competitiveness is, therefore, pre-
ceded by determining the measures and their weights, as
well as selecting research methods which are adapted to

the analyzed entity. Theoreticians dealing with the issue
of competitiveness do not define this category, arguing
that the term itself is imprecisely formulated and there
is no confirmation of the occurrence of correlations at a
statistically relevant level on an empirical basis [Con-
way, Nicoletti 2006, p. 29].
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Analyzing the theoretical term of competition it is
worth noticing that it contains elements of a static (eva-
luation of competitiveness at a specific moment in tie),
as well as dynamic nature (analysis of factors which de-
termine competitive ability over a longer period, empha-
sizing the ability to improve it). The essence of conduct-
ing a comprehensive assessment of the competitiveness
of a business is the specification of dynamic factors
which constitute a determinant of its development direc-
tions in a changing environment [Bakier, Weredyk
2000, p. 38]. It is a difficult measure to carry out in prac-
tice, therefore, for the sake of simplification, it is as-
sumed that the competitiveness of a business is the pre-
sent (achieved) and future (prospective) market position
resulting from the mutual relations between the ability
to strengthen and use its competitive ability, and factors
and mechanisms which occur in the environment and in-
fluence the business. On the other hand, the competitive
ability of a business is its development potential neces-
sary to realize the adopted competitive strategies and in-
crease its value over a longer period. The proper deve-
lopment potential enables to develop and implement in-
novations considered to be a source of a company’s
competitive advantage [Podczarski 2016, p. 55 and fur-
ther].

The primary evaluation process of evaluating the
competitiveness level of a business is a comparison of
its actual results with those expected by customers.
Based on the results of that comparison it is possible to
distinguish three types of competitiveness:

— normal competitiveness — if the results are
equal to the expectations of those participating in such
interactions, recipients or suppliers. In such a case they
are not motivated to abandon relations with a business.
This state is maintained until other, more attractive busi-
nesses take decisive actions in order to take over the
existing customers, service users, service providers or
suppliers of a given business;

— below normal competitiveness — when the ac-
tual evaluation results fail to meet expectations. In this
case a situation occurs, in which customers take action
to withdraw from interactions with a given business and
establish relations with a different, more attractive one.
They may also, intentionally or unintentionally, discour-
age others from cooperation with such a business.

— above normal competitiveness — when the ac-
tual evaluation results are higher than expected. Stake-
holders who have a basis for such assessments make ef-
forts to strengthen their relations with a business, often
intentionally or unintentionally encouraging others to
establish cooperation. Therefore, the number of parties
willing to cooperate increases [Stankiewicz 2005,
p. 44].

Occasionally, competitiveness is not directly de-
fined, rather only classified. Such classification incorpo-
rates primarily the following groups of criteria: actions
or outcomes, assessment range, assessment performance

time, area of occurrence, parties in market relations, ob-
servation duration and competitiveness level [Noga
1993, p. 37]. The first of the above criteria distinguishes
factor-based and outcome-based competitiveness. It
constitutes determination of a business’s ability to take
actions which form a basis for its effective competition,
such as: a sufficiently quick response to changes in the
environment, ability to use a company’s own resources,
ability to take advantage of favorable environmental
configurations, rationality level of decision processes
and other factors which build the competitiveness of
businesses in a long-term perspective. Therefore, out-
come-based competitiveness determines the outcome of
competing, including: the market share level, product
sales share level, financial results of businesses com-
pared to the leaders and their results [Pach-Gurgul 2012,
p- 203 and further].

Another criterion relates to the assessment range,
which distinguishes systemic and operational competi-
tiveness. The former means specific technical abilities,
which are relevant from the perspective functioning in a
given market. On the other hand, operational competi-
tiveness applies to a wide range of the company’s be-
haviors in relation to other entities. They are associated
with the company’s mission and vision, considered in an
assessment range taking into account occurrences on the
market.

The criterion of assessment performance time can
be used to distinguish ex post and ex ante competitive-
ness. Substantively, ex post means the current competi-
tive situation, while ex ante is the prospective competi-
tive position defined as the company’s ability for further
operation in the future. In terms of terminology, ex ante
most often means the competitive potential. The effec-
tive strategy is an analytical category which enables the
transition from the ex ante potential to actual, ex post
competitiveness [Nagaj 2016, p. 245 and further].

Based on the area of occurrence criterion it is pos-
sible to classify competitiveness on markets as an out-
come of specific groups of products and services, pre-
ferred-developing products and services, a concrete,
specific type of resources, specific territory, country,
group of countries, continents, where it is possible to
distinguish competitiveness of a business in an internal,
national market or the international market [Stankiewicz
2005, p. 39].

According to the observation time criterion we can
distinguish static and dynamic competition. The former
is simply the competitiveness level of a given entity at a
specific point in time. Dynamic competitiveness defines
changes in the operation of a given enterprise, its dy-
namic within a given period.

The parties in market relations criterion may serve
to distinguish between “input” and “output” competi-
tiveness of a given business. Competitiveness evaluated
at the “input” of a given entity is the ability to effectively
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realize goals associated with supply transactions. Com-
petitiveness assessed at the “output”, on the other hand,
is the company’s ability to realize goals associated with
sales transactions [Gorynia 2000, p. 92].

The final criterion is the generally understood com-
petitiveness level, assessed by four groups of stakehold-
ers: holders of shares or stocks, customers, buyers, em-
ployees, certain suppliers. Each of those groups evalu-
ates the company’s operation using criteria correspond-
ing to their interests: owners are interested primarily in
the business’s value, customers are interested in the
value of the offer, employees assess work and pay con-
ditions, while suppliers assess the company’s opera-
tion — the scale of its activity [Gorynia 2000, p. 94].

Competition in individual markets may strive to-
wards one of four forms of primary market structures:
perfect competition, oligopoly, monopolistic competi-
tion or monopoly.

In a market of perfect competition there are an in-
finite number of businesses offering the same product or
service. There is no product differentiation process, and
the price (so called Equilibrium Price) is the same for all
businesses and consumers. In such a market advertising
is used exclusively to highlight differences in the per-
ception of goods by customers. Businesses achieve va-

rying levels of profit depending on their manufacturing
and distribution costs.

Oligopoly occurs, when several businesses provide
a specific product or service. Because a business manu-
factures the same or a very similar product, the differen-
tiation of a higher level of offered services/goods is key
to price increase. In such a case, the company strives to
be the leader in one of the abovementioned features,
which is intended to attract customers, for whom that
feature is important [Pach-Gurgul 2012, p. 184 and fur-
ther].

Monopolistic competition is characterized by the
occurrence of many competitors who are able to differ-
entiate the market offer. A range of competitors focus
on a selected market segment. They are the most capable
of satisfying the customer’s needs in that selected seg-
ment.

A monopoly, however, is a market structure in
which one company satisfies the whole supply of goods
or services in a given region. A monopoly may be a re-
sult of a legal resolution, patent, license, economies of
scale or other factors.

Market structures provided above differ signifi-
cantly in terms of characteristics essential to the market,
such as methods of competition between active entities.
Those differences are presented in Table 2.

Table 2

entry

Market structures present in a market economy
Perfect Monopolistic .
Feature competition competition Oligopoly Monopoly
Number of manu- Many
facturers/ Infinitely large (but few offering varied | Few One
sellers products)
sCh(;rrllp any’s market Small Rather small Large Very large
Homogenous Identical, stand- | No close substi-
Product variation £ Products vary slightly |ard or slightly |tutes exist, unique
products .
varied products |product
. Fullknowledge | High levg ! (?f mgrket High level of | Large scope of in-
Market infor- about the market, | obfuscation; limited .
. market obfusca- | formation due to
mation products and knowledge about the .
. tion one manufacturer
prices market
Barriers to market Low Relatively low High Very high

Influence of manu-
facturers on the
price

No influence

Significant, price con-
trol depends on product
variation, number and
closeness of competi-
tors

Significant, lim-
ited by price in-
terdependence,
large in the case
of price fixing

No competition

Competition meth-
ods

Price competition
exclusively

Competition outside the
price, based on promo-
tion, quality, conven-
ience in sales, etc.

As in the case
of monopolistic
competition,
also through
product varia-
tion

Source: own elaboration based on [Jonas 2002, p. 11-12].
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Competition reveals the relations which exist be-
tween different entities operating in the same market.
They are influenced by conditions within the organiza-
tions itself, as well as external ones, especially the
changing competing conditions. The context of compe-
tition is illustrated in Figure 1.

Strategy.
structure and
rivalry

Availability of
production
resources

Demand
factors

Associated and
supporting
trades

Fig. 1: Elements of the competitive context

Source: [Porter, Kramer 2003, p. 86.]

Analyzing the content of the above figure, it is po-
ssible to indicate areas which shape a company’s com-
petitive position. Therefore, availability of production
resources can be considered as: the possibility of acquir-
ing qualified personnel, proximity and availability of
scientific institutions and research centers, possession of
the appropriate technical and technological infrastruc-
ture, availability of natural resources. Demand factors
should primarily be understood as the size of the market,
as well as correspondence of product standards with lo-
cal norms, the level of education and knowledge of local
buyers’ trends. Another factor is a policy which encour-
ages investment. Its purpose is to ensure protection of
intellectual property, abolishment of customs barriers,
liquidation of cartels or monopolies and prevention of
their formation, as well as combating corruption. These
are factors which increase the attractiveness of a given
area to business. The final element of the competitive
context are associated and supporting trades. Thanks to
a strong infrastructure in the form of suppliers of high
quality services and trades supporting business activ-
ity— a company’s productivity is able to increase
[Stankiewicz 2005, p. 89 and further].

Competitiveness exists when companies are forced
to compete against each other, and a business is consi-
dered competitive, if it has presented the customer with
a sufficiently attractive offer that the customer decided
to make a purchase. However, in order to manage effec-
tively and efficiently, one must clearly specify the object

and area of activity. This should be considered a pro-
cess, which consists of several actions, such as:

1. Determining the constituents of competitiveness
potential, i.e. the tangible and intangible resources nec-
essary to function in a competitive market.

2. Indicating the competitive advantage understood
as the possibility to utilize the potential which enables
efficient functioning on the market through the creation
of an attractive market offer and effective competing in-
struments.

3. Choice of competing instruments, i.e. means
through which a business develops its market position
in order to acquire buyers.

4. Measurement and assessment of the competitive
position [Stankiewicz 2005, p. 89; Kaminski 2009, p.
235].

The effect of competing is the achieved position,
i.e. the place held by a business compared with other
competing entities. One of the methods which enables
evaluation of the competitive position is diagnosis of the
competitiveness potential.

The objective is to identify and evaluate the factors
of competitiveness which lie within a company’s re-
sources. The diagnosis involves:

— determining primary areas of activity and a list
of key factors of a given case;

— analyzing the areas, thematic fields and ad-
vantages which shape the main factors, together with
their evaluation;

— answering the question regarding the essence
and significance of the individual factors’ impact on the
competitive position;

— conducting a qualitative and value-based as-
sessment of individual factors [Pawlowski 2005, p. 28].

The conducted measurement may be different for
every trade, as each branch of activity has its individual
determinants which influence the key success factors.
They are the determinants of the financial and competi-
tive success of businesses.

An introduction to the subject matter of competi-
tiveness and an attempt at defining this term can be pre-
sented in the form of a diagram, fractal, which distin-
guishes six primary attributes of competitiveness:

1) influence of the environment and surrounding;

2) the company’s competitiveness shaping instru-
ments;

3) the competitive potential and position of enti-
ties;

4) macroeconomic instruments of competitiveness
control;

5) the levels of competition;

6) the impact level of entities [Switalski 2005, p.
169 and further].

The characteristics of attributes presented in Fig-
ure 2 should be taken into consideration, when the com-
petitiveness of an entity is analyzed.

119

Exonomiunuii Bicauk Jlonbacy Ne 4(50), 2017



G. Kinelski

[aoynny pue 691 "d ‘500T PIS[EHMS] UO PIseq UOHBIOQR]D UMO 1IN0

ssoudANNAduwod Jo [eydeay :7 “Si

(" sajdoad jo co:m;m__\,_c) 4 J
sylom juswdopnage sQuoz
5 walsAs awn ‘sylrey ‘seoud
uoneonpa pue abpamoud|e .
s1onpo.d euoni
UOE07 'SUONIPUOD [eINTEN - lojoasgns Jjamod 19Npoid [euonippy-

ABojouyos] e
Buidlde

uoneinyes
19)lew Jo aalbae
Alrend/a0lide
s1onpoid moNe

Ao1j0d feuoneulaluje
1on9|
jJuawdojaAap JIWoU0dF =

solydeibowage w@wwwc_m_)_ﬂ "_.O

S9119100S JO uonipen ‘ainjnde mm®C®>_H_H®Q w OO
Buipunouns T

pue juswuolinuD

2110988 3y} Ul

\ 9yl jo wo:wj_hc_\ (m_®>®_ CO_HEGQEOOK
suone|nbal me| AGiauje é J
Aouaioiya Aoljod J1LOUODB0I0B N«
salpisgns
‘suondwaxa pue syyauaq xele _.&m___ww [e00]
10 OSQ se ‘dnoib-enu|e
SI2WINSUOD )
pue saiuedwod JO uapIng Xele 4 ~\ reuoibai ‘reooe
wi91-Buoe abueyoxa
51500 [EUISIX3 10} UONBISPISUOD ONe swesboid 4 ) >@E®um>m.h®uc_ 10 spen
are farekol BuaiO. 19US Se [euoneulaluje
Aouaund 21IsawWop panfeAldnQ- $10B1U0D WIs)-BuoTe Jlawoisno ayl buiyoeal aonsswoge
sofem moTe awooul uo 1oedwe jo m_wmmom_“ﬁ%bm”__o sanius
wia)-UoySe I !
yoeal uonisode reuoneziuebiO- \_ JO 9[eds HUGQE_\
|0JUO0D mw@C@ZuﬁQQEOO uonisod pue jenuajod aimno are0dion.
["_.O Sjuswinisul U_EOCOOQOLOGG JO 8Juauewiade
suoeAOuUUl 1ONPOIde
uonisod suoieAouUU| $S800Ide
UMN _wm%mw:awua ssauaAnnadwoo
\_ i O\ \ puideys wEwE:bmc_\

Exonomiunmii Bicauk JJonbacy Ne 4(50), 2017

120




G. Kinelski

Conclusion

When analyzing the above text, it can be concluded
that competitiveness is the ability to achieve one’s ob-
jectives in the case, when their achievement makes it
difficult to do the same by other businesses. It is a cha-
racteristic which defines a company’s ability to contin-
uously create growth, increase its productivity and ef-
fectively develop outlet markets in circumstances, in
which competitors offer new, better and cheaper pro-
ducts. The presented overview of theoretical positions,
essential to the matter in question, by authors of business
competitiveness definitions indicates the complexity
and multifaceted nature of the discussed subject matter.
It is, therefore, a continuous, dynamic process, charac-
terized by the fact of organizational entities achieving a
superior position compared to other competitors on the
market, which enables growth and long-term existence.
Its sinusoid may be captured by analyzing the value of a
given entity and comparing it to another, or the entire
market in which it operates.
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Kineabcbkuii I'. CyTHiCTh KOHKYpeHUI B e/1ek-
TPOEHEePreTHYHOMY MiCeKTOPi

Merta 1 CyTHICTh KOHKYpEHIIil TIOJIsiTae Ha JOCST-
HEHHI, MOXXJIHMBO, 3HAYHOIO 30UIBIIEHHS JIOXOJIB Bij
MPOJAXKIB JUIS «IIPOMO3HUIIT», a TAKOXK BUTIJ, MOB'I3a-
HUX 3 KYIIBJICIO TOBApiB Ta MOCIYT JJIS «IIONUTY». By-
Iy9d y9acCHHUKaM{ KOHKYPEHTHOTO PHHKY, IiIIpUEM-
CTBA CBOEIO MOBEIHKOIO 1 TiSIMU XOUYTh IPUI0ATH BH-
poOHUYI pecypcH, HAWKpAIIUX KOMIIETCHTHUX TpaIliB-
HUKIB 1 YIPaBIiHCHKUI TIEPCOHAI, & TAKOK HOB1 pUHKHU
30yTy. Lle cripusie 3MIITHEHHIO X KOHKYPEHTHOT ITO3HIIii.
KoHkypeHIIis B IbOMY BHITAIKy COPSIMOBaHA HA MaKCH-
MI3aIlif0 JIOXOMIB BiJl MPONAXIB i, 3 TOYKH 30py TO-
KYIIISL, MAKCHMi3y€ BHTOAM BiJl IPUIOAHUX TOBAPIB YU
nociayr. ToMy KOHKYPEHIIisl BU3HAYAE CTABIICHHS, SKE
Ma€ Miclle MK Y4aCHUKaMHU PUHKY. Y TiICEKTOpI eJieK-
TPOCHEPTETHKH 111 BITHOCHHHU 3aJIeXkKaTh BiJl €eKOHOMIY-
HOi 00JIACTi, B sIKii TpaIroe Oi3HeC: BOHU OYyAYTh Bij-
PI3HATHUCS JUTSI TANPUEMCTB, SIKi BAPOOJISIOTH €JICKTPO-
€HEeprito, 1 ONTOBOTO PUHKY TOPTiBIIi eHEPTi€I0, PI3HOTO
It chepu pO3MOBCIOIKEHHS, 1 30BCIM 1HIIOTO IS
PO3ApiOHUX TPOJIAXKIB ENEKTPOCHEPTii KiHIICBUM KOPH-
CTyBadaMm.

Kiouogi cnosa: KOHKYpEHIlisl, IHHOBAIHHICTD,
MiJICEKTOPH, CIIEKTPOCHEPTisl.

Kunenbckuii I'. CylmHOCTh KOHKYpPEHUMH B
JIEKTPOIHEPTeTHIECKOM MOICEKTOpE

Ilenp W CyIIHOCTh KOHKYPEHIIMH 3aKIHOYaCTCS B
JOCTM)KEHUH, BO3MOKHO, 3HAUUTEIILHOTO YBEJTUYEHUS
JIOXO/IOB OT TMPOJAX JUIsi CTOPOHBI TPEJIOKECHHUS,

a TaKKe BBITOJ, CBS3aHHBIX C ITOKYIKOH TOBapoB M
YCIIYT JUIsl CTOPOHBI CTIpoca. Byayun ydacTHUKaMu KOH-
KypPEHTHOT'O PBIHKA, IPEANPUSITUS CBOMM IOBEICHHEM
W JEHCTBUAMH XOTAT HPHOOPECTH IPOM3BOCTBEHHEIE
pecypchl, HaWIy4dIIUX KOMIIETEHTHBIX pabOTHHKOB M
YIPaBJICHYECKUI IIEpCOHAN, a TAKKE HOBBIC PBHIHKU
cOBITa. DTO CIOCOOCTBYET YKPEIIIEHHUIO MX KOHKYPEHT-
HOHM mo3ury. KoHKypeHIHs, B 3TOM Cilydae, Halpas-
JieHa Ha MAaKCHUMHU3aLHIO IOXOAO0B OT IIPOJAX U, C TOYKU
3peHHMs NIOKYIATeNs, MAKCUMU3HPYET BBITOABI OT IPH-
00OpeTeHHBIX TOBapoB WK yciyr. [loaToMy KOHKypeH-
WSl ONpEeAessieT OTHOLICHHE, KOTOPOE HMEET MECTO
MEXIy Y4acTHHKaMH pBIHKA. B moncexrope snekrpo-
SHEPreTUKH 3TH OTHOLIEHHUs 3aBUCAT OT 3KOHOMHYE-
CKOIf 00nacTy, B KOTOpoil paboTaeT Ou3Hec: OHU OyayT
OTJIMYATBCS JUISl NPEANPHUATHI, NPOU3BOIIINX DIICK-
TPOSHEPTHIO, U ONTOBOTO PHIHKA TOPTOBIH SHEPTHeH,
pa3nuyHOro Juisi cdepbl pacrnpocTpaHeHHs, U COBep-
IICHHO JIPYroro Ul PO3HUYHBIX MPOAAXK IEKTPOIHEP-
TMY KOHEYHBIM IT10JIb30BATEIISM.

Kntouegvie cnosa: KOHKYPEHIMs, HHHOBAIMOH-
HOCTb, TIOJICEKTOP, IEKTPOIHEPIHI.

Kinelski G. The essence of competition in the
electrical power subsector

The aim and essence of competition is to achieve a
possibly large increase in sales revenues for the supply
side, as well as benefits associated with the purchase of
goods and services for the demand side. As participants
in a competitive market, businesses by their behaviors
and actions wish to acquire production resources, the
best possible competences among labor and manage-
ment staff, as well as new outlet markets. This contrib-
utes to strengthening their competitive position. Compe-
tition in this case is intended to maximize their sales rev-
enues and, from the perspective of the buyer, maximize
the benefits from purchased goods or services. Compe-
tition, therefore, determines the relation which takes
place between market participants. In the electrical
power subsector these relations depend on the economic
area in which a business operates — they will be different
for electricity generating businesses and the wholesale
energy trade market, different for the field of distribu-
tion, and completely different for retail sales of electri-
cal power to end users.

Keywords: competition, innovativeness, subsector,
electrical power.
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WORLD EXPERIENCE OF THE ELECTRIC POWER INDUSTRY RESTRUCTURING

Problem statement. According to the forecasts of
the International Energy Agency, in the world primary
energy consumption will increase by an average of 1.3%
per year, which will lead to 46% growth to 2040 [1].
This is primarily due to the increase of the population,
the growth rate of the economy, per capita income and
the development of technologies that entail the availa-
bility of a large number of household appliances and
equipment, as well as inevitably increase in demand for
energy-intensive products — cars, air conditioners, etc.

The growth of industrial production and power
consumption will inevitably lead to an increase in the
amount of greenhouse gas emissions to the atmosphere,
which in turn will lead to pollution and deterioration of
the overall environment. In order to provide energy with
ever-increasing demand and raise the level of energy se-
curity without allowing global climate change, the
world energy system has to undergo a number of serious
transformations. Taking into account the tendency of
many countries of moving to a competitive electricity
market, energy saving technologies and renewable
energy sources, the relevance of this article is deter-
mined by the need to study the world experience of re-
structuring the industry with the aim of improving the
global energy industry as a whole.

Analysis of recent research and publications
based on the problem under consideration. Syste-
matic approach and methodological basis for solving the
problems of enterprises restructuring are highlighted in

the works of V. N. Burkova, 1. I. Mazur, V. N. Trenev,
D. V. Sokolov, And M. B. Sokolowski, A. K., Tutun-
jian, M. J. Jenneskens, T. Rantalainen, M. Hammer. Is-
sues concerning enterprise restructuring in the electric-
ity industry are analyzed in detail in the works of
A. A. Tukenova and V. V. Khlebnikov [2-6]. However,
despite the high degree of theoretical development and
practical use of the electric power industry restructuring
methods, the need of development an integrated ap-
proach determines the relevance of research on this
topic.

The main aim of this work is to analyze the world
experience of restructuring the electricity industry.

The research object is modern methods of the
electricity industry restructuring in different countries.

Presentation of basic material of the research.
Energy is not only a fundamental branch of the eco-
nomy, determining its real limits and opportunities, but
also one of the most conservative industries. Since the
cost of large power plants building is estimated at bil-
lions of dollars, and the project lifetime is at least 30-
50 years, we can now confidently imagine what the
world energy industry will look like in the middle of the
century - as now, the foundation of our energy will be a
fossil fuel, primarily hydrocarbon.

Over the past decade, electricity production in the
world has grown by almost 1.5 times, reaching 24.5 bil-
lion kWh in 2015 (fig. 1).
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Fig. 1. World production of electricity for 2000-2015, billion kWh

Note: compiled by authors on the basis of World Energy Statistics (Yearbook 2016) https://yearbook.enerdata.ru/world-

electricity-production-map-graph-and-data.html.

The largest electricity producers in the world are
China and USA, which generate about 5,649 and 4,297
billion kWh respectively and significantly outstrip other
countries in this indicator [7]. Over the past decades,

there have been significant regional shifts in electricity
generation. The share of developed countries has re-
duced significantly, from 73% in 1973 to 49% in 2016.
At the same time, the share of the developing countries
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of Africa, Latin America and Asia, especially China,
grew from 3% of the world's electricity production in
1973 to more than 20% in 2016 [7].

An essential step during studying the pace of the
electric power industry development is the analysis of
factors, which influence the increase of electricity con-
sumption. The first factor in increasing power consump-
tion is global population increase. To assess this, we
need to plot the global population and the energy con-
sumption on the same figure (fig. 2).
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Fig. 2. Electricity consumption
and population growth

Note: BP Statistical Review of World Energy, 2016
https://www.bp.com/content/dam/bp/pdf/energy-economics/
statistical-review-2016/bp-statistical-review-of-world-energy
-2016-full-report.pdf, Population.Pyramid.net http://www.po
pula tionpyramid.net/ru/mup-3emis/2015.

The figure shows that the population of the planet
increased during 2000-2016 from 6.1 to 7.5 billion peo-
ple by more than 22%, and world energy consumption —
from 11 to 22 billion kWh. There is a direct correlation
between the growth of the population and the increase
in electricity consumption. Another prerequisite for
growth in consumption is an increase in the pace of eco-
nomic development. To analyze how the growth of per

capita GDP affects the increase in power consumption
we need to chart the next figure (fig. 3).
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Fig. 3. Electricity consumption
and population growth

Note: BP Statistical Review of World Energy, 2016
https://www.bp.com/content/dam/bp/pdf/energy-economics/
statistical-review-2016/bp-statistical-review-of-world-energy
-2016-full-report.pdf, Population.Pyramid.net http://www.po
pula tion pyramid.net/ru/mup-3emis/2015.

Over the past 15 years, that per capita GDP has
doubled, while energy consumption per capita increased
from 2.3 to 3.3 thousand kWh per capita by more than
43.5%. Thus, we can conclude that GDP is growing
more rapidly than the increase in electricity consump-
tion per capita. In other words, the level of the country's
economic development can cover production costs and
electricity consumption. However, attention should be
paid to the ecological component of this increase, since
large incomes of the population can result in the availa-
bility of a variety of household appliances and equip-
ment, which consume a large amount of electricity and
have a detrimental effect on the state of the environment.

We need to analyze the structure of GDP growth
and outline in which countries an increase in GDP per
capita leads to a greater increase in electricity consump-
tion, depending on the level of their economic develop-
ment (fig. 4).

14

/_‘_\0—0 Usa

12 v

South Korea

10
Japan

—l—

- France

Great Britain

1500 1585 2000 2005 2010 2015

6

4.5

15

1900 1995 2000 2005 2010 2015

Fig. 4. Dynamics of electricity consumption per capita by country, thousands k/Wh per capita
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Analysis of per capita electricity consumption by
countries for the period 1900-2015 showed a significant
difference in the rate of increase in consumption, de-
pending on the level of economic development of the
country. So, against the background of insignificant eco-
nomic growth of developed countries such as Japan,
Britain, France, Italy and Spain, some of which have al-
ready reached the upper limit of domestic energy con-
sumption, the demand for hydrocarbon fuel in large de-
veloping countries, primarily in China, has increased.
Based on the analysis of the figure 4, all the above-men-
tioned countries should be divided into three groups ac-
cording to the level of electricity consumption per cap-
ita:

1. Countries with rapidly growing energy con-
sumption are mainly developing and some former so-
cialist countries — South Korea, China, and Brazil.

2. Countries with a relatively stable high level of
consumption and small fluctuations in energy consump-
tion are almost all countries that have long embarked on
the path of post-industrial development — Great Britain,
France, USA, Japan, Italy.

3. Countries with a reduction in energy consump-
tion are countries that have not yet fully overcome the
consequences of the crisis, in which the reduction in en-
ergy consumption was caused not by the introduction of
advanced energy-saving technologies, but by the eco-
nomic and structural crisis, mainly post-soviet coun-
tries — Russia, Ukraine, Azerbaijan, Belarus and etc.

The third factor affecting the level of energy con-
sumption per capita depends mainly on the level of tech-
nology development and the constant increase in the
number of cars per capita. So, the very high level of en-
ergy consumption per capita in the US and Japan is due
to the exceptionally high level of increase in the number
of cars among the population. Compared with North
American indices in the industrially developed countries
of Western Europe, per capita energy consumption is 2-
2.5 times lower and grows poorly, mainly due to inten-
sive introduction of advanced energy saving methods,
technological innovations, active improvement of heat-
ing systems and insulation of premises, and gradual cur-
tailment of the most energy-intensive industries — pri-
marily the mining and metallurgical and large chemical
industries.

It is also necessary to pay special attention on the
environmental component of the power industry reform,
since the main drawback of modern hydrocarbon energy
is emissions of a huge amount, about 30 billion tons /
year, of carbon dioxide, which is the main greenhouse
gas, negatively affecting the planet's climate (fig. 5).

If we compare the growth of CO; emissions with
increasing energy use, we will see that greenhouse gas
emissions grew more slowly than energy consumption
in the period from the 70s to the 90s, then the lines in-
creasingly diverge. This discrepancy is the result of en-
ergy reform in many countries and changes in the struc-

ture of the fuel balance, where the share of nuclear
power and natural gas has increased, compared to coal
during the period under review. Since 2000, the two
lines have been running approximately parallel, indicat-
ing that there is no further reduction in CO, emissions
and a predicted increase in the concentration of green-
house gases that enter the atmosphere when fossil fuels
are burned during electricity generation. The increase in
energy consumption can lead to catastrophic changes in
the environment, affect the climate of the planet and
worsen the state of the atmosphere as a whole. There-
fore, it becomes obvious the huge scale of the efforts
necessary for the successful reform of the industry. Ob-
viously, huge efforts are required/necessary for the suc-
cessful reform of the industry.
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Fig. 5. Dynamic of the primary energy consumption
per capita (Mtoe) and CO; emissions (metric tons
per person)

Note: compiled by authors on the basis of BP Statistical
Review of World Energy, 2016 https://www.bp.com/con-
tent/dam/bp/pdf/energy-economics/statistical-review-2016/
bp-statistical-review-of-world-energy-2016-full-report.pdf.

Having a strategic importance, the electric power
industry in all countries is subject of state regulation, be-
cause the enterprises simply can not cope with con-
stantly arising difficulties by themselves. Therefore, all
methods of restructuring must be ensured by state regu-
lation in order to protect the most important interests of
the industry, regardless of the degree of liberalization in
a particular market. In countries with vertically inte-
grated state monopolies, the main subject of regulation
should be tariffs for electricity. In countries where elec-
tricity prices are set by the market, greater emphasis
should be placed on providing equitable access to
transport networks for all producers. The world experi-
ence in reforming the electric power industry shows the
use of various mechanisms and ways of restructuring in
different countries. However, all existing methods can
be divided into the following five groups: organiza-
tional, method of combining markets, financial, fiscal
and environmental:

1. Organizational method. This method by separat-
ing the monopoly functions from the competitive unit —
the functional division of generation, transportation and
sale of electricity — makes it possible to liquidate natural
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monopoly structures and introduce competition into the
production of electricity. This is due to the fact that re-
cent advances in technology and production of generat-
ing capacities have led to the fact that medium-sized
power plants proved to be quite competitive in compa-
rison with large power plants that are part of the giant
structures of existing vertically integrated companies.
Therefore, smaller investors were able to build inde-
pendent generating capacities and conduct their own
commercial activities.

Such a way of reforming the electric power indus-
try was used in the UK, where, as a result of the division
of the monopoly company, private power generation
companies and sales companies were formed, which al-
lowed to build their own power generation capacities in
order to increase the efficiency of meeting the demand
for electricity and reduced the load of existing generat-
ing capacities. Also, examples of the most successful
liberalization of the generation market can be found in
Argentina, where through the disintegration and priva-
tization of the largest electric power stations, strict reg-
ulation systems for permissible electricity transmission
tariffs were created, and the total government revenues
from the privatization of the electric power industry
exceeded 10 billion dollars [8]. Due to vertical disinte-
gration in many countries, it was possible to reduce elec-
tricity tariffs, so in some US states the price of electricity
fell by 7.96% [9].

2. The method of combining the energy system.
The need of reducing the high tariffs for electricity, as
well as the internationalization of global markets, aimed
at creating a single economic space, has set the task of
many countries to reorganize their own energy facilities.
To solve the problems, the method of combining the
energy system was used, the main purpose of which was
equalization of loads, smoothing of peaks and optimal
use of different energy sources for electricity genera-
tion. In winter, more electricity is produced by wind
farms located in the northern countries, which are part
of this system, in summer — by solar power plants that
operate in the southern countries. A vivid example of
such system is the Scandinavian countries, where an ef-
ficient infrastructure for the functioning of the market
was created resulted from the separation of public verti-
cally integrated companies [10]. Thus, the result of the
Nordic electricity reform was the creation of a common
electricity market, the so-called Nord Pool, the success-
ful operation of which improved the reliability of the re-
gion's energy systems, leading to a reduction in the sig-
nificant difference in electricity prices in various re-
gions.

3. Financial method. In our opinion, one of the
most reasonable ways to support the use of renewable
energy is the provision of investment preferences. In-
vestment preferences may include the full amount of
grants. Exemption from customs duties is due on import
of equipment and components to it, imported for the im-

plementation of the investment project. State full-scale
grants can include land plots, buildings, structures, ma-
chinery and equipment, computers, measuring and re-
gulating devices for production using RES. In the event
that investment obligations are in compliance with the
contract, the property is granted to the investor in the
property free of charge. For instance, each year the go-
vernment of the USA allocates 67 billion $ for the de-
velopment of renewable energy technologies, and state
R&D grants to enterprises that generate electricity using
solar, wind and geothermal energy rather than fossil
fuels . In a number of countries, such as France, Ger-
many, Luxembourg and the Netherlands, an accelerated
depreciation rate is applied that grants eligible busi-
nesses the opportunity to write off investments in energy
efficiency projects faster than other investments, which
makes it possible to reduce arrears in a short period of
time.

4. The fiscal method. The government of the coun-
try should pay special attention to non-traditional, clean
energy sources, and introduce energy-saving technolo-
gies. The combination of financial-tax and industrial
policies is aimed at improving the structure of produc-
tion and raising its level, which is possible when certain
laws and tax incentives are adopted. Preferential taxa-
tion as the main instrument for stimulating the develop-
ment of renewable energy is used in many developed
countries, such as Germany, the United States and
France, where the most effective way to ensure energy
conservation is to adopt laws on tax incentives. In this
way it is possible to provide tax rebates on the costs of
acquiring equipment or services leading to energy sa-
vings. In a number of countries, such as Belgium, Den-
mark and France, a state fund for investing in energy-
saving measures has been established. As a rule, the in-
terest rate set by the fund is lower than under normal
commercial conditions, which is equivalent to a conces-
sional loan.

5. The ecological method. This method, first of all,
includes the introduction of energy saving technologies
and the transition to renewable energy sources — solar,
wind, hydro power of rivers. The advantage of rene-
wable energy is due to the fact that they do not lead to a
change in the climate of the planet and to global warm-
ing, in contrast to fuel fossils, which, when burned, emit
harmful substances into the atmosphere.

World experience shows that the developed coun-
tries began to support and stimulate non-traditional en-
ergy, through the implementation of federal develop-
ment programs, within which various privileges and
preferences for this sphere are provided. Today, in the
United States, there are already three cities that have
completely switched to renewable energy — Aspen, Bur-
lington, Vermont. Germany produces about 14% of en-
ergy in installations using biomass, geothermal and so-
lar energy and plans to increase this share to 25-30% by
2030 [11]. The economic use of geothermal sources is
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common in countries such as France, Italy, the USA,
New Zealand, and Iceland. For example, in Iceland, five
thermal geothermal power plants are successfully func-
tioning, due to which 26.5% of electrical and 90% of
thermal energy is produced in the country [11]. In the
newly industrialized countries of South-East Asia, much
of the energy-saving measures are financed by the state
itself, which most often installs energy equipment that
corresponds to the non-industrial sphere, allocates tar-
geted interest-free loans or subsidies to the owners of
residential buildings for the acquisition of materials in
accordance with existing standards of energy saving
technologies.

Conclusion. The analysis of the global use of elec-
tricity has made it possible to identify the dependence of
electricity consumption on the population and the level
of economic development, as well as the effect of in-
creasing energy consumption on the state of the environ-
ment. Based on the identified problems, the world expe-
rience in the restructuring of the electric power industry
was studied and methods for reforming the industry
were proposed. These methods were combined into five
groups: an organizational one, a method of consolidat-
ing markets, financial, fiscal and environmental. The
carried out researches in the field of tools of reforming
the electric power industry will, firstly, lead to the con-
struction of such a system of electricity markets that will
create incentives for competition, improve efficiency,
and also contribute to the development of the industry,
and secondly, the considered environmental methods of
reforming the industry will reduce environmental pollu-
tion, by switching to energy-saving technologies and re-
newable energy sources in order to improve the energy
security and environmental friendliness of the industry.
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