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Economic Theory

I. V. Rozmainsky,
PhD (Economics),
Russia, Saint-Petersburg

"REVERSE GRADUALISM", INVESTMENT COLLAPSE
AND MONETARY DEGRADATION IN RUSSIA IN THE 1990s

L. Introduction

In the 1990s The Russian transitional economy
was characterized by many adverse economic process-
es, and this paper will focus on the two of these ones.
The first one was the long and biggest fall in output
and fixed capital investment. The second was monetary
degradation (this term will be explained below). These
phenomena (especially the first one) reflected clearly
failure of economic reforms in Russia, because large
negative economic growth implied nothing but fiasco.
Why the Liberal Reforms of the 1990s were so unsuc-
cessful?

The goal of this article is to give the answers to
this and some other questions. I will show that roots of
economic failure of Russia in the 1990s are in the type
of the strategy of economic reforms. I called it "reverse
gradualism"; indeed it is the newest label for the shock
therapy strategy, as [ will explain below. Such strategy
generates the criminalization of the economy, which, in
turn, does the adverse influence on investment, output
and finance. The interaction between investment sector
and monetary processes deepened crisis. The general
outcomes are underdeveloped economy, technological
backwardness and ineffective institutional environ-
ment. These ones can be considered as one of the roots
of social and political processes started after reelection
of Putin in 2012 in Russia.

The structure of the paper is the following. The
Section 2 describes (in detail) the essence of gradual-
ism and its important elements and also explains why
shock therapy strategy — at least, in the case of Rus-
sia — is nothing but "reverse gradualism". The Section
3 illustrates the ideology of the Russian transitional
reforms. The Section 4 describes both concrete carry-
ing-out of reforms in Russia and how these reforms
generated criminalization of the economy. The Section
5 describes the influence of criminalization on fall in
fixed capital investment. The Section 6 contains the
description of the influence of the same process on
monetary degradation. Section 7 tells about the interac-
tion between changes in fixed capital investment ac-
tivity and financial development in the developed
countries (including "new industrial countries") and in
Russia. The Section 8 is the conclusion.

2. Gradualism versus Shock therapy or '"Nor-
mal Gradualism" versus ""Reverse Gradualism"

The problem of the gradualism/shock therapy
choice is widely discussed among the economists who
are concerned with the economics of transition (Dewat-
ripont & Roland, 1995, 1997; Aslund, 1996 etc). It
seems to me that, however, underestimation of the
essence of gradualism takes place. Gradualism is the
sequencing of reforms. Yes, of course, it is true. But
this definition is not sufficient. It does not give the
information about duration of each of these reforms.
This point is very important.

What reforms constitute gradualist transition to
the market economy? I think that it is necessary to
mention the following ones.

a) The creation of the legal framework for the
market economy. I mean such things as clear system of
property rights, contract law, the definitions of rights
and duties of private and state enterprises, the proce-
dure of the bankruptcy, provision of the general coher-
ence of laws (for example, coherence of instructions of
the President with laws of legislative organs) etc (see
Udovenko and Gurinovich (1994)).

b) The development of private sector.

¢) Demonopolization and restructuring of the en-
terprises.

d) Privatization.

e) Price liberalization.

f) The departure of the government from the
economy (in particular, from the sphere of the enter-
prises administration and management).

What especial feature of this list? Each successive
reform takes less time than preceding one. The dura-
tion of price liberalization or of departure of the gov-
ernment from the business administration can be equal
to one day. On the other hand, the creation of the good
legal framework or the development of (even small)
private sector can take a few years. More early reforms
are longer (and also complicated).

It means that shock therapy policy is the immedi-
ate introduction of all reforms but is not immediate
completion of all ones! If that policy takes place, logi-
cally later reforms are ended more early because of its
extremely small relative duration! For example, imme-
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diate introduction of both the development of private
sector and the departure of the government from the
business administration simply means that, as a (inter-
mediate) result, many enterprises will remain without
any administration (Raskov, 1995)! Or the attempts to
create simultaneously privatized enterprises and legal
framework will lead to the situation of the "game with-
out rules". Both such situations took place in Russia in
the 1990s.

I would like to note that the shock therapy policy
ex ante has been transformed into the "reverse gradual-
ism" ex post. Those reforms that must (from economic
point of view) be implemented later, take place more
early (it is the definition of the "reverse gradualism").
Such "bad" succession complicates the transition to the
market economy and also generates chaos and increas-
es the uncertainty of the future. But the main evil of the
"reverse gradualism" is the creation of the prerequisites
for criminalization of the economy. In other words,
such policy gives the broad possibilities for the getting
income by cheatings, plundering and other "black” (i.e.
illegal) kinds of economic activity (I will show it in the
Section 4).

Broadly speaking, the above reasoning implies
that the ("normal") gradualism is the only effective
strategy for the transition to the market economy. Pri-
vatization and price liberalization can be successful
only if these reforms are based on clear legal frame-
work and are realized under the existence of private
sector. It means that the time period between the initial
decision to create the market economy and fully de-
sired liberalization must be long. But then that transi-
tion will be very effective, as experience of China
(country which was gradualist very consistently)
shows. Quick reforms in the spirit of shock therapy
approach, on the other hand, can lead to the sharp eco-
nomic slump and to many social problems.

So there is effectiveness/duration trade-off. More
effective reforms are more long and vice versa. The
effective policy a la ("normal") gradualism is slow.
The quickest shock therapy measures (the "reverse
gradualism") are harmful for the macroeconomic per-
formance and financial development.

But the political constrains also take place. Many
economists believe that high costs of reversal are dis-
advantage of shock therapy policy (Dewatripont &
Roland, 1997). But if there are both extreme political
instability and the threat of the seizure of power by the
reactionary forces, then transitional reforms must be
quick and irreversible in order to make the market
economy rising inevitable. In that case high costs of
reversal are the advantage of shock therapy policy
(Aslund, 1996) because in such politically adverse
situation rapidity is more useful "good" than effective-
ness and macroeconomic performance (it is the point of
view of many extreme liberal reformists). It is such
circumstances that took place in Russia, when the Rus-

sian government made the decision to create the market
economy.

3. The Ideology of Transitional Reforms in
Russia

In order to understand especial features of the
Russian economic reforms, it is necessary to ascertain
its ideology. According to my opinion, this ideology
was characterized by the following points.

a) The idea of the "jump into the market". Many
economists said: "the main is to jump into the market,
all the rest does not matter". In other words, for many
Russians the market economy was not the means but
the goal. The market became the idol. “Towards the
Market at any cost”. I think that it is the reflection of
the essential features of the psychology of the Rus-
sians. "All or nothing" is the principle of many Russian
people. For such people the "cost/benefit" thinking
(which is so typical for the Americans) is not charac-
teristic.

b) The Hayekian idea of the "spontaneous rising
of the market institutions". This idea occupied the
brains of Gaidar and many other reformists. According
to this principle, the creation of the market economy
must not be concerned with the government actions.
The government should depart from the economy and
open the way for the rising of the market institutions.
The emergence of such institutions is the effect of the
chaotic interactions between many atomized individu-
als. The government must not disturb the "mystery" of
spontaneous rising of the market economy.

¢) The above-mentioned fear of the seizure of
power by the reactionary forces, i.e. of the revenge of
the communists. "If we will make reforms very quick-
ly, the return (to the power) of the communist forces
cannot deteriorate situation, because the transition to
the market will become irreversible". It is the way of
thinking of many Russian reformists. "The main thing
is to make the reforms as quick as possible".

These fundamental principles had laid the founda-
tion of the Russian transitional reforms. The analysis of
these principles shows that such reforms were extreme-
ly quick and completely "unreasoned" and "unstruc-
tured". The implementation of these reforms generated
big chaos and increased the uncertainty of the future in
Russia.

4. "Reverse Gradualism" and Criminalization
of the Economy in Russia

By the 1991 in Russia the state organs of the en-
terprises administration were abolished. In the January
of 1992 price liberalization took place. In 1992 - 1994
the main part of privatization took place. But these
reforms were executed in conditions of the absence of
such important elements of the healthy market econo-
my as a clear legal framework, private sector and com-
petitive environment. In other words, economic agents
got large possibilities to "make money" by illegal
means. The main such means was the “nomenklaturna-
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ja privatizacia”. Tt took place when managers of state
enterprises created false firms and transmitted re-
sources of these enterprises into such firms. These and
similar actions (together with famous "rent-seeking
activity") displaced "usual" productive and investment
activity. The point is that because of the government
departure the property which belonged to the state
became belonging to nobody. It led to massive redistri-
bution of incomes and criminal formation of capital of
many economic agents. More exactly, the most part of
the Russian private capital was created because of such
"reverse gradualism" by criminal and semi-criminal
methods, that is, by "nomenklaturnaja privatizacia",
speculation, theft, rent-seeking activity and so on.
These phenomena became possible owing to the ab-
sence of clear property rights and other "rules of
game". Such institutions are the necessary condition
for domination of the motive of profit maximization on
the base of productive and investment activity. In the
transitional economy these institutions must be created
in the first phase of "normal" gradualist reform and
make the base for the subsequent measures (see the
Section 2). In Russia in the 1990s this base was not
satisfactory. That is why as in the beginning of the
transition as in the end of the 1990s, speculation, cheat-
ings and transactions with rights, privileges and licens-
es generated more benefit to economic agents than
"normal" productive and investment activity.

In 1992 and 1993 the amount of criminal appro-
priation by private agents was equal to 75-80% of
GDP; in 1996 (when law framework became already a
little more clear) it was equal to 12-15% of GDP
(Shmeljov, 1997, p. 32).

As a result in the Russian economy in the 1990s
there was rising of informal rules of game created by
criminal groups. Criminalization of the economy was
self-intensifying. It did the adverse influence on the
investment and financial sector, as I will show in the
next two sections.

5. Criminalization of the Economy and Col-
lapse of Fixed Capital Investment in Russia

It is known that fixed capital investments are the
moving force of macroeconomic dynamics. Such in-
vestments increase the level of aggregate demand,
expand productive possibilities of the economy (La-
voie, 2006, ch. 5) and are the channel of innovations’
diffusion. Without fixed capital investment there are no
economic growth and technical progress. The conse-
quences of the slack capital investment activity are
stagnation and technological degradation. The long
decrease in such investment leads to the heavy slump.

But fixed capital investment activity is concerned
with the long-run estimates and expectations of the
future. The necessary condition for the carrying-out of
fixed capital investment projects is (more or less) sta-
ble socio-economic environment. In other words, fixed
capital investment is the decreasing function of the

(high) uncertainty of the future, economic and political
instability, "non-clear" legal framework, the absence of
certain guarantees from the government etc (Rozmain-
sky, 2013)..

It is stupidly clear that conditions which are fa-
vorable for fixed capital investment and ones which are
favorable for criminalization of the economy are op-
posed each other. Criminal and semi-criminal kinds of
activity - stealing, illegal speculations, "games" with
rights and licenses - are the "fishing in troubled wa-
ters". Criminalization needs chaos, instability and
uncertainty. Time horizon of the representatives of
criminal groups is extremely short-term. The goal of
such economic agents is to make money as quickly as
possible ("while waters are still troubled"). Such agents
are characterized by investor myopia which means that
agents evaluate consequences of their decisions only
over short-time horizon (Rozmainsky, 2013). Criminal
actions are inconsistent with any long-run activity. In
short, the uncertainty of the future, socio-economic
instability and helter-skelter with legal framework both
increased the uncertainty of the future and created
prerequisites for the success of criminal activity.

On the other hand, investment activity needs the
"calm waters". Time horizon of "fixed capital inves-
tors" is very long (5-40 years). The goal of such agents
is to earn maximal profit during a very prolonged time
period. Any uncertainty, instability and chaos are ex-
tremely disturbing the fixed capital investment activity.

So if in the economy the most profitable activity
becomes short-term and extreme short-term one, that it
means unattractiveness of fixed capital investment.
Such investments are impossible in the system of
short-term horizon economic agents. At the same time
in this system criminal activity can be gainful.

Two of the most harmful effects of the Russian
"reverse gradualism" were "troubling of waters" and
forming of short-term orientation of economic agents.
These effects are interactive. "Troubled waters" were
ideal for criminal activity; such activity, in turn, "trou-
bles waters" in a more degree. So "reverse gradualism'
in Russia generated catastrophic effects to fixed capital
investment activity. The main channel of influence of
these effects was criminalization of the economy. The
profitability of criminal and semi-criminal actions
implied non-profitability of fixed capital investment
because of sharp distinctions in accompanying condi-
tions (short/long time horizon, non-clear/clear legal
framework, high/low level of uncertainty of the future
etc).

But criminalization was harmful for fixed capital
investment activity not only because of these listed
forces (of "troubled/calm waters"). The second funda-
mental reason was the criminal origin of new private
capital. Many Russian reformists believed in the
Marx's theory of "primitive accumulation of capital".
"Let them accumulate as they (new entrepreneurs)
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like". According to the point of many Russian reform-
ists, criminally formed private capital was much better
than absence of private one. Reformists believed that
new entrepreneurs will invest own criminal capitals in
the Russian economy and, therefore, help both to trans-
it to the market system and to begin economic growth.
And then rich criminals will become honest (fixed
capital) investors (Davydov, 1997).

It turned out that this conception is not true. Crim-
inal origin of capital induced owner of such capital to
invest outside the country where this capital was
formed because that owner wants to conceal his (or
her) crime from authorities of this country. This "law"
is the main reason for the huge capital outflow form
Russia during the transition to the market system. An-
nual capital outflow (in the 1990s) equaled about $ 50
billions. Foreign financial and productive assets were
the main (and very strong) competitor to Russian fixed
capital for Russian investors. The glaring blunder of
Russian reformists was creation of favorable condi-
tions for the concentration of capital at criminal
groups; for example, in 1997 in Russia domestic and
foreign criminals possessed 55 per cent of capital and
80 per cent of voting stocks (Davydov, 1997, P. 116).
As a result, those who wanted to invest in fixed capital,
had no money, and those who had money (these people
were criminals), did not want to make it.

In 1999 investment in Russian fixed capital was
equal less than 25 per cent of its level in 1990 (and
during the transition period R&D expenditures, accord-
ing to the studies of Shmeljov (1996), fell by ten
times). That collapse was much more awful that the
American Great Depression. Such collapse, as 1
showed, was the effect of failed "reverse gradualism"
which led to the "troubled waters" (high uncertainty,
absence of clear legal framework, "short-termisation"
etc) and concentration of capital at criminal groups.

6. Criminalization of the Economy and Mone-
tary degradation in Russia

In developed countries (including new industrial
ones) financial evolution takes place. This term means
rising and spreading of new kinds of money (and qua-
si-money) and new financial practices. I mean liability
management, securitization, off-balance sheet activities
etc. As I will show in the Section 7, there is a positive
interaction between financial evolution and economic
growth. The former facilitates fixed capital investment
activity, which, in turn, is the reason for the further
development of financial system.

In Russia during the transition period there was
monetary degradation. I use this term as a reflection of
increase of primitive mediums of exchange and means
of payment - cash, inter-enterprise arrears ("non-
payments") and barter - and (relative and absolute)
decrease of "advanced" kinds of money. The negative
influence of such degradation on investment activity
will also be shown in the Section 7. In this Section I

will describe criminal roots of monetary degradation in
Russia.

The point is that criminalization needs "adequate"
financing. Financing is "adequate" for criminal activi-
ty, if it allows to conceal outcomes of (criminal) trans-
actions and makes more difficult of all calculation and
accounting. In other words, such financing creates
conditions for above-mentioned "fishing in troubled
waters". Bank money is not good for it. But any new,
"advanced" kinds of money and quasi-money (certifi-
cates on deposit, repurchase agreements etc) are bank
money or are created by the financial institutions’ ac-
tivity. Therefore, to some extent, financial evolution
disturbs criminal activity, because it makes all transac-
tions "transparent" for the statistical services and tax
authorities.

On the other hand, primitive kinds of mediums of
exchange can help criminal groups to hide its actions.

a) Cash. Black cash ("chjornyj nal") is cash in-
flows and outflows which are not reflected in ("offi-
cial") enterprises accounting. Such kind of financing is
the simplest way to hide income from taxation. In Rus-
sia in the 1990s so-called "black cash" was widespread.
The share of cash in the total Russian money supply
increased in the 1990s (for example, in December of
1991 cash/M2 ratio was equal to 0.18, in December of
1993 it was equal to 0.36, and in October of 1998 it
was more than 0.38). It is reflection of criminalization
of the economy (Nesterov & Vakurin, 1995).

b) Barter. Barter is ideal means to conceal in-
comes. Under barter pricing is very muddle, and mate-
rial things flows are reflected in accounting only partly
(or not reflected at all). Multi-stage barter exchanges
are based on "word of honor" and personal connections
between enterprises top managers and very often un-
knowable for the other workers. (Makarov and Kleyn-
er, 1997). So barter allows to hide from tax authorities
and police enormous amount of wealth. The cases were
known when managers of some Russian enterprises
bought "Mersedeses", and at the same time "simple"
workers could not get wage during the months. In 1996
in Russia barter financed 34-50 per cent of turnover of
manufacturing enterprises, 70-80 per cent of transac-
tions with raw, and 75 per cent of turnover of small
businesses  producing  nonconsumption  goods
(Makarov and Kleyner, 1997, p.26). According to so-
ciological interrogatories, in 1996 Russian firms fi-
nanced 35-38 per cent of its transactions by barter (and
only 17-23 per cent by bank money and 9-12 per cent
by cash); the share of transactions financed by barter
had risen in this year by 15 per cent (Klepach, 1997,
p-45, 54).

c¢) Inter-enterprise arrears ("non-payments"). Ar-
rears did the influence on criminalization through three
channels. In the first place, mutual arrears between
firms are not but specific kind of barter. In the second
place, "non-payments" allowed enterprise-creditor to
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delay tax payments. In the third place, rising of "bad"
arrears induced firm-creditor to ask criminals to take
debt principal and interest away from firm-debtor. In
other words, in this last case, incentives to cooperation
between firms and criminal groups appeared. Only in
1996 annual increase of inter-enterprise arrears was
equal to 16 per cent (Klepach, 1997, p.54). In January
of 1997 "mismatured" inter-enterprise arrears were
more than 23 per cent of Russian GDP (Shmeljov,
1997. p 26).

Degradation of monetary system was both cause
and consequence of criminalization of the Russian
economy in the 1990s; the former was the reaction of
financial sector on development of criminal tendencies;
but such degradation, in turn, created conditions for
intensification of these tendencies.

Monetary degradation (and especially barteriza-
tion) was harmful for economic development and tech-
nical progress. It increased transaction costs - because
the carrying-out of exchanges becomes more difficult -
and reduced allocative efficiency (Makarov & Kleyner,
1997, p.33; Malahov, 1997, p.86). But, possibly, the
main evil of monetary degradation was negative influ-
ence on fixed capital investment.

7. Fixed Capital Investment and Financial De-
velopment: Very Important Interaction

In orthodox macroeconomics the problem of fi-
nancing fixed capital investment and economic growth
is, unfortunately, not studied. Only some representa-
tives of Post Keynesian Economics explored this ques-
tion (Minsky, 1977, 1985, 1986; Carvalho, 1992;
Pollin, 1994; see also Rozmainsky, 1995, 1996).

On the one hand, permanent expansion of invest-
ment possibilities increases enterprises demand for
finance and induces banks and other financial institu-
tions to search new ways to satisfy this demand. In
these circumstances financial institutions try to escape
from the central bank (reserve) control; to make it,
these institutions create new kinds of money and finan-
cial practices (already mentioned liability management,
securitization, use of credit lines etc). So banks and
other financial institutions get the possibility to create
money independently on central bank policies. Money
supply becomes endogenous (Chick, 1992; Chick &
Dow, 1988; Niggle, 1990, 1991; Rozmainsky, 1995;
Nozdran and Berezin, 1993).

On the other hand, such financial evolution ex-
pands opportunities for financing expensive and long-
term fixed capital investment. The financial barriers to
investment projects weaken. The increase in the pro-
ductive possibilities becomes quicker. The economy
grows more rapidly. All this is the essence of men-
tioned interaction between economic growth and finan-
cial development.

The above-described story is about positive
tendencies in economic and financial development. But
negative tendencies can also take place. It is case of

Russia in the 1990s. I showed already how criminaliza-
tion (induced by "reverse gradualism") generated both
collapse of fixed capital investment and degradation of
monetary system. The problem is that now even under
the successful struggle with criminal tendencies in-
vestment fall and monetary degradation can interact
and deepen each other. On the one hand, fall in invest-
ment will decrease demand for finance and, therefore,
do not stimulate financial development. On the other
hand, decrease in real (deflated) amount of financial
sources (because of monetary degradation) will narrow
possibilities for financing investment expenditures and,
consequently, economic growth. Growth is impossible
without sufficient financial resources, without separa-
tion of finance (financial sources of investment) from
savings (Carvalho, 1992; Pollin, 1994) because other-
wise for increase of investment it is necessary at first to
increase savings; but owing to famous the "paradox of
thrift" such increase will lead to output fall.

I mentioned already the data about a level of in-
vestment fall in Russia and about a monetary degrada-
tion measured by increase of share of cash in the total
money supply. Now I would like to note that during the
period of 1992-1995 the price level rose by 8,500
times, money supply (including cash) rose by 230
times (and cash rise was more than increase in the total
money supply). The M2/GDP ratio was equal to 0.7 in
1991 (this figure is typical for industrial countries) and
0.1 in 1996 (Shmeljov, 1997, P.26). According to
Shmeljov, the total money supply was less than aggre-
gate money demand of the economy by 15-20 times.
The quasi-money/total money supply ratio was equal to
about 0.01-0.03 during all the transition period in the
1990s (in the developed countries now this ratio is
equal to about 2/3). In other words, in Russia M2 and
M3 were not created. Nozdran and Berezin (1993,
P.39) believe that the reason for it is the investment
collapse. I agree with this point of view. So we can see
that combination of investment collapse and decrease
of real (deflated) money supply (especially "advanced"
kinds of money) was the reality in Russia in the 1990s.

During this period there was threat for Russia to
get into dangerous "trap of absence of financial sources
of growth". This trap is the part of or even the reason
for the "trap of equilibrium at low level of income"
described by Kornai (1994). Moreover, during all
1990s gross domestic output and investment fall in
spite of the government's promises of "stabilization".

8. Conclusion

In this paper I tried to describe the essence and
some negative consequences of shock therapy policy of
transition to the market system. I called this policy
"reverse gradualism" because in fact all reforms cannot
be completed immediately (as the "philosophy" of
shock therapy postulates); there is full realization of
reforms with less duration; it is these reforms that
should from economic point of view be last. For exam-
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ple, privatization must be implemented only after crea-
tion of clear legal framework; and attempts to make
both reforms simultaneously lead to situation when
state enterprises are privatized without clear system of
law.

So "reverse gradualism" increased uncertainty, in-
stability and creates law chaos. All these phenomena
generated profitability of short-term kinds of economic
activity, first of all, criminal and semi-criminal "opera-
tions": stealing (for example, "appropriation" of state
property by managers of state enterprises without state
administration), illegal speculations, transactions with
rights, privileges and licenses etc. Economic agents
tried to "fish in troubled waters". Criminalization of the
economy took place.

This process, in turn, had two adverse effects. In
the first place, criminalization was inconsistent with
long-term fixed capital investment activity. Criminali-
zation "troubled waters" in a more degree; at the same
time fixed capital investment projects can be executed
only in the "calm waters" (clear legal framework, in-
cluding clear property rights and duties of government;
low uncertainty of the future; socio-economic stability
etc). Many agents started to behave in the manner de-
scribed by the concept of investor myopia. Further-
more, owners of criminal capital did not want invest it
inside the country where they formed this capital (in
order to hide crimes from police and tax authorities).
Such criminalization generated huge capital outflow.

In the second place, criminalization required "ad-
equate” financing, that is, financing which allows to
conceal value of transactions from the government
agencies (tax authorities etc). Such financing was pro-
vided by monetary degradation, i.e. spreading of primi-
tive kinds of mediums of exchange - cash, barter and
inter-enterprise arrears ("non-payments").

But fall in fixed capital investment and degrada-
tion of monetary system interacted and deepened each
other. This interaction pushed the economy into the
"trap of absence of financial sources of growth". The
backwardness of such transitional economy from the
developed industrial economies increased. That is why
collapse in Russia in the 1990s was so huge. It was, to
a large extent, a consequence of "unreasoned" "reverse
gradualist” reforms in Russia in the 1990s.

And the echoes of these processes are beyond the
1990s! Let me give one example. The average age of
equipment in the USSR and the US was equal in 1970
to 8.4 and 6.4 years respectively, in 1990 10.8 and 7.1.
In 2004 the same variable was equal to 6 years in the
US and 21 years in Russia (Fedotov, 2005). So, the
resulted technological and financial backwardness
together with higher uncertainty is perhaps one of the
roots of adverse political and economic processes in
Russia after reelection of Putin in 2012.
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Po3maincobkuii 1. B. «3BopoTHuil rpagyanizmy»,
KoJanc inBecTuuiii i rpomosa gerpagauis B Pocii B
1990-Ti poxu

VY 1990-1 poxu pociiickka nepexiiHa eKOHOMiKa
XapakTepu3yBasacsi Oe3Iiudi0 HECHPUATINBUX EKOHO-
MIYHHX TPOIIECIB, aje HaWBaXJTUBIIIUMH OyId IBa 3
HuX. [lepmuit - TpuBanuii i BENMYE3HUN cIaj BUPOO-
HUIITBA 1 IHBECTHII B OCHOBHHU Kamitay. Jpyruii -
rpomoBa jerpaaamis, mo Oyma 30UIBIICHHSM PO
MPUMITHBHUX 3aco0iB OOMiHY i 3aco0iB TUIATEXY -
TOTiBKH, HETUIATSXKIB 1 6apTepy - YKy 3 BIIHOCHUM 1
aOCOJIOTHUM 3MEHIICHHSIM POJIi «IIPOCYHYTHX» BUJIB
rpoireii. Mera 11i€] cTaTTi MoyATaE B MOSCHEHHI B3ae-
MO3B'I3KiB Mk IIMMU Tiporiecamu. OCHOBHA i7iesl ITOJIs-
rae B TOMY, IO IIi ()eHOMEHH T'€HEPYBaIHCS IOJITH-
KOIO IIOKOBOI Tepartii, sika BUSBUJIACS YMMOCH Ha 3pa-
30K «3BOPOTHOTO TpamyaiizMy». OcTaHHE O3HAYaE, 110
MOJITHKA IIOKOBOi Teparii € MUTTEBHM BIIPOBAIKCH-
HSM ycix pedopM, ale He X MUTTEBUM 3aBEPIICHHSIM.
Axo Taka MOJITHKA 3MIMCHIOETHCS, TO Ti pedopMH,
sIKi JIOTiYHO Manu O OyTH NMpOBEACHI Mi3HiIle, peai-
3yIOThCS paHille i3-3a 1X HaJ3BMYaiHO Majoi BiJHOC-
Hoi TpuBanocti. Ile 1 BigOyBamocst B Pocii B 1990-i
POKH.

Kiouogi cnosa: rpamyainizM; iHBECTHIIIT; TPOIIOBA
Jlerpaiallis; mepexijjHa eKOHOMiKa; EKOHOMIYHA Teopis
MePExXoTy; POCiiichka €eKOHOMIKA.

Posmauncknii U. B. «O0paTHbIii rpagyaan3my»,
KOJUIANIC MHBECTMIMII M JeHe:KHasi Jerpajgaunusi B
Poccun B 1990-e roant

B 1990-e roasl poccuiickas nepexogHas 3KOHO-
MHKa XapaKTepU30BaJlaCh MHOXXECTBOM HeOIaromnpu-
SITHBIX 9KOHOMHYECKHX IPOIIECCOB, HO CaMbIMH BaXK-
HBIMU ObUIM JiBa W3 HUX. [lepBBI — JIMTENHHBIA U
TPOMAJHBINA CIaj MPOU3BOACTBA U WHBECTULIUN B OC-
HOBHOI KamuTtaja. BTopoll — neHexHas Aerpamanus,
MpeJcTaBIABIIAs cOO0 yBeIMYeHHE POJIU MPUMHUTHB-
HBIX CpPEJCTB OOMEHA M CPEACTB IIaTeka — HAIMYHO-
CTH, HeIUTaTeXel U OapTepa — BKyIle ¢ OTHOCUTEIIbHBIM
1 aOCOJIOTHBIM YMEHBIIEHUEM DPOJIH «IIPOJBUHYTHIX)»
BUAOB JeHer. Llenb 3TOH CcTaThH 3aKIOYacTCI B 00b-
SICHEHUH B3aWMOCBSI3€M MEXIY AITHMH TMPOIECCaMHU.
OcHOBHasi ujesi COCTOUT B TOM, YTO 3TH (PEHOMEHBI
OBLTM TEHEPUPOBAHBI IMOJIMTUKOW IIOKOBOW Teparvu,
KOTOpasi 0Ka3ajnach 4eM-TO BpOJe «0OpaTHOro rpaaya-
mm3May. [locmemHee o3HavaeT, 94To MOJUTHKA IIOKOBOM
TEepanuu SBIISIETCS MTHOBEHHBIM BHEJPEHHEM BCEX
pedopM, HO He UX MTHOBEHHBIM 3aBepuicHHeM. Eciu
Takas TOJUTHKA OCYIIECTBISIETCS, TO T€ pedopMbl,
KOTOPBIE JIOTUYECKU JOJIKHBI ObUTHA ObI OBITH MPOBEIC-
HBI TI03)KE, PEATU3YIOTCS PaHblIe U3-3a UX Ype3BbIYaii-
HO Majiod OTHOCHUTEIBHOU JUTUTENbHOCTH. DTO U TPO-
ucxoquiio B Poccuu B 1990-e roapbl.

Krouegvle cnosa: rpagyanusM; UHBECTHLNU; Jie-
HEXHasl JeTpajiaius; NepexoHas S3KOHOMHUKA; IKOHO-
MHUYECKast TEOPUS MEPEX0/1a; POCCUICKasi 5KOHOMUKA.

Rozmainsky I. V. "Reverse Gradualism", In-
vestment Collapse and Monetary Degradation in
Russia in the 1990s

In the 1990s The Russian transitional economy
was characterized by many adverse economic process-
es, but the very important are two of these ones. The
first one was the long and biggest fall in output and
fixed capital investment. The second was monetary
degradation which is increase of primitive mediums of
exchange and means of payment — cash, inter-
enterprise arrears ("non-payments") and barter — and
(relative and absolute) decrease of "advanced" kinds of
money. The goal of this article is to explain intercon-
nections between these processes. The main idea is that
these phenomena were generated by shock therapy
policy which is turned to be a something like “reverse
gradualism”. It means that shock therapy policy is the
immediate introduction of all reforms but is not imme-
diate completion of all ones. If that policy takes place,
logically later reforms are ended more early because of
its extremely small relative duration! That was a case
of Russia in the 1990s.

Keywords: gradualism; investment; monetary
degradation; transitional economies; economics of
transition; russian economy.
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ADAPTIVE ORGANIZATION —- MANAGEMENT TOOL IN VARIABLE ENVIRONMENT

Problem Statement. Instability and uncertainty
of the current market environment is becoming a major
factor, without which the successful functioning of
enterprises is impossible. Analysis of enterprises of
Lugansk region shows that only those that were in the
process of development of market relations restructur-
ing to reflect changes in the conditions of their opera-
tion (such as diesel locomotive Lugansk, Stakhanov
railcar plants) retained its activity. Other enterprises
that were not promptly respond to changes in the ex-
ternal environment, are now in a state of deep crisis
(such major engineering plants in the past as Lugansk
machine tool, automobile assembly, for the production
of crankshafts and other) [1].

In an increasingly unstable market environment
the need for decisive restructuring of enterprise man-
agement systems, perfection of all management func-
tions, including the organization, which as a function
of management, must adjust to changing conditions,
that is to be adaptive. The delay with the necessary
reorganization is fraught with severe financial and
economic consequences for any economic entities. A
feature of the organization is that of all the functions of
management, it is the most inert, since it is fixed in the
production structure of the company, its management
system, internal cooperation relations, distribution of
powers, information flow, responsibility for results,
etc. Any reorganization more than any other function
of management associated with changes in technology,
traffic flows, the development of new technology. In
the development of the organization asks of enterprises
dedicated to the many of scientific research and ad-
vanced global companies demonstrate many new or-
ganizational solutions that ensure the effective opera-
tion of enterprises in a changing environment.

However, in recent years we have seen a serious
ideological paradigm shift in terms of understanding of
environmental uncertainty. The fact that all the uncer-
tainty inherent in a market economy, economists have
noted yet in the 19th century, predicting the economy
and business eternal struggle with it, but under uncer-
tain market environment they were understanding as
unknown future states of it. Such an understanding of
instability explains the application of all the ways to
know the future by means of mathematical analysis,
forecasting, risk management, etc.

However, over the last 30 years, and especially
now after the global financial and economic crisis,
comes a different understanding of the uncertainty, not
like uncertainty, and as chaotic. In this regard, once

again proved to be right, Peter Drucker, which estab-
lished in 1985, the subsequent development of the
market as "an era without laws" [2]. As part of this new
paradigm is redefining the nature and organization of
enterprises in a randomly changing environment,
which determined the need for these issues reviewed in
this article.

Analysis of Researches and Publications. Re-
sults of studies the organization of enterprises as a
category, subject to adjustment to changing conditions
of the market environment, highlights the many works
of well-known western authors: W. Bridges, O. Tof-
fler, M. Hammer and J. Champi [3; 4; 5]. Their follow-
ers in Ukraine and Russia O.V. Vasilenko, A.P. Gra-
dov and B.I Kuzin, A.A. Sadekov, A.M. Tkachenko
and S. Tielin, focused on crisis management and man-
agement of sustainable development of enterprises in
uncertain market environment conditions [6; 7; 8; 9].
An attempt to define a model of enterprise behavior in
the process of self-organization is made in the article of
G.S. Lihonosov [10]. The monograph of the author of
this article [11] considered the methodology of adap-
tive activity. But all published works not yet reflect the
new elements regarding the use of adaptive organiza-
tion as an effective tool of management in changing
environment.

The objective of the article is to considerate new
elements regarding the use of adaptive organization as
an effective tool of management in changing environ-
ment.

Presentation of the Main Material. Adaptive
organization of the enterprise is an alternative to the
practice of discrete reorganization, which always has
retarded character, resulting in negative economic and
financial results. Adaptive organizations differ:

1) constant monitoring of the operational envi-
ronment of the enterprise;

2) parameterization of environment with the help
of simple, but effective indicators: the volume of or-
ders, market consumption, prices, etc;

3) adjustment of the existing organization when
the parameter of environment reaches a certain value.

However, there are at least two major problems of
an adaptive organization.

The first — is determined by the essence of the or-
ganization as a system category that displays only
composition of elements of the system and the interac-
tion among elements without forming their own idea of
the quality of the organization. Good organization is
the one in which the activity is effective, that is, the
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goals are more or less achieved. But as soon as mani-
fest negative results of operations: unprofitability, low-
er sales volumes, losing to competitors, organization,
yesterday considered good becomes bad, as first pro-
posed by one of the pioneers of a systematic approach
to the management of W. R. Ashby [12].

The second problem is, in many it determined by
the first, — it is not clear how to change the organiza-
tion to increase the efficiency of the system, and this
problem is not solved by all formed so far the theory of
organization.

In contrast to scientific and technological pro-
gress, the results of which are material and have always
manifested in the creation of new technology, today,
especially in the development of IT technology, ways
of improving the organization of both production and
management are ambiguous and quite different for
enterprises of mass, serial or single production of
products and services. In some cases, has the ad-
vantage, for example, the subject specialization of
production units, in others — technological and so on.

For decades, the progressive development of the
organization considered the development of advanced
experiences — especially foreign companies, in today's
language — benchmarking. It was believed, who first
successfully stepped into the future, and he is a role
model. Thus, decades of development trends of the
organization identified the experience of «General
Electricy, the Japanese «kanban» system, business
process reengineering by M. Hammer and J. Champy,
balanced scorecard planning by D. Norton and R.
Kaplan, etc.

Companies are afraid to experiment in the sphere
organization of its activity, and as a result the most of
them replicated standard solutions. For example, enter-
prise management system by 90% presented the tradi-
tional linear-functional structures with a rare the inclu-
sion of the target or the matrix elements.

Functionalism of today's control systems is a seri-
ous anachronism, even though he has a seemingly seri-
ous objective base. Enterprise management system is
based on the principle: the goals are generating func-
tions, and functions — executive bodies — service de-
partments, bureaus, etc.

These systems, as experience shows, quite tough,
functional service cling to their function and did not
want to fulfill the emerging goals, although they appear
with an accelerating rate. It generates inevitable inter-
nal horizontal conflicts, the resolution of which re-
quires considerable efforts. Theory of organization
recommends a timely response to the emergence of
new goals by updating new features, giving rise to a
process of restructuring the organizational structure,
which is already in an updated form still remains most-
ly functional.

Thus, a critical goal of adaptive organization of
enterprise management systems is to overcome the

functionalism. In practice, this means a departure from
the strict regulation functions, rights, obligations and
liability for their execution, and the transfer of all ac-
tivities under the regulation aimed to solution emerging
problems. We illustrate this simple circuit in Fig. 1,
which shows that the level of the regulation of should
decrease with the growth of the variability in the envi-
ronment, while showing the equilibrium relations be-
tween regulation and self-organization, between the
since olden times established principles of bureaucracy
and adhocracy, as it the contrary, a departure from the
rigid hierarchy to create a non-hierarchical teams, etc.
This inevitably raises the role of self-organization.
Regulation itself takes the form of the well-known
management cycle, including the necessary set of func-
tions. However, as actually running this cycle under
conditions of uncertainty, illustrate the scheme in
Fig. 2.

Bureaucracy

Self-organization

A

Depth of regulation

Regulation
Adhocracy

Measure of uncertainty
of environment

Fig. 1. Inverse relationship of depth of regulation
in dependence of the measure of uncertainty
of environment

Planning

Regulation

Motivation

U

Control

Organization

Object of man-
agement

1

Fig. 2. The composition of the functions
of management circuit depending
on the uncertainty of environment
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Only in a constant environment management is
carried out on the basis of all functions: planning, or-
ganization, motivation, control and regulation. In un-
predictable situations from this range of functions can
fail planning, or organization, or motivation at the
same time, sometimes only one good motivation sup-
ports the achievement of the desired result. When a
managed object is left alone with the set task, what is
the basis for its decisions: an accident, experience,
luck? In any case, without specific self-organization in
the object itself can not do. In the case of greater uncer-
tainty of the environment the more responsibility must
be transmitted to lower levels of management and pro-
duction.

However, in the exaggerated functionalism is very
difficult to do because of the resistance of the internal
environment of the enterprise. Analysis shows that the
units of the enterprises have varying degrees of its
economic independence within the whole that demon-
strated in Fig. 3, in which the forms of organization
units ranked in order of increasing their level of inde-
pendence.

Participation of units in profits

Level 1 of the enterprise

v

Activities of units under the terms

Level 2 of the internal cost accounting

v

Self-sustaining unit with a bank ac-

Level 3
count

v

Units with partial signs of a legal

Level 4 entity (branch and etc.)

v

Level 5 Separate rental units on the basis of

the property of main company

v

Subsidiary with the main stake

Level 6 .
of main

v

Affiliated (acquired, associated)

Level 7 .
enterprise

Fig. 3. Levels of independence of the units
of enterprise

If external circumstances dictate, the will of busi-
ness owners or management of the companies must be
to reorganize the company on the basis of decentraliza-
tion. Economic basis for this may be the presence of
various structural business units (SBU) as parts of the
company, working on their own market sectors. Then
in the decentralization process earlier unitary enterpris-

es will reorganized into divisional, holding, outsourc-
ing and network, as shown in Fig. 4.

Linear, linear-functional, divisional, matrix
structures of enterprises

v

Decentralized divisional, holding structures
of enterprises

v
Affiliated structures as a result of the ab-
sorption, merger and separation

v
Network organizational structures based on
outsourcing or cosourcing

Fig. 4. The general trend of decentralization
of organizational structures of the enterprises

Objective parameters for assessing the need for
the next step in the decentralization of the company is
the share that in common transactions of the enterprise
(the upper curve of the graph displayed in Fig. 5) takes
the unit (shown in the lower curve).

Y

Decentralization X

Merger, acquisition

Fig. 5. Parameterization of solutions
on reorganization of enterprises:

Y — the volume of transactions; 1 — variation of com-
mon volume of transactions; 2 — volume of transac-
tions carried out by unit; 3 — the highest point of self-
sufficiency of unit; Y — area of unitary enterprises;
X — area of holding enterprises; M — area of divisional
enterprises.

Demonstrate conducted with the participation of
the author an example of separation from Lisichansk
plant of rubber products (Lugansk region) the depart-
ment for processing of rubber waste and turning it into
a separate company while increasing its share in total
transactions of the enterprise, associated with the pur-
chase of raw materials and improving the technology
of its processing, as reflected in Table. 1.
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Table 1
Changes in the share of raw rubber processing department in the total amount
of transactions of the plant and increasing the level of its economic independence
The main content of transactions and shares in it of plant (a) .
. Conversion
and department (b) in%
Phase - - steps of the
Functions Functions department
of the enterprise, a of the department, 6 “ ¢ P
1 Purchase of raw rubber Participation in purchase of | 80 20 | The shop
raw rubber within the
enterprise
2 The sharp reduction in | Self loading of the shop by | 30 70 | The shop as
purchases due to lack of | external orders leased enter-
processing technology of prise
tires with metallic cord
3 The termination of partici- | Development the technology | 0 100 | Creation of a
pation in the work of the | of processing the tires with separate joint-
shop metallic cord, full self- stock compa-
sufficiency in raw materials ny
and orders
Of course, that getting a parametric assessment of Xn+1 = F(Xn), (1)

the unstable environment — this task becomes very
important. But wrongly to consider uncertain and cha-
otic conditions as not to be evaluated. These are the
signs of that an environment perceived as chaotic, has
properties to self-organization, which is being the ob-
ject of study of science synergetic. The object of syn-
ergetic, as the science of self-organizing systems, are
undeniable, as it is believed that the phenomena that
are perceived as a system were emerged in the process
of self-transformation, when their former estate was
considered as chaotic.

The current market environment is made under
the influence of many unaccounted factors that can be
considered as open, dissipative system, which is the
object of study of synergy. Recent research in physics,
biology, social sphere, and now in the economy show
that instability — namely through chaotic system —
prompts changes within her way asymptotic translating
it into a new, relatively stable state. Such asymptotical-
ly stable stationary states which seek any open system,
called attractors.

Attractors, in contrast to traditional research tools
of social processes by mathematical analysis, pro-
gramming and others differ by so important property as
the invariance, i.e. independence from the previous
state of the process. This property has very important
ideological and practical importance, since through this
attractors can be studied without the history of interpre-
tation of massive processes, many factors that affect it,
and only the stationary states in which they evolve.

Formally the evolution of such systems can be de-
scribed for example by means of so-called Poincare
maps, which is as follows:

15

where Xn — coordinate crossing phase trajectory evolu-
tion of the cutting plane in the n-th moment of the
time;

Xn+1 — coordinate of phase trajectory crossing
the cutting plane in the (n+1)-th moment.

As an example, show in Fig. 6 fragment chart dai-
ly fluctuations in load of furnaces in the shop of the
enterprise as a fragment of the usual diagram. To dis-
play the dynamics of loading of furnaces as a point
mapping input data represented in the Table 2 in a form
that meets the requirements of the creation the function
(1).

According to data from the Table 2 display the
point map of the process on Fig. 7, where the abscissa
indicates the value of today, and ordinate — tomorrow,
and so on, changing places. The resulting locus of evo-
lution shows unstable process. If it was a constant, then
displayed to a point at bissektrissa of quadrant, but in
this case shows a decrease boot, revealing three points
of time delay of the process of decline. These points
are characterizing the attempts of internal self-
organization of the system, which can not be called
attractors, i.e. new stable states, to which it aspires.

As a highly successful example of an attractor
show process of variable fluctuations in sales in a su-
permarket on weekdays, as presented in Table 3.

According to data of Table 3 the point mapping of
process is shown in Fig. 8a, and averaging in the form
of an attractor in Fig. 8b. The data of these attractors
are the reliable tool for planning and organizing activi-
ties. Stability of the attractor tested for two years, that
shows the graph in Fig. 9, where for two years only a
few have changed the price parameters of the process,
but steady state is preserved.
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Fig. 6. Chart of download of furnaces
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Fig. 7. The point mapping process of download of furnaces

Table 2
Data for point mapping process changes
loading of furnaces

Point n n+1 Point n n+1
1 8 7 15 5 6
2 7 8 16 6 4
3 8 8 17 4 4
4 8 6 18 4 5
5 6 7,5 19 5 4
6 7,5 10 20 4 2
7 10 10,5 21 2 0
8 10,5 10 22 0 1
9 10 8 23 1 2
10 8 5,5 24 2 0,5
11 5,5 8 25 0,5 0
12 8 9 26 0 0,5
13 9 6 27 0,5 2
14 6 5 and so on

16

Table 3
Data on the daily fluctuation in revenue
in the supermarket (with respect to the lowest
value taken for 1)

Weekday Data on the daily fluctuation
in revenue
1-st 2-d 3-d And
week | week | week | soon
1. Monday 1,035 1,113 | 1,0
2. Tuesday 1,226 1,055 | 1,129
3. Wednesday 1,091 1,088 | 1,145
4. Thursday 1,162 1,124 | 1,117
5. Friday 1,188 1,29 | 1,296
6. Saturday 1,391 1,353 | 1,277
7. Sunday 1,262 1,033 | 1,06
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a)

b)

Fig. 8. The point mapping of attractor of self-organization process of consumption by weekdays:
a) point mapping of self-organization process of consumption by weekdays;
b) attractor towards which seeks the process of self-organization of consumption.

Fig. 9. The evolution attractor of daily sales on weekdays for two years

Such attractors rather accurately reflect the dy-
namics of consumption and in annual terms, by month
of the year, certain groups of goods and the like, at the
same time — without public opinion polls and other
methods to determine the reasons for why variability of
consumption has namely such character. The important
thing is that the establishment of such attractors for
future states of environment allows us to go from ex-
trapolation to the interpolation parameters of the medi-
um, that is more accurate.

Show in Fig. 10 as a stable attractor value of some
general economic indicators of Ukraine compared with
the average data of European countries, according to
which Ukraine is far behind Europe in terms of domes-
tic market share (DM) in total turnover, the share of
small and medium-sized businesses (SB) in gross do-
mestic income and wages (LW) at the same time, hav-
ing the most taxes on business (Lt) than in European
countries. Reduced in adopted Ukrainian budget for
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DM

Ukraine
Lt

Europe

SB

LW

Fig. 10. Attractor sustainable ratio of macroeconomic indicators of Ukraine and Europe:
DM - share of domestic market in total turnover; SB — share of small and medium-sized businesses in gross
domestic income; LW — level of wages; Lt — level of taxes on business.

2015 the rate of single social contribution on business
while raising wages can move off the ground shown in
Fig. 10 attractor towards the performance of European
countries that will fully update base budgeting as a
whole of Ukraine as within it up to planning the activi-
ty of individual enterprises.

Conclusion. Thus, adaptive organization of the
company in the variable and chaotic environment in
conjunction with its parameterization in the form of
attractors of self-organization processes becomes rele-
vant management tool in the conditions of today's mar-
ket.
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KosnocoB A. M. AjanTuBHa oprasizanisi — iH-
CTPYMEHT YIPABJIHHA B MiHJIMBOMY Ccepel0BHILi

VY crarTi po3KPUBAETHCS TOHSITTS aJalTHBHOL Op-
rafizaimii sk iHCTPYMEHTY YIIPaBIiHHS ITiIIPUEMCTBA-
MH B MIHIHBOMY cepeloBHII. B ymoBax Bce OinmbIn
HECTaOIJIbHOI0 PUHKOBOTO CEPEIOBHINA 3POCTAE HEOO-
XUIHICTh y PIIIy4ili pecTpyKTypH3allii CUCTEM YIpaB-
JIHHS TANPUEMCTBAMY, YAOCKOHAIEHHS BCiX (YHKIIIN
VIIPaBIIiHH, BKIIOYAIOYH OpraHi3alliro, ska, sk (GpyHK-
il YIpaBIiHHS, TTOBUHHA MPUCTOCOBYBATHUCS 10 MiH-
JIUBUX YMOB, TOOTO OyTH ajganTtuBHOK. OCHOBHA MeTa
aIaNTHBHOI OpraHi3allii CHCTeMH YIpaBIiHHS MiANpH-
€MCTBAMH € IOJOJIaHHS ii HaJMipHOTO (YHKIIIOHAII3-
My. ToMmy piBeHb periameHTalii nporecy yrnpaBliHHS
MOBHHECH 3HIKYBATUCS B Mipy TOro, SIK MIHIUBICTH
HABKOJIMITHBOTO cepefoBuina 3pocrae. lle Hemunyue
MiJIBUIIYE POJIb CAMOOPTaHi3allii, SIK B MPOIECi ynpas-
JIIHHS BCEpEAMHI MiAMPUEMCTBA, TaK 1 B XaOTHYHHX
mpollecax y HaBKOJIHMIIHEOMY CEPEAOBHII. 3MiHA 30B-
HINIHIX YMOB Ma€e (hopMyBaTH y BIACHUKIB Oi3Hecy abo
KepyHOUuX KOMIIaHiid BOJIO IO peopraHizallii miamnpu-
€MCTBa Ha OCHOBI JeneHtpanizaimii. O0'€KTUBHIM Ta-
pameTpoM JIsl OLIHKH HEOOXiHOCTI HACTYITHOTO KPO-
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Ky B TpOIIECi JeleHTpai3aiii KOMIaHII cTae 4acTka,
Ky B 3arajJlbHOMy 00Cs31 TpaH3aKIid MiJIpHeEMCTBA
BHKOHY€ HOro okpemwii minpo3ain. [loroune puHKOBE
cepenoBHIe (GOPMYETHCS IMiJ] BILTHBOM 0araTboX HEB-
paxoBaHuX (akTOpiB, aye B MpOIECi camMoopraHizaii
BOHO PYXa€ThCS JI0 BITHOCHO CTiHKWX CTaHIB, Ha3Ba-
HUX arpakTopamu. @opMarbHO PO3BUTOK TAKUX CHUC-
TEM MOXKHA OIHCATH 3a JOIMOMOTOI0 TaK 3BAHOTO TOY-
KOBOTO BifoOpaxeHHs [lyankape. Y crarTi npejicras-
JICHUH JTOCUTh YCIIIIHUKA TPHKIAJ aTpaKTopa, SKHi
BiJJOOpaXkae MpoIec caMoopraHizaiii KOJUBaHb 00CS-
riB IpOAaXy B CylepMapKeTax Mo JHsiX TwxHs. [lapa-
METpPH TIOJIOHHUX aTpakTopiB GopMyroTh HaIiiiHy 0a3y
JUTS TUTAHYBAHHS Ta OpraHi3amii MisUIbHOCTI MiAIPHEM-
CTBA B MIHJIMBOMY CEPEIOBHIIIL.

Kniouosi crnosa: opraizailis, ajariTABHa OpraHi-
3aIlist, IHCTPYMEHT YNPAaBJIiHHS, MIHINBE CEPENIOBUILE,
GyHKIIOHATI3M, JeleHTpaji3allis, caMOoOopraHizaiisi,
XaO0TUYHUHN TPOIIEC, ATPAKTOP.

KonocoB A. H. AnantuBHasi opraHM3anusi —
HHCTPYMEHT YNPaBJIeHHS B IePeMEeHHOM cpee

B cTatbhe packpbiBaeTCs MOHATHE aAallTUBHOW Op-
TaHU3aIUK KaK WHCTPYMEHTa YIPAaBICHHS MPEIITPUs-
THSIMH B TIEpEeMEHHOU cpene. B ycnoBusix Bce Gonee
HECTaOMJIBHON PBIHOYHOW Cpebl BO3pacTaeT HeoOXo-
JIUMOCTh B PEUIUTEIBHON PECTPYKTYpPU3AIUH CUCTEM
yIpaBIIeHUsI IPENIPUATHEM, COBEPIIICHCTBOBAHHUE BCEX
GYHKIMIA yOpaBiIeHUs, BKIIOYas OPraHU3aIfio, KOTO-
pasi, Kak (QYHKIUS YIPaBJICHHUs, JTOJDKHA TPUCTIOCA0-
JIUBATHhCSI K M3MCHSIONIUMCS YCIIOBUSAM, TO €CTh OBITh
amantuBHOW. OCHOBHAs II€7b AJaNTHBHOW OpraHu3a-
[IUA CUCTEM YIPABICHHUS NPEIANPUATHEM SBISCTCS
MPEOI0JICHNE ee Upe3MepHoro ¢GyHKmuoHamusMma. Ilo-
STOMY YPOBEHB PEriIaMEHTAIUH TIPOIecca yIPaBICHUS
JIOJDKEH CHUYKAThCS 0 MEPe TOro, Kak MepEeMEHHOCTD
OKpY)KaIoIeH cpenbl HapacTaeT. ITO HEU30EKHO TO-
BBIIIAECT POJIb CaMOOpPraHW3allMK, Kak B IIpolecce
VIIPaBJICHUS BHYTPU MPEATPHATHS, TAK U B XaOTHYE-
CKHX TIpolieccax B OKpykaromen cpene. VM3menenue
BHEIIHUX YCJIOBHH JOJKHO (POPMHUPOBATH y BiaJeib-
1eB OHM3HECa WIM YIPABILIONIMX KOMIIAHWH BOJIO K
peopraHu3aIuy MPEANPHUITHAS Ha OCHOBE JCIICHTPAIH-
3anmu. OOBEKTHBHBIM ITapaMeTPOM JIJIsl OLIEHKH HEeoO-
XOJAMMOCTH CJICIYIONIETO Iara B MpoIecce JIeeHTpa-
TMU3alil  KOMIIAaHWHM CTaHOBUTCS JIOJSl, KOTOPYIO B
o0mmemM o0beMe TPaH3aKIMKA MPEANPHUITHS BBITIOTHSET
ero mojpasznencHue. Tekymas pelHOYHAs cpena Qop-
MUPYETCsI IO BJIMSHUEM MHOTHX HEYYTEHHBIX (pakTo-
POB, HO B MPOIIECCE CAMOOPTaHU3AIUH OHA JIBUKETCS K
OTHOCUTEIIPHO YCTOHYUBBIM COCTOSHHSM, Ha3bIBae-
MBIM aTTpakTopamMu. PopMalibHO Pa3BUTHE TaKUX CH-
CTEM MOKHO OITMCATh B BHJIE TaK Ha3bIBAEMOI'0 TOYECY-

Horo oroOpaxenus [lyankape. B cratse mpencrasieH
JOCTaTOYHO YCIICIIHBIA IPUMEpP aTTPaKTOpa, KOTOPBIU
oToOpaXkaeT MpoIecC CaMOOPTaHU3AIMH HEPEMEHHBIX
KoyieOaHuii 00BEMOB MPOAaX B CylepMapKeTax IO
masM Henenu. [lapamMeTpsl TOZOOHBIX aTTPAKTOPOB
(GhopMUPYIOT HAJCKHYIO 0a3y sl IJIAaHUPOBAHUA M
OpraHu3aIlUyU EATeIBHOCTH MPENPHUITHS B IIEPEMEH-
HOU cpefe.

Kniouegvie cnoga: opraHuzaiys, aganTHBHAS Op-
TaHW3alys, WHCTPYMEHT YIIPaBJICHUS, IIEPEMEHHAs
cpena, (pyHKIMOHAIHA3M, JCIECHTPAIU3ANUI, CaMOOp-
TaHW3aIMA, Xa0THYCCKUN TIPOIIece, aTTPaKTOP.

Kolosov A. M. Adaptive Organization — Man-
agement Tool in Variable Environment

The article argues the notion of adaptive organiza-
tion as the tool for management enterprises in variable
environment. In an increasingly unstable market envi-
ronment the need for decisive restructuring of enter-
prise management systems, perfection of all manage-
ment functions, including the organization, which as a
function of management, must adjust to changing con-
ditions, that is to be adaptive. A main goal of adaptive
organization of enterprise management systems is to
overcome the functionalism. Thus the level of regula-
tion the management process should decrease when
variability of environment is growing. This inevitably
raises the role of self-organization as in management
process within enterprise as in chaotic processes in
environment. If external circumstances dictate, the will
of business owners or management of the companies
must be to reorganize the company on the basis of
decentralization. Objective parameters for assessing the
need for the next step in the decentralization of the
company is the share that in common transactions of
the enterprise takes the unit. The current market envi-
ronment is influenced of many unaccounted factors,
but in the process of self-organization it moves to
relatively stable states called attractors. Formally the
evolution of such systems can be described by means
of so-called Poincare maps. Enough successful exam-
ple of an attractor that show process of variable fluctu-
ations in sales in a supermarket on weekdays is shown
in the article. As a highly successful example of an
attractor show process of variable fluctuations in sales
in a supermarket on weekdays. The data of these attrac-
tors are the reliable tool for planning and organizing
activities.

Keywords: organization, adaptive organization,
tool of management, variable environment, functional-
ism, decentralization, self-organization, chaotic pro-
cess, attractor.
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FORMATION OF METHODOLOGICAL SUPPORT ASSESSMENT
OF NEOINDUSTRIAL MODERNIZATION

The beginning of the XXI century is the era of the
rise of crisis tendencies, and as a result, many imbal-
ances of economic development. The instability of the
current economic model, which led to talk about the
general crisis of capitalism has necessitated the devel-
opment of new models of economic policy of the West.
Reindustrialization is the concept of the new industrial
policy, which focused on strengthening the industrial
base of the economy on qualitatively new basis. It has
become one of the measures to ensure the steady
growth of national economies of developed countries
and to strengthen their economic security within unsta-
ble global economy. As a measure of the new industri-
al policy of reindustrialization is seen mainly within
political economy analysis, but detection of conceptual
frameworks is beyond purely economic issues, and
allows to correlate reindustrialization with modern
modernization process [1; 2]. Modernization of devel-
oping countries, led to them formation of the neoindus-
trial economic base and model of society that is built
the last one. This society has value and ideological
installations inherent to developed modern. This
caused a movement of industrial capacity of developed
nations of the West to the newly industrialized coun-
tries with technologies of mainly 4th technological
generation. The reduction of the industrial base at the
expense of technologies of 3rd and 4th generations,
"deindustrialization", was explained by the necessary
of transformation of the economic foundation of socie-
ty, within the period of development "after modern". In
addition, the permanent scientific-technological revolu-
tion as a "driver" of socio-economic development be-
gan to shift from industrial to post-industrial areas,
from the production of material goods to the produc-
tion of information and services. The described chang-
es have been conceptualized in post-industrial scheme
of public transformation and in some way reflect a loss
of material production role of its driving force.

However, "without such manufacturing - even
modern, highly efficient, minimizing the use of human
labor and material resources, but manufacturing - the
state, even the most highly developed, can not rely on
the fact that for a long period to retain the commanding
heights of world politics and economy" [3, p. 31]. Post-
industrial transformation of developed countries have
not led to the formation of a sustainable model of cri-
sis-free development; conversely, the need to over-

come further degradation and destruction of industrial
infrastructure have arose. The solution to this problem
is possible only within the framework of reindustriali-
zation — a process which is a reproduction of a new
industrial base of the economy and giving it the role of
the driving force of economic and social development.
Reindustrialization not imply the mechanical repetition
of traditional industrialization, which was the driver of
the former previous stages of the modernization: it is in
fact the new wave of modernization that happens on a
new long wave of scientific and technological progress.
The development of high technology begins to make
transformative effect on industrial and preindustrial
manufacturing methods by improving their means.
Analogies of this process can be found in the past
when industrial development started making direct
effect on the agricultural sector and other pre-industrial
sphere through revolutionary upgrade of traditional
tools and technologies. Thus, successful reindustriali-
zation presupposes the existence of developed post-
industrial sector in the economy. Technological
groundwork created by this is a prerequisite for neoin-
dustrialization, because allows upgrades based on the
prevalence of high-tech industry. At the same time,
post-industrial transformation does not necessarily
imply neoindustrialization in its historically specific
forms — as a new industrial policy of developed coun-
tries, which carried out within the framework of their
national economies. In the presence of an open world
globalized economy postindustrial progress can go to
any place in the world which has developed industrial
base. However, the new wave of modernization has
great opportunities to realize where the previous one is
completely finished; the process of de-industrialization
is actually a historical precondition for the "new indus-
trialization".

Consideration of neoindustrialization as a phe-
nomenon that occurs primarily within national econo-
mies, requires ascertaining of some contradictions
between its ideology and the ideology of globalism.
First of all, unlike globalization, neoindustrialization
has a subject: it is the state that conducts a deliberate
policy of not return of lost industry, and creation of a
new one. The literature stands out a range of measures
of industrial policy, as wide (import, export support,
increase of credit resources, reform of the tax system)
as well sectoral [4, p. 27]. There is another contradic-
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tion, also. This contradiction is between active role of
the state, which involving the creation of optimal con-
ditions for its industry, and the principles of free mar-
ket and international competition.

The very existence of such contradictions shows
that the ideology of reindustrialization has significant
differences from the old liberal ideology of industrial
modernization in the West. Inherent in it ideologemes
of open borders, free markets and the rejection of pro-
tectionism contribute to the establishment of a global
economy which frameworks make modernization
waves are not confined within national economies and
facilitating the movement of capital and industries
where this created the best conditions. On the one
hand, overcoming deindustrialization, which became
one of the consequences of globalization entails the
partial rejection of liberal ideology. But on the other
hand — the reproduction of production potential once de
industrialized countries is essentially a manifestation of
the same logic that once led to deindustrialization: a
capital moves followed by favorable business. At the
same time there are some differences between modern
neoindustrialization or reindustrialization and the so-
cialist model of traditional industrial modernization:
the active role of state in the "new industrial policy" is
not imply centralized planning the modernization pro-
cess in all various of its manifestations. Despite the
focus on the "closure" of production chains within the
national economies, the talk about withdrawal of neo-
industrialized countries from the network of world
economic relations which have developed in the global
capitalist economy does not occurs.

It seems that specifying sign of ideology of neo-
industrialization can be described with the words of
Daniel Bell "subordination of economic function to
social objectives" [5, p. 22]; and this is also a contra-
diction with the ideology of globalism, which oppo-
sites "the imperialism of economic component" to
social policy [6, p.24]. Deindustrialization has played a
negative role in the ability the states to fulfill their
social obligations, that is why aims and objectives of a
social nature can not fail to be taken into account when
developing the new industrial policy from now. In this
context positive social effects of neoindustrialization
include: increased employment, increased incomes,
improvement of the business climate, budget support
of different areas across the financial capacity of the
state and so on., which greatly increased. At the same
time, as A. Andreev notes, "the successful implementa-
tion of industrial policy becomes a cause of social
problems itself" [4, p.28]. Thus, the new wave of mod-
ernization which is related to neoindustrialization leads
to increase in labor productivity and, as a result, dis-
missal of the traditional industrial workers. The change
in the structure of employment and the development of
new types can be a one way to solve the contradiction
between the creation of new jobs and layoffs due to the

modernization of manufacturing. The coincidence of
industrialization with new post-industrial shifts allows
to use postindustrial type of employment in industrial
manufacturing: industry that do not require a large
number of employees, may be formed on the basis of
some innovative technologies and development, or
even individual manufacturing functions. Thus, the
development will boost small and medium-sized indus-
trial business, which can be the bearer of such values
as freedom of entrepreneurship, private initiative, the
ability to succeed at their own competencies and oth-
ers. The former traditional industrial modernization led
to the establishment of state-monopoly capitalism, then
turned to deindustrialization and gradually washed
away social base of such values. However neoindustri-
alization able to contribute to its strengthening, despite
the increased role of the state as regulator and supervi-
sor of economic and social processes.

«The industrialization of the XIX-XX centuries,
which experienced all the developed industrial coun-
tries (even as recently said — highly developed coun-
tries), the phenomenon is more or less clear: the extra-
human and extra-animal energy (the coal and steam,
the oil and internal combustion engine, electricity with
current that running through the wires); metal, ma-
chinery, machine tools, parts, unearthly engines;
mechanized factories, mines; partial worker, who also
is an appendage of the machine, machine tool, line,
conveyor; machinist, mechanic, technician, engineer;
self-propelled land, water and air transport; railways,
highways, airports, underground and elevated metro;
wired and wireless communications; large industrial
or with the industry, or simply industrially equipped
city; industrialized agriculture. The equipped industri-
al living space, industrial and lifestyle related and
industrial landscapes correspond to the industrializa-
tion. Nice and all welcomed industrial revolution with
the industrial revolution of all earthly existence: from
nature to nonnature, from natural to art, from naturali-
ty to artificiality!

There is harder with neoindustrialization, be-
cause, on the one hand, it is continued industrializa-
tion, and with another - its negation. Considering with
negation together, not only in terms of conservation of
all, or nearly all, or just a lot of industrial - as the
basis of (positing), but also in terms of additions for
already old industrial by qualitatively new industrial,
which is already not quite industrial - not metalline,
not machinine, not heavy, not weight not visible -
namely, chemical, biological, microworld, countably
informational, automatic, timeless, spaceless, unearth-
ly (cosmic) megaworld, already largely extra-human
(instead-human). A sort neoindustrial industry, or may
be, at least in part of its - and simply neoindustry, but
rather - " technation™ technologism, technum. And it so
happened that in the last quarter of XX century highly
industrialized countries have definitely move on to
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neoindustrialism which was presciently named even
post-industrialism, which, in general, is correct, but in
conjunction with the reality still is not quite, because
the industry has remained, and post-industrialism have
enough of industrialism — the common to the whole of
the industrial age, not only the "iron™ industrial age.
And in the early XXI century it became quite clear that
the advanced countries have become countries with a
powerful post-industrial neo-industrial moment.

The USSR clearly missed its large-scale neoindus-
trialization in its recently. Of course, something was,
but not widely, not volume, not sequentially. It was
possible even to plan industry, but ne industry, its crea-
tion — already no. This is wrong world, this is not
planned, because it is very much closed, unknown,
undefined, independent, willful, capricious, and even
insidious. It was possible to design it, at least for tar-
get-posited funding and incentive, but it was no one to
do it for, because scheduled agents - is not agents at
all, they are only artists, but the great initiators are
required here, that is not so accountable servicemen as
their own acting agents, which was not exist, as it was
no an effective self-organization at the bottom coupled
with an innovative initiative from below, because all
this was foreign for the total planned system, and it
could not to adjust itself to the stimulative design,
and... could not. The "plan - planning - planning"
dogma won the reality, which required only orienta-
tion-assisting design at the top, and a great creative
activity of all possible neoindustrialization agents that
seem to have been technically, but was not economical-
ly, at the bottom. As a result, the country was left with-
out the necessary neoindustrialization, and then, with-
out a lot of industrialism, as the result of the "reforms"
of the 1990s - both died in accordance with ** say-so™
from above and do not withstand the competition from
the outside - from abroad. And what is today? And
today, the problem of self (a) neoindustrialism, and
possibly that with some recovery of industrialism, faces
just before the country at least for the sake of national
security.

Is not to say that we have no our neoindustrial-
ism, that all of it is borrowed, but it can be certainty
said that it is clearly not enough, and not so for the
reproduction of this being, as for its all-round devel-
opment, but not in breadth, not quantified as it was
under industrialism, but depth and quality - as it
should be under neoindustrialism. Now it is important
not so equip society industrial base, although its quali-
ty improving is expected, as to equip a society of new
techno-technological system, which qualitatively
changes the whole way of life, not only in the direction
of its intellectual and the operational complexity, but
also in the direction of its economy, and about the
nature and most human. Do not limitless consumption
of man and nature, but their full savings - with a paral-
lel attaching to being of an existential responsibility,

behavioral modesty and vital proportion. Neoindustri-
alism - is not mere material and technical facilities
update, and this is not only update the material and
technical bases of life, this is also the renewal of man,
of his consciousness; society and its organizations;
culture, and its formal expression; civilization, and its
mechanism. Neoindustrialism — is essential (and even
essential) changes in the outlook, in categorical
equipment of knowing, meditating, and displays pro-
jecting intelligence, in discourses, in languages, in
communications, in sociability (net-like, netium), as
well as, of course, in the man as in the subject of being
(human-computer instead of just a human; computer-
human instead of just a computer). Hence the indispen-
sable novelties in the upbringing, education, enlight-
enment, formation of the person and his personal
world, already least of all socially sustainable - closed-
cell, family, collective, but above all individnyh, stand-
alone, atomic, but, nevertheless, very mobile. One way
or another, but neoindustrialism - is another part of
being, additional, riser, but also advanced, leading,
influential, if not dominant.

The pure intellect with free intellectualism owned
a special place in the neo-industrial society-netium.
Life, management, organization, updating - now it is a
big intelligence-game in which the main prize is... this
very game! Something like a modern cosmopolitan
football, but just without terrible dimensionless fees.
All the same who all the same where, all the same for
which - if only the process-game - continuous and en-
tertaining! Neoindustrialism against not only tradition,
but also of any permanence. It against all the bases,
bases, roots and attachments. All the same which one -
the Fathers, "native", regional, country, folk, national,
continental, and even the earth. Like it to someone or
not, but neoindustrialism — is a sort of sub-system is
not only the highest, but also... high anti-system - cor-
rosive, facilitating and devastated the existence of any
stable, although it parasite need. Neoindustrialism is
so creative in virtual-intellectual sphere, as so destruc-
tive in real-life. Neo-industrial revolution - albeit a
need and an inevitable measure, but at the same time
and quite a dangerous game - a life and death! Neoin-
dustrialism has more death than life! That is why there
needs understanding, discernment and anxiety, leading
to control and curb neoindustrialism: neoindustrialism
leads to the final alteration human posthuman, and
society posthuman mass. Neoindustrialism — perhaps,
without knowing, — involuntarily calling out to the
instinct of universal security, which able to realize
itself within the framework of reasonable neo-
industrial policy.

Neo-industrial policy can not fail to include not
only incentives of neoindustrialism, but also and con-
trol over it. In general - a holistic comprehensive regu-
lation by the responsible for the human survival regu-
latory center. Neo-industrial imperialism, not to men-
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tion fascism - not only virtual, but very real possibility!
That is why the need comes up as a tactical developing
neoindustrialism as its strategic sequencing, even lim-
iting, central dirigisme, and in this particular case —
neodirigisme. Neodirigisme — is the dirigisme of era of
neoindustrialism: flexible, discrete, motivating, game
(something like a referee at a football field). This is
dirigisme, combined with neo-liberalism, which, unlike

restraint and do not reject limits and guidelines given
by dirigisme» [7].

For each stage of modernization we defined a set
of indicators, the share of which is universal, and their
reference (standard) values (Tab. 1). Reference values
for indicators modernization vary depending on the
stage of modernization, the assessment of which they
are used.

the industrial liberalism, is no stranger to some self-

Table 1
The indicators of assessment of modernization stages and their reference values
The indicator’s name Reference value
(specification of used parameter) industrial post-industrial neoindustrial
modernization| modernization modernization
Economic indicators
Gross regional product (GRP) per capita, UAH. 34746,57! 2000002 200000
The share of value added in agriculture in GRP, % 153 X X
The share of value added in services in GRP, % 45 X 72
The share of value added in the material sphere (the share of] X 28 X
agricultural and industrial added value in GRP), %
The share of people employed in agriculture, % 30 X X
The share of employment in services, % X X 72
The share of labor in the material sphere (the proportion of peo-
. . . X 28 X
ple employed in agriculture and industry), %
The share of recycled waste X X 100
Social indicators
The share of urban population (urbanization level), % 50 78 78
Medical services (number of doctors per 1,000 inhabitants), %o 1 3 3
;he infant mortality rate (number of deaths per 1000 live births), 30 ) X
00
Life expectancy, years 70 79 79
Indicators of knowledge and innovation in knowledge
The level of literacy among adults, % 80 X X
The share of persons with secondary education (the proportion of]
students in secondary schools, the population of the correspond- X 100 X
ing age), %
The share of people with higher education (the proportion of]
students receiving higher education among the population of the 15 67 67
relevant age), %
Financing innovation in knowledge (the cost to R&D and GRP), N 3 3
%
The human contribution to innovation in knowledge (the number
of scientists and engineers in R&D underemployed, population X 50 X
10,000), people.
Patents for innovation in knowledge (the number of people that
L . X 774 774
apply for patents per 1 million. Inhabitants), people.
The prevalence of the Internet (the number of Internet users per
: . X 70 70
100 inhabitants), people.
the proportion of those who raised the qualification and got a
new profession x x 2

x —the indicator is not used for the estimation of modernization stage.

! The default value is accepted at the level of 6399 USD for 2000. In these calculations, the default value provided

by NBU is 5.43 UAH to 1 USD for 2005.

2 In determining the arithmetic mean of the indicator used values of the United Kingdom, Germany, China, Italy,
USA, France and Japan for the correspondent year. Source: Organization for Economic Co-operation and Development
/ www.oecd.org. - 2013. - Access:http://stats.oecd.org/Index.aspx?datasetcode=SNA_ TABLE4.

3 This and other default values suggested by the authors of The Overview report [8].
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All indicators are divided into two groups - stimu-
lants and destimulants. Stimulants (positive indica-
tors) — are indicators, the increase in which value ac-
celerates the modernization. The inverse indicators
(destimulants) are indicators which values are holding
back growth processes of modernization. The destimu-
lants of industrial modernization is the infant mortality
rate, the proportion of value added and employment in
agriculture; for post-industrial modernization — this is
the infant mortality rate, the proportion of value added
and labor in the material (industry, along with agricul-
ture) sector. All other indicators are stimulants. Des-
timulants are not used for calculating and integrated the
modernization.

Each indicator is weighing by comparing it to the
baseline (standard) value. Weighing of indicators car-
ried by the formula:

a) for positive (stimulants) indicators:

Ii=(RVmnp/BVip) x 100 (1)
b) for inverse (destimulants) indicators:
L= (BVIND / RV[ND) x 100 (2)

where [; — is development index of the i-th indicator;
RVmp — real (actual) value of i-th indicator;'
BV — basic (standard) value of i-th indicator.

For industrial modernization i = 1 + 10; post-
industrial modernization i = 1 + 16; for integrated
modernizationi= 1+ 12.

The indices indicators groups and index of inte-
gral stage of modernization are defined after indicators
weighing. Indices of the industrial and integrated mod-
ernization are based on three groups of indicators, indi-
ces of post-industrial modernization - are based on four
ones. The formula used to modernization indexes is as
follows:

a) for post-industrial stage of modernization:

Iem = (IK + Igr + ILQ + IEQ) /4 (3)

where Ipm - postindustrial modernization index;

Ik — knowledge innovation index (Ix = X /3,
1=1+3);

Ikt — knowledge transfer index (Ixr = XIi/4,
1=4-+7);

ILq — life quality index (ILq = ZIi/5, 1 = 8+12);

Igg — economy quality index (Igq = XLi/4,
i=13+16);

b) for industrial and integrated modernization:

I = (g1 + Ist + Ix1) / 3 4)

where Iiv — industrial / integrated modernization index;

! In this calculations, the publishing of The State
Statistics Service listed on the website under "Publica-
tions"\"Regional Statistics" and printed sources [10, 11]
was used as sources of the real (actual) indicators. Access:
http://www.ukrstat.gov.ua

Ier — economic indicators index (Ier = XIi/4,
i=1+4);

Ist — social indicators index (Is; = ZIi/4, 1 = 5+8);

Ixi — knowledge indicators index (for industrial
modernization Ixr=2ZI/2, i = 9+10; for integrated
modernization Ix; = XIi/4, i = 9+12).

The industrial and post-industrial stage of mod-
ernization comprises the following phases of evolution:
beginning, development, prosperity and the transition
to the next stage of modernization. The instruments
used to determine the stage of modernization phase
involves the use of indicators of relevant stage only.
The result of the final assessment is the total indexes
and integral values of phases of each modernization
stage. Indicators of industrial modernization phases are
shown in Tab. 2, postindustrial — Tab. 3. Phases and
phase values of integrated modernization are not con-
sidered.

Table 2
Classification of phases and values of the signal
indicators of the industrial modernization

Phase |The ratio|The ratio| The ratio | The ratio
of value | of value |of agricul- | of agricul-
added in | added in | tural em- | tural em-
agricul- | agricul- | ployment | ployment

tureto | tureto | tototal | to indus-
GRP value | employ- | trial em-
addedin| ment | ployment
industry
Transition- <59, <02 <10% <02
al phase
Blossom- >5%, >0,2; >10%, )
ing phase | <15% | <08 | <30% |02 <08
Develop- >15%, >0,8; >30%, )
ment phase | <30% | <20 | <s50% |28 <20
Initial >30%, | >2,0; >50%, .
phase <50% | <50 | <gov |Z20=>0
Traditional | 550, | 550 | >80% | =50
society

The following values assigned for each phase of
industrial modernization: traditional society — 0; initial
phase — 1; development phase — 2; blossoming phase —
3; transitional phase — 4. The calculation of the devel-
opment phase of industrial modernization (Pv) is car-
ried out by the formula:

Piv = (Vvaa + Vvaawvai + Vea + Vear) / 4, (5)

where Vyaa — phase set value determined based on the
ratio of value added in agriculture (0+4);

Vvaawvar — phase set value determined based on
the ratio of value added in agriculture to value added in
industry (0+4);

VEea — phase set value determined based on the
share index of agricultural employment in the total
employment structure (0+4);
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Vearr — phase set value determined based on the
ratio of employment in agriculture to employment in
industry (0+4).

Table 3
Classification of phases and values of the signal
indicators of the post-industrial modernization

Phase The share of | The share of em-
value added in | ployment in mate-
the material rial sphere
sphere

Blossoming <20% <20%
phase
Development >20%, <30% | >20%, <30%
phase
Initial phase >30%, <40% >30%, <40%
Preparatory >40%, <50% | >40%, <50%
phase

The following values assigned for each phase of
post-industrial modernization: initial phase - 1; devel-
opment phase - 2; blossoming phase - 3. The calcula-
tion of the development phase of post-industrial mod-
ernization (Ppwm) is carried out by the formula:

Pem = (Vvamp + Vewmp) / 2, 6)

where Vvamp — phase set value determined based on
the real value added of material production (0+3);

VEemp — phase set value determined based on the
real rate of the share of employment in material pro-
duction in the structure of total employment (1+3).

The index of industrial or classical modernization
represents a progress of socio-economic system in the
transition from an agrarian to an industrial-type of
manufacturing. There is a departure from primitive
forms of manufacturing, which developing primarily in
the areas that provide the extracting, primary pro-
cessing of resources and require workers with low
qualifications. The manufacturing of a wide range of
pre-defined products that provide increasing skills
comes instead of extraction of natural resources.
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Kuxapea 0. 1., KoroB €. B. ®opmyBaHHs
MeTO10JI0Til OLiHKM MiITPUMKHU HeoiHAycTpiaabLHOI
MojepHi3amii

V cTaTTi po3rIsHYTO MOHATTS PEeiHIyCcTpiami3aliii,
yMOB ii BUHWKHEHHS, iCHYBaHHS Ta IEPEXOIy IO IO-
HATTS "HOBOI iHAycTpiamizamii". BusBieHo MO3UTUBHI
comianbHi eeKTH HEOiHAyCTpiaii3allii, yMOBH PO3BH-
TKy JpiOHOTO i CepeHBOrO IPOMHUCIOBOrO Oi3HECy.
s xoxxHOT cTanii MojepHi3amiii BU3HAYEHO HaOIp
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IHAWKATOPIB. TaKoX (OPMYNH 3BKYBaHHS IIUX 1HIH-
KaTopiB Ta IHTErpaisbHi 3Ha4YeHHs (a3 KOKHOI cTasil
MOJICpHi3aIlii.

Kmouogi cnosa: peinmycrpianizaiis, HEOIHIYCT-
piamizarisi, HeoixycTpianbHa MOJEPHI3aIlisl, IHTErpah-
Ha MOJIepHI3allisl.

Kuxapera IO. B., Koros E. B. ®opmupoBanue
METO/IOJIOTHH OLEHKH TOJIEPKKH HEOWHAYCTPH-
aJIbHOW MOJIepHU3AIINH

B cTathe paccMOTpPEHO MOHSATHE PEUHIYCTPUATH-
3aliH, YCIOBUI €e BO3HUKHOBEHHS U CYIIECTBOBAHHS
U Tepexo]l K MOHATHIO «HOBOW HHIYCTPHAIH3aLIUI.
OOHapyXCHbl TO3UTHBHE COLHANBHBIE  A(PPEKTHI
HEOWHTyCTPUAITN3AINHY, YCIOBHS Pa3BUTHSI MEIKOTO U
CpellHero MpOMBINUIEHHOTO Oun3Heca. Jlns Kakmon
CTaIui MOJCPHU3AIMH OINpPEACICH HAa00p HHIMKATO-
POB, a Takxke (GOPMYJIbI B3BCIIUBAHUS STHX UHIUKATO-
pPOB M HMHTerpajibHble 3Ha4YeHHs (a3 Ka3moi CTaauu
MOJICpHH3AIIHH.

26

Karouegvle cnosa: penHOycTpuanusanys, HEOUH-
JyCTpUaIN3alysi, HEOUAYCTpUAIbHAS MOJAEPHHU3ALINA,
HWHTErpajibHa MOJIEPHU3AIHSI.

Zhykhareva Yu. L., Kotov E. V. Formation of
Methodological Support Assessment of Neoindus-
trial Modernization

In the article the concept reindustrializatsiyi, the
conditions of its occurrence, existence and transition to
the concept of "new industrialization". The positive
effects neoindustrializatsiyi social conditions of small
and medium industrial businesses.

For each stage of modernization of the defined set
of indicators formulas weighing these indicators and
integral values of phases each stage of modernization.

Keywords: reindustrialization, neoindustrial eco-
nomic, neoindustrial modernization, integrated mod-
ernization.
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NEW CONCEPT OF SUSTAINABILITY AND SCANDINAVIAN COUNTRIES’
SUSTAINABLE DEVELOPMENT POLICY

Sustainability has been a burning issue for all
times. As an abstract concept it is relative to all spheres
of human development and existence. This notion is of
primary importance for everyone: scientists, politicians
and common citizens. However, the stakeholders are
still looking for the reliable ways to reach sustainabil-
ity in practice.

The following set of events can be mentioned as
milestones in understanding sustainability. In the early
1970s J. Forrester and Donella H. Meadows created the
background for its modern vision. J. Forrester was the
first who raised and empirically proved a concern that
the economic growth is limited by natural resources
availability thus, from his point of view, the environ-
mental factor can’t be ignored in the modern economy
[1]. A little bit later active discussions were focused on
the paper “The Limits to Growth: a Report for the Club
of Rome’s Project on the Predicament of Mankind”
written and presented by Donella H. Meadows [2],
where the new vision of growth in a strong connection
with the environmental factor was presented.

These papers tuned the attention of the world so-
ciety to the new issue: how to use natural resources
effectively to be less harmful to the environment and to
extend the limits of growth. It was recognized that
unlimited growth and sustainable economic develop-
ment could be reached due to such factors as human
knowledge, innovative technologies and resources
substitutes.

The first and the most important step towards the
new concept of sustainability formation was done at
the United Nations Organization conference on the
Human Environment at Stockholm in 1972 [3]. It was
stated that sustainable development should be based on
harmonious development of three pillars: economic,
social and environmental. Almost two decades later, in
1992, the contemporary concept of sustainability was
eventually formulated at the United Nations Organiza-
tion conference on Environment and Development and,
thus, recognized by the world community [4]. It was
agreed that “human beings are at the centre of concerns
for sustainable development. They are entitled to a
healthy and productive life in harmony with nature”

[4]. This is the assumption we operate with in this re-
search.

It is also verse to mention the outcome document
for Rio+20 United Nations Conference on Sustainable
Development hold in Rio de Janeiro in 2012, entitled
“The Future We Want” [5], where “a firm foundation
for social, economic and environmental well-being is
provided” as UN Secretary-General Ban Ki-moon said
[6]. The document calls for a wide range of actions to
go forward to the sustainable development of the world
society.

The case for our research into the nature of a sus-
tainable development was the pioneering experience of
the Scandinavian countries who were the first to
change the policy direction according to the ideas that
appeared as early as in 1974.

The study is to answer the question: how effective
has the Scandinavian countries’ sustainable develop-
ment policy based on the new concept of sustainability
been?

In our essay we will first cover the main guide-
lines of their policy and dwell on its specific features.
Then we will attempt to prove this policy effectiveness
by demonstrating the dynamics of key indicators in
three main domains: economy, society and environ-
ment. We will conclude with comparing the sustaina-
ble development policy results with the relevant indica-
tors in three main domains of European countries de-
velopment to prove the effectiveness of this policy to
be followed and disseminated.

To ensure the reliability of our research we have
regarded the following official documents: the Declara-
tion of the United Nations Conference on the Human
Environment (1972) [3], The Nordic Environmental
protection Convention (1974) [7], Rio Declaration on
Environment and Development (1992) [4], Press Re-
lease of Rio+20 United Nations Conference on Sus-
tainable Development [6]; figures from The Global
Competitiveness Report 2012-2013 (2012 World Eco-
nomic Forum) [8], Human Development Report 2013
(the United Nations Development Programme) [9],
indicators devised by Yale University [10] and data of
The World Bank [11-14].
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So let’s begin with an overall snapshot. Nowadays
Scandinavian countries are the prime example of coun-
tries with socially oriented economy based on the in-
tegrity of market economy and strict system of state
regulation. But their phenomena we see in the fact, that
they were the first among European countries who
recognized “the urgent need to protect and improve the
environment” [7] to reach sustainability in develop-
ment and convinced their will in the frame of the Nor-
dic Environmental Protection Convention commitment
[7]. This particular decision determined precisely their
leading position in the coming future in comparison
with the world society which realized the necessity of
caring attitude to the environment almost twenty years
later [4].

The basic peculiarities of their policy are [15]:

growing state governance role;

high social responsibility of business;

strict fiscal policy (multilevel system of tax rates,
which depends on the level of individual income reve-
nue);

protection and support of domestic producers by
subsidizing such spheres as (agriculture, industry, en-
ergy, shipbuilding, health service, ecology and sci-
ence);

foreign direct investments “filtering”;

strict government control over environment pro-
tection;

power engineering development (based on energy
conservation technologies);

financing of research efforts to develop new ener-
gy conservative technologies;

emphasis on energy conservative and improved
extraction technologies;

protection of forest and water resources.

Thus the economic policy of Nordic countries is
focused on the following directions: decreasing of
anthropological burden on the environment, the control
of ecological standards maintenance in activity of en-
terprises and increasing the level of energy saving due
to the new innovative technologies introduction [15].

So let us now look at how this policy results in
basic indicators of three main domains of countries
sustainable development.

We have analyzed figures in dynamic from the
starting point of Scandinavian Countries’ Sustainable
Development Policy (from 1974 and till now). Moreo-
ver, we compared them with the world and the Europe-
an Union average to show the visible progress and the
effectiveness of the policy.

In economy we have taken into consideration as a
key indicator GDP per capita [11]. At Figure 1 we can
observe steady growth of this indicator with insignifi-
cant fluctuation from 1974 until 2008. During that
period GDP increased significantly, but the most im-
pressive rates of its growth were demonstrated since
2001 till 2008. At the time of economic crises the indi-
cator naturally dropped, but after 2009 we again ob-
serve its upturn. It gets clear from table 1 that GDP per
capita of Scandinavian countries has been exceeding
the EU’s and the world average the whole investigating
period.
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Gross Domestic Product per capita (current US $) [11]
28

Exonomiunuii Bicauk Jlonbacy Ne 4(38), 2014



Y. V. Khomenko, I. A. Khomenko

In order to regard social sphere we have used such
indicator as government consumption expenditure, in
particular, its share in GDP (Figure 2) [12], which are
used as social transfers in kind (value of goods and
services that are supplied to households without any
transformation (pension, social protection, health pro-
tection etc.).

Comparing the indicators of Scandinavian coun-
tries with the world and the EU’ average, we deter-
mined the following tendencies: the indicators of Swe-

den and Denmark were exceeding the EU’ and the
world average during whole period, Finland managed
to climb higher than the EU’ rates in the middle of 80t
and after that it held up its position stable, Iceland left
the EU far behind roughly in 1992 and began strength-
ening its position submitting an upward trend the fol-
lowing next years. Norway demonstrated the level
higher than the EU’ only from the end of 80" till the
2004.
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Fig. 2. Share of government consumption expenditure in GDP, % [12]

Then we marked at the graph the most important
events in the new concept of sustainability evolution:
the Nordic Environmental Protection Convention ad-
mitting (1974) [7], which determined the priorities of
Scandinavian countries’ sustainable development poli-
cy, the Rio Declaration on Environment and Devel-
opment adopting (1992) [4], due to which the signifi-
cance of the global environment was recognized by
the world community.

The hidden point of Scandinavian countries’ suc-
cess w see in their immediate reaction on the new vi-
sion of sustainability appeared in the early 1970s. As
soon as the world society got the recipe how to extend
the limits of growth the Nordic countries changed the
priorities of their policy and switched their attention to
the environment protection.

As it was mentioned above, one of the main prior-
ities in Scandinavian countries’ policy is a creation of
an appropriate financial basis for research and technol-
ogy development. The diagram on Figure 3 reveals
research and development expenditure of European
countries in percent of GDP in 2010 [13]. As we see in
2010 four Scandinavian countries exceeded not only

the EU’ and the world average rates, but also the target
of EU for 2020.

As a rule, research efforts stimulate alternative
and nuclear energy use. The graph on Figure 4 [14]
shows superiority of almost all Scandinavian countries
comparatively to the world and the EU’s level during
the whole regarded period. Ireland occupies the leading
position demonstrating the highest percent of alterna-
tive and nuclear energy in total energy use (84%), the
third and the fourth places belong to Sweden and Nor-
way correspondingly, Finland stepped to the sixth posi-
tion in rating. The first three Scandinavian countries
exceeded the European Union average more then two
times and more then four times the world average.
Such impressive results confirm, that the priorities in
Nordic countries policy are right and its instruments
and methods seem to be the most effective ones.

Thus, having all domains regarded we may con-
verge basic results in conclusive table (Table 1). We do
this as follows: we will look at Scandinavian countries
in world rankings using aggregate indexes which in-
clude previously mentioned indicators. They are the
Global Competitiveness Index reflecting the economic
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achievements [8, p.14-15], the Environmental Perfor-
mance Index showing the current state of the environ-
ment [10] and the Human Development Index present-
ing quality of human being [9, p. 144-147]. They were
regarded in recent years.

Being among thirty leaders Scandinavian coun-
tries demonstrate strong positions in the world econo-
my. Finland and Sweden are the third and the fourth

The Scandinavian Countries in the World Ratings [8, p.14-15; 9, p. 144-145; 10]

country correspondingly in the Global Competitiveness
Index ranking, Norway is the third country in the Envi-
ronmental Performance Index ranking and the top one
in Human Development Index ranking, Sweden re-
mains on the seventh position in the last ranking. Thus,
Norway, Sweden and Finland seem to be the most
successful Nordic countries and the world ones as well.

Table 1

Environmental

Economy sphere Social sphere
Global Environmental Human
Competitiveness Perfomance Development
Index* Index** Index**=*
2012-2012 2012 2012
Score Rank Rank
Finland 5,55 3 64,44 19 0,892 21
Sweden 5,53 4 68,32 9 0,916 7
Denmark 5,29 12 63,61 21 0,955 15
Norway 5,27 15 69,92 3 0,955 1
Iceland 4,74 30 66,28 13 0,906 13
Ukraine 4,14 73 46,31 102 0,74 78

* Global Comtetiveness Report 2012-2013 (2012 World Economic Forum)

** Human Development Report 2013 (the United MNations Development Programme)

*** Yale University

So nowadays we may observe obvious results of
Scandinavian countries policy proved by the certain
figures. The hidden point of their success lied in the
immediate reaction on the new concept of sustainabil-
ity appeared in the early 1970s. They were the first
who switched the priorities of their policy on decreas-
ing of anthropological burden on the environment, the
control of ecological standards maintenance in enter-
prises activity and increasing the level of energy saving
due to the new innovative technologies introduction,
thus implementing in practice the new vision of human
life in harmony with nature, while the other countries
were still in the process of discussing pros and cons of
this concept. The right priorities chosen at the right
time let Scandinavian countries demonstrate today
strong positions in the world economy. Being among
thirty leaders in the world ratings (Global Competi-
tiveness Index Rating, Human Development Index
Rating and Environmental Performance Index Rating)
they are far ahead of the most European countries in
their socially-oriented economic model, research ef-
forts, advanced energy conservation technologies, in-
novations and environment protection attitude. Thus,

we have enough arguments to announce effective re-
sults of Scandinavian Countries’ Sustainable Devel-
opment Policy and recommend its basic principles as a
roadmap for other countries willing to be responsible
for their “economically, socially and environmentally
sustainable future” [5]. Definitely the application of
this approach in the frame on Ukrainian economic
policy or some other countries’ policy deserves deeper
and more detailed investigation and could be the topic
of my further research.
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Xomenko S1. B., Xomenko I. A. HoBa koHuen-
Iifl CTAJIOCTI Ta MOJITHKA CTAJIOT0 PO3BUTKY KpaiH
CkananHasii

B naniii po6oTi Oysa 3aificHeHa cripoba OTpuMaTH
BIJIMOBIIb Ha 3alHTaHHS: HACKUIBKH € €(QEeKTHBHOIO
MOJITHKA CTAIIOTO PO3BUTKY KpaiH CkaHTWHABIi, IO
3acHOBaHa Ha HOBOMY OaueHHi cramocti? B mepmmiit
YacTHHI poOOTH OYII0 OMPaIbOBAHO EBOJIIOIIIIO0 KOHIIE-
MIIii CTajocTi, Hajami OyJio BU3HAUEHO KIIFOYOBI 0CO0-
JUBOCTI Cy4acHOI MOJITHKK KpaiH MiBHIYHOI €Bpory,
sIKa 30pPIEHTOBAaHA TEPEBAKHO HA peallizaililo HaCTYII-
HUX HaIpsMiB: 3MCHIICHHS aHTPOIIOTEHHOTO HABAaHTA-
JKCHHS HA HAaBKOJIMIIHE CEPEJOBHUINE, KOHTPOIh 3a
JOTPUMAaHHSAM EKOJIOTIYHUX CTaHAAPTIB B JisTIHOCTI
MIJNPUEMCTB Ta TiJABUICHHS PiBHS €HEPro30epeKeH-
HS 32 PaxyHOK BIIPOBA/KCHHS HOBUX IHHOBAIIMHUX
texHonyorii. OCHOBHA YacTHHA POOOTH TPHUCBSUCHA

BU3HAYEHHIO PE3YJbTATIB IOJITHKU. 3 II€I0 METOI0
0a30Bi EKOHOMIYHI Ta COLIATBHI TOKa3HUKHU OYJIO MPo-
aHaIII30BaHO B JIMHAMIII 3 MMOYATKy peaji3allii moiTu-
KH CTaJIOr0 pOo3BUTKY Kpain CkanauHagii (3 1974 p. mo
TenepimHii yac). OkpiM 1BOro, MO0 MPOIEMOHCTPY-
BaTH HAOYHHUHI Tporpec Ta €PEKTUBHICTH IOJITHUKH,
MPOBOJMIIOCH IX MOPIBHSIHHS 3 CEPEIHIM PIBHEM B CBiTI
Ta cepell kpain €Bponeiicskoro Corozy. IlepedyBatoun
cepell TPUIIATH KpaiH JiIepiB CBITOBUX PEHTHHIIB
(iHmekc ri100ambHOI KOHKYPEHTOCIPOMOXKHOCTI, iH-
JICKC JIFOJICBKOTO PO3BHUTKY Ta IHAEKC CTaBJICHHS 0
HaBKOJIMITHHOTO CEPEIOBHINA), CKaHAMHABCHKI KpaiHu
3aliIMarOTh CHOrOJHI 3HA4YHI IMO3UIII B CBITOBIA €KOHO-
MIIli, TAKAM YAHOM MiATBEPIKYIOYH BIpHICTH 00paHUX
MPiOPUTETIB PO3BUTKY.

Kniouosi cnosa: cranvii po3BHTOK, IMOJITHKA CTa-
JIOTO PO3BUTKY, CTANICTh, KpAlHU CKaHAWHABII, €HEPro-
30epeKeHHS.

Xomenko S1. B., Xomenko M. A. HoBasi koH-
Henuus yCTONYMBOCTH M TOJMTHKA YCTOMYHMBOIO
pa3BuTus ctpaH CKaHANHABUM

B nmannO# paboTe mpeAnpuHsITa TOMBITKA HAX0XK-
JICHUS OTBETa Ha BOMPOC: HACKOIBKO A(PEKTHBHA
MOJINTHKA YCTOWYMBOTO pa3BuTHs crpaH CkaHAWHA-
BUM, OCHOBAaHHAas Ha HOBOM BMJIEHUM yCTOMUMBOCTHU?
B mepBoit yacti paboThI IPOBOIUTCS 0030 IBOIIOIHU
KOHUEMNIHUHA YCTOWYMBOCTH, Jaliee ONpPENestoTCs
KIIIOYEBBIE OCOOCHHOCTH COBPEMEHHOH IOJIMTHUKA
CEBEPHBIX CTpaH, KOTopasi B OOJbILEH CTENeHH OPUEH-
THPOBaHA Ha peali3aluio CIEAYIOIIMX HaNpaBiIeHUM:
YMEHBIIICHHE aHTPOIIOTCHHOW HAarpy3KH Ha OKpYXKaro-
LIYI0 cpeny, KOHTPOJb COOJIOACHHUS SKOJIOTHYECKHX
CTaHIapTOB B JEATEIbHOCTH NPEANPUATHIA U MOBBIIIE-
HHUE YPOBHS 3HEProcOepeXeHMs 3a CUCT HCIIONIB30Ba-
HUSI HOBBIX MHHOBALIMOHHBIX TexHOJOrud. OCHOBHas
YyacTh paboThl MOCBSILEHA OMPENENCHUI0 PE3YIbTATOB
nosutukd. C 3TOH Lenplo 0a30BblE DKOHOMUYECKUE U
COLMANIFHBIC MTOKA3aTeNI aHAIM3UPYIOTCS B TUHAMHKE
C Hayalla peau3aluyl MOJUTUKH YCTOWYMBOTO pPa3BH-
s crpan CkannuvHaBud (¢ 1974 r. mo HbIHeUIHee
Bpemsi). Kpome 3Toro, 4roObl TNpOJEMOHCTPHPOBATH
BHIMMBIN TIPOrpecc u 3PPEKTUBHOCTH MOJUTHKH, TIPO-
BOJMTCS UX CPaBHEHHE C MUPOBBIM CPEIHUM YPOBHEM
u cpenqHuM ypoBHeM ctpaH EBpomeiickoro Coroza.
Byay4un B TpunmuaTke JIMAEPOB MUPOBBIX PEUTHHTOB
(uHOekc T700aNbHON KOHKYPEHTOCIOCOOHOCTH, HH-
JIEKC YEIOBEUCCKOTO PAa3BUTHS U WHAEKC OTHOLICHUS K
OKpY’KaroIle cpene) CKaHIMHABCKUE CTPAHbI 3aHH-
MalOT CETOJHs Cepbe3HbIe NMO3ULIMU B MUPOBON 3KOHO-
MUKE, TeM CaMbIM HOATBEPXkIasi MPaBIIBHOCTH IIPUO-
PHUTETOB UX Pa3BUTHS.

Kurouegvle cnosa. ycTOW4MBOE pa3BUTHE, IOJIU-
THKa YCTOWYMBOTO Pa3BUTHSI, YCTONYMBOCTH, CTPAHBI
CKaH/JIMHABHH, YHEPTo30epeKeHHeE.
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Khomenko Y. V., Khomenko I. A. New Con-
cept of Sustainability and Scandinavian Countries’
Sustainable Development Policy

This paper is to answer the question: how effec-
tive has the Scandinavian countries’ sustainable devel-
opment policy based on the new concept of sustainabil-
ity been? At its first part it is given a brief overview of
sustainability concept new vision evolution. Then the
basic peculiarities of modern Nordic countries’ policy
are determined, which is mostly focused on the follow-
ing directions: decreasing of anthropological burden on
the environment, the control of ecological standards
maintenance in enterprises activity and increasing the
level of energy saving due to the new innovative tech-
nologies introduction. The key part of the research is
devoted to the policy results justification. For this pur-

pose the basic indicators of economic and social
development are analyzed in dynamic from the starting
point of Scandinavian Countries’ Sustainable Devel-
opment Policy (from 1974 and till now). Moreover,
they are compared with the world and the European
Union average to show the visible progress and the
effectiveness of the policy. Being among thirty leaders
in the world ratings (Global Competitiveness Index
Rating, Human Development Index Rating and Envi-
ronmental Performance Index Rating) Scandinavian
countries demonstrate today strong positions in the
world economy and confirm in a better way the right
priorities of their policy.

Keywords: sustainable development, policy of
sustainable development, sustainability, scandinavien
countries, energy saving.
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WORLD EXPERIENCE OF THE PUBLIC-PRIVATE PARTNERSHIP
AND CHALLENGES OF ITS IMPLEMENTING IN UKRAINE

Introduction. The necessity to overcome crisis
tendencies in the economy of Ukraine, to provide sus-
tainable development, to upgrade the main industries
and create foundations for economic and social growth
in cities and regions creates main challenges to find
effective mechanisms of collaboration between the
government and business. Even the leading countries
of the world can’t ensure under current conditions the
effective operation of strategic sectors of the economy
and the realization of socially significant projects due
to limited resources and their own finances. Therefore,
pooling of resources and actions of the private sector
and the government through mechanism of public-
private collaboration is an essential step towards solv-
ing social and economic problems of social develop-
ment and improving economic efficiency, becoming an
effective tool to attract investment, introduction of
innovative technologies, increasing national competi-
tiveness in the global market.

The successful implementation of PPP in devel-
oped countries necessitates its positive experience
research of these countries and creation recommenda-
tions to enhance public-private partnership in Ukraine.

In foreign and domestic literature has recently
been given much attention to the problems of for-
mation and development of public-private partnerships.
General aspects of cooperation between the state and
business were analyzed in the works of foreign scien-
tists as D. North [1] V. Varnavskiy [2] J. Kuzminov [3]
and others. Among domestic scholars who studied the
separate spheres of contact and coordination of the
government and business interests should be called
works of Dementieva [4] A. Golovinov [5] and others.
However, the question of theoretical study and practi-
cal development for the establishment of an effective
mechanism of collaboration between business and the
government in Ukraine remain relevant.

Purpose. Generalization of the experience of the
public-private partnership implementing in the devel-
oped countries and development of proposals for the
public-private partnership realization in Ukraine.

Method. The Comparative analysis of the practice
of the realizing public-private partnership in the UK,
France, the USA, the Netherlands.

Results. The formation of the basic concepts of
creating partnerships between the public and private

sector in the leading countries of the world goes back
to the distant past. Economic and legal rules and regu-
lations, governing the partnership between the public
and private sectors, has undergone some transfor-
mations during previous economic recessions, depres-
sions, wars, but, in turn, contributed to the preservation
and improvement of the basic principles of cooperation
between the government and business.

In today's world there are two fundamentally dif-
ferent schemes of institutional changes varied in meth-
odology and depending on the extent to which a signif-
icant shift is taking place within the sphere of the gov-
ernment and private sector relation. [6, c. 12].

The first scheme is a structural adaptation of the
existing institutional frameworks to changing objec-
tives, priorities and conditions along with the economic
activity of the government. The introduction of new
principles, norms and rules of cooperation between
public and private sectors in existing institutions or
occurring in the context of a new economic policy of
the government regulation (the United Kingdom, New
Zealand, Argentina, other countries of Latin America),
or in the context of changes and amendments of the
existing system of public administration (the US, Can-
ada, Japan, EU). The developing countries, which mar-
ket economy development is sufficient to establish
partnership between government and business, are on
track to introduce public-private partnerships in that
way.

The second approach to the implementation of
public-private partnership associated with the for-
mation of entirely new institutional framework, which
corresponds to the principles of the market economy
and provides a new place in the economic life for the
country. This scheme is implemented in the former
socialist countries, the former Soviet Union, in some
developing countries [6, c. 12].

Establishment of special institutions: agen-
cies/departments (in the United States, Britain, the
Netherlands), public corporations (Italy, New Zealand),
associations/alliances (France) and others was enabled
by the changing role of the government in the economy
and expansion of partnerships. The undoubted leaders
of the implementation of public-private partnership are
the United Kingdom, the USA, France, the Nether-
lands.
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UK. The peculiarity of the cooperation between
the public and private sector in the UK was establish-
ment of the Private Financing Initiative in 1992. Dur-
ing the Private Finance Initiative activity (hereinafter -
PFI) was implemented about 700 projects, total in-
vestment of over £50 billion [9].

The main principles of PFI development were the
efficient risk allocation and return on investment, good
price and quality criteria, and the main form of PFI
project implementation was identified — a life-cycle
agreement, i.e. the long-term financing contract and
operation of the facilities in return for periodic pay-
ments from the state budget. Thus, the government
covered the cost of maintenance and repair of assets
throughout the lifecycle of the project. Capital costs for
construction should be carried out by the private sector,
which then depreciated over the life of the project.

However, analyzing the experience of implement-
ing projects, the British government concluded that
several aspects of PFI does not work effectively and
this has led to non-optimal value for money in some
projects, including a slow and expensive process of
procurement, not enough flexible contracts, lack of
transparency future liabilities PFI projects and to ob-
tainment by some investors unexpected gains.

But at the same time some features of PFI had a
positive impact: projects were implemented on time
and according to the predetermined budget costs, creat-
ed incentives for the private sector for effective risk
management and proper maintenance of assets provid-
ed during the implementation of contracts.

In 2011, after a detailed study of the problems of
implementation of public-private partnership the UK
government established a new approach to the devel-
opment of public-private partnership called Private
Funding 2, which is to raise funds to finance schools,
roads, hospitals, water treatment facilities [9]. The
main features of which are:

1) The government acts as an investor in equity
(the purchase of the share in charter capital);

2) Diversification of funding sources: research for
the long-term and less costly sources of finance (insur-
ance and pension funds, long-term loan funds) com-
pared to bank financing (expensive and short-term);

3) Transparency: a number of measures aimed at
improving the reporting, including the establishment
commitments to publish a report on the financing of
the securities market;

4) Improved mechanism for risk sharing, risk
sharing mechanism to improve by changing insurance
and other areas of law;

5) Effective price/quality ratio: the government
should provide advice to achieve the best price/quality
ratio;

6) Centralization: reform involves strengthening
centralized approach to the selection and implementa-
tion of PPP projects.

The United States. The US government and the
close cooperation of private business particularly are
widespread at the municipal level. There are no federal
laws establishing common approaches to the imple-
mentation of PPP projects in the US. In the most states
the public-private partnership is governed by existing
legal acts on an industry basis.

The main institution responsible for the develop-
ment of PPP in the country is the National Council for
PPP (The National Council for Public-Private Parlner-
ships) founded in 2005 [10]. The National Council is a
commercial organization in the government. Promoting
and fostering public-private partnerships at all levels, it
creats conditions for cooperation between the public
and private sectors in socially important for the public
areas.

The Council has the following objectives:

1) provide general information in order to pro-
mote PPP approaches;

2) promotes data exchange between the govern-
ment and private sectors in terms of practical imple-
mentation of PPP approaches;

3) conduct training PPP seminars and workshops;

4) provide technical assistance in the preparation
and implementation of international PPP projects;

5) analyzes the legal framework related to PPP.

In addition, there are a number of other organiza-
tions related to the development of PPP in the US
[10]: the Federal Highway Administration — in the field
of transport infrastructure development, in supporting
the international projects - Department of State: Global
Partnership Initiative and the Millennium Challenge
Corporation (MCC), and a number of regional centers
of PPP.

According to the National Council for Public -
Private Partnership, from 65 basic activities of authori-
ties (water, garbage collection, schooling and parking
so on) mid-size city uses private companies in the per-
formance of 23 activities [10]. It is the only country
with a completely private network telecommunications
and one of the few countries that does not have state-
owned enterprises in the oil, gas and steel industry. In
some states in the US private firms manage prisons.
National parks and forest parks managed by the rele-
vant civil service now also controlled by private organ-
izations.

In general, according to the National Council for
Public-Private Partnership there are from 23 to 65
working municipal services in cooperation with private
business in every city. Its participation in such project
allows local authorities to save from 20 to 50 budget
funds [10].

France. The modern world practice of PPP sug-
gests that French companies are among the leading
international firms using in their activities mechanisms
of public-private partnership [10]. So, they established
and continues to develop one of the two basic models
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of the concession that is widely used in the world - the
"French model", which is different from the rest of the
base model — the Anglo-American - integrated nature
of the concession, when the concessionaire both en-
trusted the development of concession and implemen-
tation of measures necessary for the establishment or
upgrading infrastructure of objects and their operation.
For example, in contrast to the Anglo-American model,
where the choice of private partner held three separate
tenders as: the design, the construction, the mainte-
nance (or control), in France, by contrast, feature is that
there is a tender for all types works or services.

It should be noted that there are no a single law
that would unite all forms of PPP in France. Each form
is governed by different legal acts and rules of admin-
istrative and civil law (for example, French law Ne
2002-1094, 29th of August 2002, known as LOPSI,
allows private sectors to be involved in designing,
building, financing and maintaining of objects for the
purpose of justice, law enforcement, military and Min-
istry of defense, also Government decision Ne 2003-
850 of 4th September 2003 allowing the private sector
to participate in similar contractual schemes listed
above, but also in the healthcare sector).

The Ministry of Finance of France initiated the es-
tablishment of a center of France PPP development
(Mission d'Appui aux PPP (MAPPP), which was offi-
cially opened in May 2005. MAPPP main goal is to
contribute to the executive branch (the initiator of PPP
projects) in the preparation and implementation of
projects PPP throughout France [10].

PPP Center founded as a structural unit of the
Ministry of Finance of France has six people. All deci-
sions made by the center and related to the operation of
the rules in line with the ministry. MAPPP main func-
tions are as follows: development of methodology for
procurement and evaluation of PPP projects; compli-
ance of the draft PPP to legal, financial and quality of
requirements, validation and correctness of the present
feasibility study of the project; help choosing private
consultants; a comprehensive evaluation of the project
before final approval of the Ministry of Finance. The
center promotes training materials to provide advisory
assistance to ministries and agencies in the develop-
ment of PPP. The center is engaged in the publication
of newsletters and participates in various conferences
and other events aimed at expanding the scope of PPP
and exchange of experience among the participants.
But the center does not have the authority to self-
realization of PPP projects, does not conduct require-
ments and any other activities related to the procure-
ment process. In the past few years, the largest number
of PPP projects are being implemented in the construc-
tion and maintenance of roads and water supply [10].

The Netherlands. For the first time a public-
private partnership was applied in the Netherlands in
1980. But as a priority direction of development of the

economy public-private partnership began considered
only 1995. Public-private partnership in this country
has become an alternative to privatization. However,
the government agencies that were responsible for the
introduction and promotion of mechanisms for public-
private cooperation opposed him. Primarily, this was
because most departments of public-private partnership
were unclear. Secondly, there were no experts who
have had issues of public-private partnerships. hirdly,
government officials were confident that the public-
private partnership - the first step to losing performed
public functions by them.

The first PPP projects were related to the con-
struction of roads of regional significance and high-
speed rail networks of roads. All projects have been
successful, as provided services of good quality at a
lower price. Given that PPP has been difficult: projects
were brand new with the latest schemes that are not
repeated from project to project, not enough knowledge
and experience in the implementation and evaluation of
the success of the project, there was no projects that the
government would have an opportunity to study and
propose business for investment, the Ministry of Infra-
structure and Environment established a special de-
partment of public-private partnerships.

Department of Public Private Partnership gives
consultation to the Minister on PPP projects and report
to Parliament on the progress of the preparation and
implementation of projects. It also takes part in pro-
jects, especially on financing contracts in the life cycle,
in addition, the Department conducts training pro-
grams. Before deciding the implementation of a project
under the terms of the PPP government and the parlia-
ment affirm long-term program of public-private coop-
eration, designed for 10-15 years. Then the Depart-
ment of Public Private Partnership evaluates the feasi-
bility of PPP projects. If the PPP projects will be suc-
cessful the government initiates their implementation.
If not, then an appropriate justification is provided by
the Department of the Parliament [12]. However, it
should be noted that the general criteria for assessing
the success of the project in the Netherlands to be de-
veloped. Phase of the project are estimated separately
for individual criteria. The peculiarity of the public-
private partnership in the Netherlands is that the PPP
alone absorbed by regional agencies, which see in it an
effective tool for sustainable economic development
without promoting it by government or private sector.
In addition, the Dutch PPP distinguished by standard
contracts and procedures, that fast and reliable [12].

The most common model is a PPP contract life
cycle, also used concessions, projects of integrated
development activities and alliances. The scope of the
use of PPPs are generally roads, but also it is used in
the construction of educational institutions, museums,
hospitals.
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Thus, the analysis of PPP in the world shows two
main ways of organizing this partnership: First, the
public sector and private partners join an existing com-
pany or jointly establish a mixed company (generally
the government has a greater impact). The main char-
acteristic of this method - association of public and
private finance. Second, representatives of the govern-
ment and business sign contract - this can be a coopera-
tion agreement, agreement on management, implemen-
tation of the Treaty, leasing agreement, concession
agreement, etc. [12].

The common feature of all the countries surveyed,
is that, for the implementation of public-private part-
nerships at the government level that it was established
special centers of public-private partnerships. In differ-
ent countries they have more or fewer rights regarding
decisions on projects and generally administered by the
Ministry of Finance. All centers PPP in one form or
another involved in business planning, provide assis-
tance to project promoters in addition to financial,
technical and other consultants, participate in the pro-
cess of public procurement, including taking sugges-
tions of signing contracts, making analysis of proposals
received, helping bodies of executive authorities con-
cluding the contract.

Ukraine. Today in Ukraine the problem of new
business opportunities using PPP mechanisms is be-
coming increasingly important. Ukraine has a legal
basis for the development of PPP since 1999. The laws
which have been adopted concerned concessions, the
production sharing agreement, the public — private
partnerships and other laws regulating the PPP.

In Ukraine the second half of 2013 started with
the implementation of 160 projects under public-
private partnership (PPP) [13]. They are implemented
in different sectors of economic activity: 71 projects
regard water supply, 32 — production, transportation
and supply of heat, 16 projects — the construction and
operation of transport infrastructure (including sea and
river ports) are implemented, 9 projects in tourism,
recreation, culture and sport, 7 projects aimed at cut-
ting waste and 3 are implemented in the areas of health
and energy.

Today the most common form of cooperation be-
tween the public and private sectors is a concession —
an agreement where the government gives business
rights to use any of the object or property. According
to these terms now in Ukraine are signed 77 agree-
ments, mainly in the provision of housing services such
as water provision (61 contract), production and supply
of heat and electricity, provision of services for the
collection and removal of debris, providing services in
housing maintenance sector. Most contracts of conces-
sions implemented in the ARC (56 contracts) [13].

Another 39 contracts of public-private partner-
ship — joint venture with respect to the objects of state
(municipal) property, of which 16 signed by sea trad-

ing ports. In addition, 44 projects are currently being
implemented with the use of other forms of PPP,
signed 42 leases and 2 — on the equity [13].

To implement the National Action Plan for 2013
to implement the program of economic reforms in
2010-2014 "Prosperous Society, Competitive Econo-
my, Effective State" Economic Development in coop-
eration with experts from UNDP PPP (USAID) and the
author team of the Institute of Economics and Forecast-
ing of Ukraine developed and submitted to the Cabinet
of Ministers of Ukraine Concept of Public-Private
Partnership in Ukraine in 2013-2018 years [13].

At present, work is underway to identify promis-
ing projects and opportunities for attraction of invest-
ments under the terms of PPP.

After analyzing the experience of implementing
public-private partnerships in developed countries and
Ukraine, we can conclude that Ukraine has difficulties
in implementing PPP. The main problem is the pres-
ence of significant risks of investing in capital-
intensive objects denoted in the absence of guarantees
of the government due to political instability in the
country. Country does not ready for the transfer of
certain rights to businesses. Also the problems of PPP
should include staffing component. Experts in public
administration of Ukraine, capable professionally to
make long-term investment contracts are virtually ab-
sent. Such experts do not prepare national educational
institutions, there are no corresponding methods, pro-
grams and courses, in contrast to developed countries,
where human potential and methodological develop-
ments is the base. In Ukraine the state level agencies
that would directly involved in matters of public-
private partnerships, ranging from proposals for pro-
jects that can be implemented through cooperation
between business and government, and ending with the
government as a co-owner of such projects, as prac-
ticed in Great Britain. Currently, the relevant depart-
ments of Ministry of Ukraine is a public-private part-
nership, but they are both informative agencies by
providing information to the public concerning the
conditions and the number of projects between gov-
ernment and business.

Given the experience in implementing public-
private partnerships in developed countries, Ukraine
has the key task is primarily the removal of bureaucrat-
ic obstacles to the implementation of PPP development
mechanism in the spine availability and attractiveness
of PPP municipal level, ensuring a transparent and
public art and access to the implementations of Al PPP
projects, creating a center of PPP at the national level
that would have accumulated experience in implement-
ing PPP projects at the local level, the analysis of posi-
tive developments of national scale.

At present, the issue of implementation of PPP in
in the country is the most relevant, since allow to solve
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a number of problems connected with the funding of
strategically important objects in the regions.

Summary. Qualitative and quantitative leap in the
development of PPP in these countries began after the
establishment of the corresponding institution of en-
hanced well developed legal framework. Thus, we can
conclude that the effective development of PPP in
Ukraine in the long term is possible only if the creation
of the PPP Center and further development of legisla-
tive framework at national and local levels. Practice of
PPP implementing in several countries shows that this
mechanism is used there where the government and
business interests are complementary, but are not able
to operate completely independently of each other.
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0J1eMH HOro BUKOPUCTAHHSA B YKpaiHi

Ha ocHOBi gociiPKeHHST CBITOBOT TIPAKTUKHU 311~
CHEHHS JISP’)KaBHO-TIPUBATHOI'O TIAPTHEPCTBA BUSBJICHO
0COOIMBOCTI CTAHOBJIEHHS HAIIOHAJLHUX MOJENEN Ta
okpeMux (GopMm peanizauii JepuKaBHO-IPUBATHOTO
MapTHEpPCTBAa B MPOBIJHUX €BPOIEHCHKUX KpaiHax 1
CIIIA. CucremaTn3oBaHi €BOJIOIIMHI 3MiHU Yy 3JiHC-
HeHHI (QyHKUIH Jep)kaBu Ta OOIPYHTOBAHO HEOOXi-
HICTh MOOYOBU CUCTEMHU MAapPTHEPCHKUX BIAHOCHH Y
HampsMKy JuBepcUdikaii y4acHUKIB, 3a0e3redeHH]
MPpo30pocTi Ta €eKTUBHOCTI peai30BaHUX IMPOCKTIB.
ApPryMEeHTOBaHO TMOJIOKEHHS MpO Te, IO SKICHUH 1
KUIbKICHUH ~ CTpUOOK Yy  PO3BUTKY  JIepP)KaBHO-
MIPUBATHOTO TMApPTHEPCTBA 3a0€3MeUyeThCs UIIXOM
CTBOpPEHHA HEOOXIIHUX IHCTUTYLIMHMX NepeayMoB i
¢dopM - cremianbHUX YCTAHOB 1 IHCTHTYIIHN IS 31iic-
HEHHS KOHCYJBTAIlill, €KOHOMIUHOi eKCHEepTH3H Ta
CHPUSIHHS CTAHOBJICHHIO CITIBIIpalll JIepyKaBu 1 Oi3Hecy.
BusiBnieHo 0CHOBHI Ipo0JIeMH Ta NPIOPUTETHI HAIPAM-
KM 3J[IHCHEHHS JIep)KaBHO-TIPUBATHOTO MMapTHEPCTBA B
VYkpaiHi B JOBrOCTPOKOBii MEPCIEKTUBI.

Kuouosi  cnosa: nepxapa; 0i3HeC; JepiKaBHO-
MPUBAaTHE MApTHEPCTBO; 3apyODKHHUN IOCBIN; CHIBpO-
OITHULITBO; MOJIENI peai3alii JAep >KaBHO-IPUBATHOTO
MapTHEPCTBA.

OnenueBuu H. B., KoBanésa E. B. MupoBoii
ONBIT TOCYIAPCTBEHHO-YACTHOr0 MNAPTHEPCTBA M
NnpooJieMbl €ro UCNoJb30BAaHUA B Y KpauHe

Ha ocHoBe wuccnenoBaHus MHUPOBOW NpPaKTUKU
OCYIIIECTBJICHUSI TOCYJapCTBEHHO-YAaCTHOTO MapTHEp-
CTBa BBIIBICHBI OCOOCHHOCTH CTAHOBJICHHS HAIHO-
HAJGHBIX MOJIENICH W OTHENBHBIX (HOpM pealn3aluu
rOCYAapCTBEHHO-YACTHOTO MAapTHEPCTBA B BEAYIINX
eBporeiickux crpaHax u CIIIA. CucremaTuznpoBaHbl
SBOJIOIIMOHHBIC M3MEHEHHS B OCYIICCTBICHHH (YHK-
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Ui rocygapcTBa U 0OOCHOBaHa HEOOXOAUMOCTH ITO-
CTPOCHUSI CHCTEMBI IAPTHEPCKUX OTHOLICHUH B
HamnpaBlICHUH JWBEPCUPHUKAIIMHA YYACTHHKOB, oOecre-
YCHUU TPAHCTIAPESHTHOCTH U 3(PPEKTUBHOCTH pealinu3y-
€MBIX IPOCKTOB. APTryMEHTHPOBAHO MOJOXKEHHE O
TOM, YTO Ka4ECTBEHHBIH M KOJMYECTBEHHBIH CKa4yOK B
pPa3sBUTHU  TOCYIAPCTBEHHO-YACTHOTO  MMApTHEPCTBA
obecrieunBaeTCs IyTeM CO3/JaHHUsI HEOOXOIMMBIX WH-
CTUTYLIMOHAIIBHBIX MPEANOCHUIOK U (HOPM - Crielnalib-
HBIX YUPEXKICHHH U WHCTUTYTOB JJIsi OCYIIECTBICHHS
KOHCYJIBTAlUI, YKOHOMUYECKOU 3KCIIEPTU3BI U COJEH-
CTBHSI CTAHOBJICHUIO COTPYAHHYECTBA TOCYAapCTBa U
OusHeca. BBISBICHBI OCHOBHBIE TIPOOJIEMBI U TIPUOPH-
TETHBIC HATPABJICHHUS OCYIIECTBICHUS TOCYAapCTBEH-
HO-YaCTHOTO MapTHEPCTBA B YKpauHe B OITOCPOIHON
MEePCIEKTUBE.

Kniouesvie crosa: TocymapcTBo; Ou3Hec; rocy-
JAPCTBEHHO-YACTHOE  IMMApTHEPCTBO;  3apyOeKHBIN
OITIBIT; COTPYIHHYECTBO; MOJICITH peau3allii rocyaap-
CTBEHHO-YaCTHOT'O TAPTHEPCTBA.

Olentsevych N. V., Kovalyova O. V. World Ex-
perience of the Public-Private Partnership and
Challenges of its Implementing in Ukraine

Introduction. The implementation of the public-
private partnership in Ukraine is becoming vital to the
tackling financial challenges of the construction and
operation of asserts of the strategic importance for
providing socio-economic development of the society
in an environment of budget shortfalls.

The analysis of a foreign experience in the reali-
zation of the partnership between public and private
sectors allows us to organize guidance and conditions
of the PPP implementation for further use in Ukraine.

Purpose. Generalization of the experience of the
public-private partnership implementing in the deve-
loped countries and development of proposals for the
public-private partnership realization in Ukraine.

39

Method (methodology). The Comparative analy-
sis of the practice of the realizing public-private part-
nership in the UK, France, the USA, the Netherlands.

Results. On the basis of the public-private prac-
tice research in the developed European countries and
the United States of America the special features of the
establishment of national models and specific form of
public-private partnership have been determined. Evo-
lutionary changes in the performing the governmental
functions and constructing the partnership system in
the sphere of participant diversification and increasing
the transparency and efficiency of projects have been
traced. It was proved that the quantitative and qualita-
tive leap in the public-private partnership development
in the countries studied pertained to the establishment
of the special public agencies and institutions to hold
consultations, economic expertise and facilitated the
introduction of the collaboration between government
and business. Priority forms and areas of public-private
partnership implementation in the countries studied
have been defined. The main obstacles to the realiza-
tion of long-term public-private partnership forms in
Ukraine related to the political turmoil, absence of state
guaranties and high risks of making investment have
been revealed. The necessity to improve the staffing
capacity of the public-private partnership implementa-
tion process and development appropriate methodology
documentation has been proved. It was concluded that
there is a need to create a special institution to coordi-
nate the implementation of the partnership between the
state and business in Ukraine and improve the legal
framework for the regulation of public-private partner-
ships at the local and national levels.

Keywords: government; business; public-private
partnership; foreign experience; collaboration; public-
private partnership agencies.
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PRECONDITIONS OF STRATEGIC DEVELOPMENT
OF SMALL MINING TOWN (CASE DOBROPILLYA SUBREGION)

Problem. Modern structural crisis and global
post-industrial society building, where the extremely
high value of intangible assets like images, ideas, con-
cepts, identities, symbols, myths, texts, cultural and
technological models, intellectual property, generate a
representation of development programmability about
the concept that future can not only be predicted but
also modeled efficiently. The model of the ‘closed
future’, where the probability of events is strictly de-
termined, remained in the bygone era.

Recent researches and publications analysis.
Recently, due to the increasing of complexity of global
communications and control systems, the emergence of
new political actors, the development of formal and
informal networking communities, as well as in con-
nection with the use of cognitive weapons, humanitari-
an technologies, technologies of ‘controlled chaos’ and
asymmetric strategies, it’s important to mention ‘dis-
covered future’. The horizon of prediction in condi-
tions of globalization and increased social turbulence is
lower, the probability of events to change is deter-
mined not so much as before, but their variability is
greatly increasing.

Design and implementation of management sce-
narios for the future through coordinated point efforts
at every level of the global world-system — are the
tasks and occupation of few "creative class". But such
management is possible only if the defining features of
this class as a whole and its individual passionary and
most charismatic representatives will be subjectivity,
ambitiousness, strategic goal-setting, as well as will
and reasonable qualities. Otherwise the future "for
them," whether it be at the national, regional, local or
of any other level will be created by other people —
representatives of other nations and civilizations.
Therefore, successful builders of the new future it
would be better to define, according to A. Okara as
‘ambitious creative class’ [1].

‘Creation’ of such people in the country, region,
city, etc. — their education, training, promotion at the
effective position in the socio-political structure - be-
comes very important task for all countries aspiring to
the leadership in the new world. Themselves as intan-
gible assets and technology of the ‘soft and reasonable
power’ become the "building blocks" which make up
the future.

Independent problem in the Donbas is ecology. In
2011, the government adopted a new environmental
strategy until 2020, which provides the reduction of air
emissions from stationary sources by 10% by 2015 and
by 25% by 2020 compared to 2010. However, at the
end of 2012 the emission of pollutants (excluding car-
bon dioxide) from stationary sources only increased —
from 4.13 to 4.33 million tons [2].

At the same time 35% of all the emissions there
are in the Donetsk region from stationary sources
(1510000 tons), although three years ago there were
33%. It is therefore not surprising that in 2012 the local
government adopted its own plan of action for the pro-
tection of the environment for the next 8 years. It in-
cluded 31 events totaling 30 billion USD. A major role
in this regard is played by SCM Group Rinat
Akhmetov — "Metinvest" and DTEK. The company
group "Donetskstal" is on the second place.

It should be noted that such programs exist for
years, but usually plans to reduce emissions were not
met. Meanwhile, over the past year since the adoption
of the regional plan, "Metinvest" implemented or be-
gun the implementation of three projects that seriously
change the situation. Thus, in December 2012 sinter
plant at the steelworks "Azovstal” was suspended,
which reduced emissions of suspended matter, carbon
monoxide, sulfur and nitrogen compounds by almost
33 thousand tons. Then in summer of 2013 the project
of building a new sinter plant at Yenakiyevo Steel
Plant was presented. Construction cost Rinat
Akhmetov 360 million USD, and as a result of emis-
sions of pollutants into the EMZ air pool Yenakievo
decreased by 7 times. The start of building is planned
for the second quarter of 2014 and start of the sinter
plant operation — in 2016.

In December 2013 the group "Metinvest" signed a
contract with the Italian company Termokimik Corpo-
ration to carry out basic engineering as a part of the
modernization of the Ilyich Iron and Steel Works. This
thing according to the program of the Environment and
Ecological Safety of Mariupol will significantly reduce
emissions of harmful substances. The project of the
reconstruction of the gas cleaning of the Ilyich Iron and
Steel Works involves replacing existing equipment to
modern one to maximize clean gases from dust and
sulfur oxides. The completion of a full cycle of recon-
struction is planned by 2020. As a result, emissions of
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dust and sulfur oxides from the sintering zone will be
reduced by 85% and 30%, respectively, and dust emis-
sions from the cooling zone — 90%.

This project will be implemented using the most
advanced technologies. It is the best in terms of ecolo-
gy and is sure to bring substantial benefits to all resi-
dents of Mariupol. There are not built such large-scale
gas cleaning systems for sinter plants in the world. The
Group continues to modernize the sinter plant for air
cleaning in the cities of its presence — that is the task
set by the owner of the company. Reconstruction of
gas cleaning equipment of the Ilyich Iron and Steel
Works will be the largest environmental project in the
metallurgical industry of Ukraine. "Indeed, it will cost
"Metinvest" almost 220 million USD.

By the end of 2018 gas cleaning equipment of sin-
tering machines will ensure that the level of abatement
corresponds European environmental standards, which
wasn’t met until today in the Ukrainian metallurgical
industry. And all the above events of "Metinvest" will
reduce emissions in Donetsk region up to 138000 tons
per year, or almost 10% of last year's level.

According to the governor of the Donetsk region,
events happening at the Ilyich Works show real patriot-
ism. Despite the difficult economic period for Ukraine,
and for the steel industry, "Metinvest" finds the
strength and means to solve problems, including eco-
logical ones. Reconstruction of the sinter plant - this is
a very important step to improve the environmental
situation in Mariupol.

In 2014, the Energy Division of SCM — DTEK
planned to expand the competition "City by our own
hands." Emphasis was made on innovative projects.
Together with the main contest there will be television
one, organized in collaboration with TRC Donbass and
other regional channels, which will be a kind of an
information platform for the contest. It will be possible
to participate for all the inhabitants of the cities of
DTEK business, and winner will be selected by TV-
viewers. On January 23, 2014 a DTEK conference was
held, where the company has summed up the competi-
tion "City by our own hands" for 2013. The conference
was attended by members of DTEK, city councils rep-
resentatives of cities participating in the project, the
organizers of the contest in the eastern region - Foun-
dation of local initiatives of Donetsk region - and three
of the winner teams of last year. Overall winners of the
competition "City by our own hands" in 13 cities be-
came 74 initiative groups of citizens and civil society
organizations. DTEK allocated about 2 million USD in
the form of mini-grants for their projects related to the
modernization of cities, social protection, the organiza-
tion of children's leisure time. Projects were imple-
mented in the end of 2013.

"We hope that with the help of the annual compe-
tition we can attract people's attention to the develop-
ment of the cities they live. A partnership with broad-
casters will help us in promoting our ideas and involve

much more participants. We want as many Ukrainians
as possible to take the initiative and contribute to the
improvement of the city. Joint efforts, gradually help-
ing each other, we can change the face of our regions.
DTEK keeps working to develop small Ukrainian
towns in order to give their residents to feel the confi-
dence in the future, "said the head of the department of
planning and implementation of social projects of
DTEK Anatoly Solovyov, speaking at the conference.
[3]

In 2014 the competition "City by our own hands"
will be held in 31 areas of DTEK activity. These are
small cities and towns in the Donetsk, Lugansk,
Dnipropetrovsk, Zaporizhya, Vinnitsa, Ivano-Fran-
kivsk, Lviv region. Preference will be primarily given
to projects related to innovative solutions. Detailed
conditions of the tender and the applications date will
be announced later. Also on Channel Donbass and
other regional channels Idea Television Awards will be
held. In the first stage, the Commission will select the
12 best ideas to improve the quality of life in cities.
The teleplots about the authors of these ideas will be
taken. A winner will be selected by televoting and
DTEK will help him or her with the design of project
documentation and its implementation.

In Mospino, where there are Mospino DTEK coal
processing enterprise on January 10, 2014 there was an
ambulance car of urban substation of emergency medi-
cine presented. The car which costs 700 thousand UAH
was purchased by energy company DTEK in frames of
the strategy of social partnership. Modern minivan by
Renault brand is equipped with everything for medical
assistance according to the state standard: electrocardi-
ograph, defibrillator, ventilator, stretchers and other
equipment. In addition, the vehicle is equipped with
optional equipment — vacuum mattress to transport
victims of spinal injuries, fractures, internal bleeding
and shock. Design features of the mattress (shape of
air-refilled shell and pneumatic chambers) also make it
possible to perform rescue breathing and chest com-
pressions.

Minibus by Renault brand was preferred because
of its high ground clearance, which provides a good
cross car on country roads. "In Mospino the lack of
ambulances took place, we had to call them from Do-
netsk. Way from city to city can take up to half an
hour, and time is the most valuable resource in emer-
gency medicine — the director of DTEK Mospino coal
processing enterprises George Reznichenko said. — The
acquisition of a modern car will help to provide many
residents of our city with timely medical help, and in
some cases — save their lives. In 2013, DTEK invested
1.1 million USD to the social sphere of Mospino, and
this project is the most important. ""Between DTEK
and Mospino a cooperation agreement was signed. And
one of the elements of this agreement is to assist in
equipping the ambulance substation with all the neces-
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sary equipment in order to provide residents of the
town and nearby villages with qualified help. For these
purposes the ambulance car, which is one of the best
today, was purchased. I would like to thank DTEK for
taking care of the inhabitants of those regions where
there are enterprises of the company,”" — said the Do-
netsk Mayor Oleksandr Lukyanchenko [4].

In 2013 DTEK in Mospino social competition
"City by our own hands" was held, in result of which
there were four playgrounds built. Also with the help
of the company financing the facades insulation of
kindergarten "Fairy Tale" was carried out; a course on
energy efficiency in local schools was introduced. In
general, DTEK sent about 26 million UAH for the
social development of the Donetsk region in 2013. The
same amount is planned for this purpose in 2014. 63
projects concerning health, education and culture, en-
ergy efficiency will be implemented in the residential
sector and the development of social infrastructure and
business environment of cities where the company
works [4].

According to the information of January 20, 2014
DTEK sent about 1.8 million UAH to purchase equip-
ment for the hospital and outpatient in Dobropolie,
restore heating systems in two hospitals, a connection
to the city telemedicine network. Citizens can now
receive timely treatment and prevention of occupation-
al diseases, without leaving Dobropolie. In Dobropolie
Central Hospital and outpatient clinic of general prac-
tice of family medicine medical diagnostic equipment,
physiotherapy equipment are established, which cost
370 thousand UAH. In the hospital, an electrocardio-
graph, compressor nebulizer device (for inhalation), an
apparatus for resonant magnetic quantum therapy,
physiotherapy multifunctional device appeared. Pur-
chased equipment will reduce the time and costs for a
patient to receive qualified health care provider, be-
cause there is no need to go to the regional center. In
the clinic there are biochemical analyzer, designed for
research in clinical biochemistry; binocular microscope
and centrifuges, which are used for diagnostic purpos-
es; ultrahigh-machine; mercury-quartz irradiator with
the help of which general and local individual expo-
sures are hold in a number of diseases.

Citizens working in a dusty and polluted atmos-
phere from coal and other businesses can receive time-
ly treatment and prevention from occupational diseases
of the respiratory tract, skin, internal organs, musculo-
skeletal and nervous system. Also in 2013, DTEK sent
more than 800 thousand UAH for the restoration of the
heating system with the use of energy-saving technolo-
gies in neurology and children's hospital, as well as the
administration building Dobropolie Central Hospital.
By connecting to a centralized urban heating company
temperature in offices and wards is 18-20 oC now, the
conditions of patients and medical personnel work
have improved. Since DTEK is usually located in small

towns and villages, residents’ access to qualitative
health services is limited. To solve this problem in
Dobropolie DTEK implements the city hospital project
"Implementation of telemedicine services." "Thanks to
"Telemedicine "patients do not have to travel many
miles for the consultation of highly qualified specialists
from the leading clinics of the country. To get their
help will be possible right here, in Dobropolie. We
hope that thanks to the new service in our city the qual-
ity of early diagnosis, which is especially important for
the effective treatment of many diseases, will im-
prove" — said the director of DTEK Belozersk Mine
Management Vladimir Panibratchenko [5].

DTEK has also financed the necessary work on
launching the new equipment — internal wiring com-
munication network in the hospital. Over the next two
years as a part of the project "Telemedicine" the com-
pany is going to invest another 700 thousand UAH for
the hospital with modern medical equipment. Only
over the period 2014-2015 for the purchase of a mod-
ern city hospital reanimobile, new equipment and for
repairing company is going to invest over USD
2.25 million.

Externally Dobropolie is not very different from
many other cities of Donetsk region. A similar archi-
tecture, nature and life style of the citizens. But Dobro-
polie is significantly different from the other cities of
the Donbass by the fact that there was almost no
fighting. And along with the separatist "referendum"
comes a referendum to join the Dnipropetrovsk region.
The head of the NGO "Dobro" Vladimir Oros, the
author of the initiative "Let’s make Ukraine clean!" in
Dobropolie and "Dubkrossing" (mentioned in the
newspaper "Den" at #203 of November 7, 2013). Oros
is now realizing another project - a festival of street art
"Your ARTerritory" will be held in the city on August
30-31. Now a competition for sculptors and artists,
who are invited to paint a few urban facilities.

"Many people speak about the existence of "Don-
bass character ", but often it is not clear where it ap-
pears — Vladimir started talking. — So, now Dobropolie
people live on this nature. People show amazing re-
straint from small to large. — These days Dobropolie
has become an island of hope for other residents of the
Donbass, in the early days of ATO refugees began to
arrive from Slavyansk and Kramatorsk. City officials
and the public solved the problems of resettlement and
the provision of basic necessities instantly, DTEK
offered their hostel, Gorzdrav — premises of hospitals,
and community-based initiatives provided products and
things. The city served like an anthill, meetings in the
executive committee became frequent. Later, when the
ATO phase moved to other cities, we began to arrive
from Donetsk, Avdeevka, Marianka, and everything
was serious. People often try to involve Dobropolie to
the political process, but the main goal is to provide the
vital activity of the city. Initially, national flags on all
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the institutions were hung and Dobropolie confirmed
its desire to be the part of united Ukraine, but that does
not mean that people ran to demolish the monument of
Lenin and blow Sberbank of Russia. We understand
that these actions will not be a way to a better life, the
coal will not come up to the surface itself, and the wa-
ter in the taps will not appear.

If we consider the results of two polls — "referen-
dums", which took place in April 11, 2014 (for con-
necting to the Dnipropetrovsk region and for the crea-
tion of "Donetsk People’s Republic"), the supporters of
the “DPR” was about three times as much. This does
not mean that the separatists live here, just a lack of
information breeds people to different sides. But they
all want the same: the absence of corruption; opportu-
nities for young people; compliance with laws and so
on. Just in the first way, it should be done independent-
ly, and in the case of the "DPR" expect that all will be
served on a silver platter.

What is your project, what is its ultimate goal? —
Our project of street art is actually made up of three
areas. The first one is to create a "cultural map" of the
region to disseminate information on cultural products
and attract additional investments. Second one, the
festival, is to raise awareness and involvement of resi-
dents to the beautification of the city (the creation of a
number of art objects will increase the level of respon-
sibility of citizens). And third one is to create a new
cultural product, which will diversify leisure. The ulti-
mate goal is to increase the residents activity in order
to solve their own problems. I always thought that by
raising the cultural level the person is able to develop
independently and to help to develop a territorial com-
munity.

Have not you ever thought about that during the
war there is some need to postpone such events? —
Often the news show that to raise the morale folk art
groups came with their concert program to the ATO
zone. Living with anticipation of what is unknown is
very painful, many people are happy to go on vacation
in the city, where it is safer, and there people try to pull
away from reality, not watch TV and not read the news
online. So it hurts to know that those places that you
liked, walked or studied, will not be the same, even if
they were not touched by bombs. But the main reason
to move on was the belief in the peace. I am sure that
soon it will reign on the territory of Ukraine, and we
will need to rebuild the infrastructure and human souls.
So we are proactive. Of course, we don’t plan a great
celebration with fireworks, but we plan to make the last
day of summer for residents of Dobropolie a little bet-
ter than the rest, we just have to.

How are local residents active in your initiative? -
To be honest, I did not expect such activity, especially
in summer, and even in wartime. In early July, we
conducted training for cultural workers, creative people
and just active citizens, and now we are in the process
of creating a "cultural map" and the preparations for
the festival included organizations and institutions of
all levels. A huge contribution to this process did Cul-

ture Department of the City Council of Dobropolie and
personally the Head of department Lyudmila Belous,
as well as city council deputy Belitsk Viktoriya
Zubkova. The committee, which is developing the
entire plan of actions, taking into account current situa-
tion in the country, has been created. Less than five
years have past, when in Donbas new trends began to
appear. These are Donetsk Cultural Foundation "Isola-
tion" and Lugansk literary group "STAN". Initially,
these initiatives were considered as something mean-
ingless without carrying changes for the better. But the
residents of these cities are increasingly beginning to
delve into the cultural process ... In Dobropolie it was
launched in 2012, and two years later, we already have
the result — the perception of our positions by the city
authorities and cultural institutions, everyone is ready
to change.

A journalist and environmentalist Vladimir Bere-
zin, who conducted the training on another our project
"School of Journalism" by fate was in the other end of
the country — in Dobrotvor, Lviv region, where he also
helped to organize youth studio of journalism. So the
next step is a cultural exchange between East and
West, through mutual understanding and respect. After
all, 70% of the residents of Donbass have never trav-
eled outside their region and their world is made up of
what they heard from other people from their circle of
friends, social networking and television. Therefore it
is very important to see with their own eyes what is
happening in other regions. Just recently the Ministry
of Culture of Ukraine summed up the results of pro-
jects and our joint project in Dobropolie and Dobrotvor
have been supported. We plan to hold teleconferences
and introductory visits" [6].

Basic research material. Today's challenges re-
quire new high-quality solutions capable of ensuring
sustainable development of Dobropolie sub-region
both within Donbass, and the country as a whole. The
economy is poorly diversified sub-region. Being based
on its development only on raw materials industry, the
economy of the sub-region is exposed to risks of exter-
nal macro demand for their products, which in turn has
a destabilizing effect on the entire socio-economic
system of the sub-region. The nature of migration
flows confirms the need for early diversification of
economic activities in the sub-region. Evaluation of
migration of one of the structural elements of the sub-
region — Dobropolie! — showed that population growth
is due to intra-building, due to the presence of less
developed areas within the borders of Donetsk region
(Fig. 1). When the question of human resource ex-
change with external territories arises, the net migra-
tion of Dobropolie becomes negative with a stable
trend to increase the number of drop-outs.

1 Here and further under the name of Dobropillya we
understand an administrative-territorial unit which com-
bines Dobropillya, Belitskoe and Belozerskoe cities,
townships like Vodyanskoe and Novodonetskoe in the
frames of Dobropillya City Council.
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Fig. 1. Net Migration in Dobropillya'

! The data is taken from the official site of the Main Department of Statistics in Donetsk region in the part “Demo-
grafic situation”. Access: http://donetskstat.gov.ua/ statinform/index.php.

We should pay attention to that fact that already in
2013, inner opportunities to increase population are
getting exhausted. If in the period of 2010-2012, there
was progressive dynamics surplus of internal migra-
tion, according to prognoses for 2013 it will decrease
compared to 2012, and in 2014 — it (migration rate)
may become negative. If to add stable negative natural
increase of the population of Dobropillya to these
problems (for the analyzed period decrease was 1,849
persons), the future state of the labor potential and
opportunities of the consumer market in the sub-region
are dramatically getting reduced.

Efficiency of transformation of the structure of
production in the sub-region depends on many factors,
including the quality of education. Sub-region is close
to the universities of Donetsk region (Sloviyansk,
Kramatorsk, Gorlivka). In modern conditions, when
the distances are no longer a problem, it is necessary to
use the opportunity actively to increase the intellectual
potential of the sub-region. The presence of a social
layer of well-educated entrepreneurs, engineers, tech-
nicians and skilled workers will actively develop and
produce a variety of products and services that help to
ensure a high level of living conditions of the popula-
tion in the sub-region.

Establishment of an appropriate system of educa-
tion for the residents of the city will increase opportu-
nities to train specialists. This will allow to provide the
development of an employee not only as a subject who
generates income, but also as a person who changes
radically the composition and structure of products and

services. In this situation, perhaps it is better to have a
beaten path - to open branches on the territory of the
sub-region's leading educational and research institu-
tions of Ukraine. Indeed, the increase of the group of
educated and skillful people in the social structure of
the sub-region carries a double eftect for it. Firstly - the
increase of the middle class, which in the modern
world is an engine of progress and innovation. Second-
ly - this quantity and value growth of human capital in
the sub-region, whose share in the economies of devel-
oped countries is up to % of the national wealth.

Monitoring of these problems is possible within
an assessment of stages of upgrade of all the spheres of
activity of the the sub-region population. The tech-
nique developed by specialists of Institute of an indus-
trial economy of NAS of Ukraine allows to estimate
progressiveness of process upgrade of territorial sys-
tems by means of economic, social and intelligent indi-
cators. Such estimates have already been carried out
concerning a row of the cities of Donetsk region [7]. In
tab. 1 and 3 there are results of an assessment of Do-
bropillya are given in comparison to other cities of
Donetsk region, selected by criterion of closeness of
layout and population.

Post-industrial upgrade reflects transition of econ-
omy from industrial type of development to infor-
mation economy or economy of knowledge. Neoindus-
trial upgrade is a development of industrial base on the
basis of the modern innovative technologies. For ex-
ample, for the mining industry dominating in the terri-
tory of a sub-region, process of neoindustrialization is
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reflected not in strengthening of production of raw
materials and its export but in extension of a line of the
advanced processing production, including deep and
complex processing of coal, development of innova-
tively oriented small business.

Calculation of an index of post-industrial upgrade
showed that Dobropillya loses to all cities-neighbors
and the cities with similar population (Avdiivka, Kras-
noarmiysk, Hartsyzsk) (tab. 1).

The pattern similar to post-industrial upgrade de-
veloped and as a result of calculation of an index of
neoindustrial upgrade (tab. 3).

Table 3
Index of neoindustrial upgrade of the cities
City 2000 | 2005 | 2008 | 2010 | 2012
Avdiivka 42 45 43 43 X
Dobropillya 35 38 37 37 37
Yenakiyevo 46 47 49 50 X
Kramatorsk 56 66 63 68 X
Krasnoarmiysk | 35 42 35 36 X
Sloviyansk 50 56 53 57 X
Hartsyzsk 44 45 46 37 X

Table 1

Index of post-industrial upgrade of cities*

City 2000 | 2005 | 2008 | 2010 | 2012
Avdiivka 42! 45 43 43 X
Dobropillya 36 38 35 33 36
Yenakiyevo 46 47 49 50 X
Kramatorsk 66 72 71 76 X
Krasnoarmiysk | 38 41 36 37 X
Sloviyansk 60 60 57 57 X
Hartsyzsk 45 44 45 34 X

X — the index wasn't calculated.

In the group of social indicators (level of child
mortality, the life expectancy, availability of doctors)
Dobropillya competes on equal terms with other cities.
Not really positive, but in general a competitive pattern
in the group of economic indicators (a share of a value
added and employment in the material sphere). And
here in groups of indicators of knowledge (an innova-
tion in knowledge and transfer of knowledge), Dobro-
pillya loses to all cities-neighbors. It concerns such
signal indicators as number of requests for patents, the
amounts of financing of scientific-research and exper-
imental-design operations, the number of the scientists
and engineers occupied in development of innovations,
existence of scientific and educational institutions in
the territory of the city.

The assessment of a stage in where there is Do-
bropillya upon transition to post-industrial upgrade,
showed that throughout the entire period of research
the city remains in a preparatory phase (tab. 2).

Table 2
Phase of post-industrial upgrade of the cities
City 2000 | 2005 | 2008 | 2010 | 2012
Avdiivka 0 0 0 0 X
Dobropillya 0 0 0 0 0
Yenakiyevo 0 0 0 0 X
Kramatorsk 0 0 0 0 X
Krasnoarmiysk 0 0 0 0 X
Sloviyansk 1 1 1 1 X
Hartsyzsk 0 0 0 0 X

X — the index wasn't calculated.

! In tables 1 and 3 there are indexes of post-
industrial and neoindustrial upgrade of the cities, except
for the city of Dobropillya (City Council), were calculated
in earlier given operations of authors of a scientific and
analytical note.

x — the index wasn’t calculated.

For an acceleration of the processes of upgrade
promoting economic development of administrative
and territorial units of the sub-region it's necessary to
integrate common efforts of the local government and
large business to stir up activities for development of
small business. However, the state and perspectives of
development of small business in the sub-region also
don't cause optimism that results of the rating on this
problem, which was carried out by Head department of
statistics in Donetsk region [8], confirmed. By its re-
sults the Dobropilskyy region on many indicators of
development of small business has high rates among
17 regions of area (tab. 4).

At the same time Dobropillya takes places in the
last ten of 28 cities of the region constantly (tab. 5).

In 2012 administrative and territorial units of the
subregion of Dobropillya in a rating of number of
small enterprises on 10 thousand of the population
occupied 22 (Dobropillya) and 11 (the Dobropilskyy
region) places (fig. 2).

Essential distinction in a level of development of
small businesses between two administrative and terri-
torial units entering Dobropillya sub-region was not
practically reflected in the level of expenses per one
employed which incurred small business (fig. 3) in
2012. Small exceeding of this index in Dobropillya is
caused by the city specifics of business which are gen-
erally connected with transactional expenses.

However, while analyzing the performance of
products sold per capita, the biggest difference between
the levels of development of small business in the city
and the region has resulted in a five-fold superiority of
the second over the first (Fig. 4). Dobropolskyy district
in the ranking for this indicator ranked first among the
17 districts of the region, while the city Dobropillya
was only the 23 among the 28 cities of the Donetsk
region.

The financial and economic crisis fallen on
Ukraine has had a positive impact on employment in
small businesses, the Dobropillya (Fig. 5). The first
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Table 4
Northwest regions of area in a development rating in the region
small business in 2012
Regions of the | Number | Number of | Propor- [Costper| Vol.of | In- |Proportion| Propor- | Propor- | Over-
North-West | of small | individual | tionof | 1em- sold | come | of unprof-| tionof | tionof all
agglomeration |enterpris-| entrepre- em- ployee | produc- | per 1 | itable SE | SEina | farmers | rates
es per 10 |neurs per 10| ployed at tionper 1| SE local agricul-
thousand | thousand SE person budget |tural lands
people people
Oleksan- 16 16 16 2 10 10 1 9 12 11
drivskyy
Dobropilskyy 1 11 3 11 1 3 13 1 6 3
Kosty- 2 14 1 12 5 7 5 3 5 4
antynivskyy
Kras- 17 17 11 1 8 2 17 15 8 12
noarmiyskyy

Note to Table. 4-5: SE — small enterprises

Table 5
Rating of the cities of the northwest region on development of small business in 2012
Cities of the | Number | Number of |[Proportion| Cost per |Vol.of sold|{Income| Proportion |Proportion| Proportion
North-West | of small | individual of em- 1 em- |production| per 1 | of unprof- | of SE in a |of farmers
agglomeration |enterprises|entrepreneurs| ployed at | ployee | per I per- | SE itable SE local |agricultural
per 10 | per 10 thou- SE son budget lands
thousand | sand people
people
Dimitrov 20 19 19 3 15 8 16 18 15
Dobropillya 21 22 18 18 23 17 21 20 24
Druzhkivka 5 18 10 23 12 14 11 6 10
Kostyantynivka 7 10 5 19 2 28 7 2 4
Kramatorsk 5 7 3 8 6 9 17 4 3
Krasnoarmiysk 15 4 15 12 17 6 12 22 11
Novogrodivka 27 26 27 16 28 10 4 27 25
Selidove 16 13 20 2 18 2 8 9 8
Slovyansk 4 2 2 13 3 18 9 5 2
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Fig. 2. Number of small enterprises per 10 thousand people
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Fig. 4. The volume of sales of small businesses per 1 resident, thousand UAH

post-crisis year (2009) showed that the population of
the city was actively employed at small enterprises.
But the wave of positive, in the absence of organiza-
tional and economic support from the local authorities,
was short and soon became rapidly decrease. Despite
the fact that the number of small businesses per 10
thousand people has stabilized at around 19 units, the
employment rate is steadily falling, presumably, due to
"shadowing" of labor relations.

As for Dobropilskyy region, the situation with
small business here is somewhat different. In the first
post-crisis years (2009 and 2010) both the decrease of
the number of small businesses and decrease of the

number of employees in small businesses were obser-
ved (Fig. 6). However, since 2011, entrepreneurial
boom" began in Dobropolsky region. Number of small
enterprises per 10 thousand people increased dramati-
cally more than twice and the growth continued in
2012. The reasons for the intermittent growth of small
enterprises in 2011-2012 require additional analysis as
a comparable increase in the number of employees in
small enterprises did not happen. Also there was no
significant decrease in the population in the region, for
the period of 2010-2012 a decline was of 500 people.
(from 17.1 thousand people in 2010 to 16.6 thousand
people in 2012). This may indirectly indicate the revi-
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talization in the Dobropilskyy region creating family
contracts for farming and / or cattle breeding. It is pos-
sible to suggest that another reason for the moderate
growth of employment was "shadowing" of employ-
ment. There may be other reasons for the sharp in-
crease in the number of small businesses.

Also, there is a reason to formulate the hypothesis
that the "shadowing" the small business became a fac-
tor which reduces the revenues of the city. In 2012, the
Dobropillya took 20th place among 28 cities in the
Donetsk region in terms of contribution of small busi-

nesses to the local budget (Fig. 7). In the same index
Dobropillya is inferior to Dimitrov, which population
is 22% less, and Druzhkivka, where more people lives
at 9%, but the share of revenues to the local budget is
twice bigger.

Moreover, during the research in the region by the
experts of the Ukrainian Association of Management
of Consulters "Center of Reform and Local Develop-
ment" (Kiev) quite interesting facts leading to the con-
clusion that Dobropillya has good potential for busi-
ness development were found. Thus, according to
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Fig. 5. The number of small businesses per 10 thousand people
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official statistics the total income of the population is
about 1 billion UAH per year. At the same time, the
volume of annual consumption is only about 300 mil-
lion UAH (turnover of 230 million per year., services —
77 thousand UAH) or 30% of revenues. That is the
untapped potential of consumer demand — about 700
million. UAH. per year. The reasons for this state be-
come clear even at first glance at the structure of the
business environment in the region: 267 outlets, retail
space of 20,000 sq. m; 11 pharmacies; 43 catering
centers; 6 markets; 167 condominiums; 53 service
industries: 18 — real property, 8 — fields of recreation, 6
— hairdressers, 21 — transport, post, education, health,
architecture and construction.

Based on the data, experts suggest what types of
businesses can be Dobropole. These are: maintenance
of condominiums, utilities; production, service, goods
for participation in tenders for the core enterprises; real
estate services; catering; processing of agricultural
products; local and regional tourism; cosmetic and
SPA-service; entertainment complex, cinemas; domes-
tic services; auto repair and spare parts supply; coal
mining related companies; pharmacy; private kinder-
gartens; production of paving slabs.

However, analyzing the situation of consumer
demand, the experts of Donbass Entrepreneurs Club
identified one feature — almost all niches of consumer
demand which are in population demand are filled. But
if you look at the level of the proposed goods and ser-
vices in particular, we can say with confidence that
now in the region it is necessary not only to meet con-
sumer demand but to form it on a new, higher level of

quality. For example, in the sector of "Food" there are
good opportunities to create a niche of family, youth or
just narrowly focused institutions such as "confection-
ery", "Ice-cream", "Sushi Bar". Their services will be
in demand for certain people, at least among the young
people of the city, because they will be points of a
more modern level of design and service. The same can
be said about the market sector "Cosmetology". Hair-
dressing salons in the city can be enough, but a beauty
salon of higher class, providing SPA services, probably
will be in demand.

Changes in procurement policy of DTEK, which
has recently been focused on the transfer of the supply
of a number of local producers and goods suppliers, are
considerable help for the development of the business
environment in the region. The most large-scale com-
modity positions, according to the representatives of
DTEK are: chemicals and explosive materials; parts for
mineral processing and mining equipment; building
materials; electrical equipment; household materials;
fuels and lubricants; special clothing and personal pro-
tective equipment; hardware, cables.

Conclusions. Thus, we can conclude that the re-
gion begins to "warm up" the climate for entrepreneur-
ship. At least now local governments are targeting their
efforts primarily, and not on a declarative, but the actu-
al level.

Based on this work, the following tables 6-9 show
the components of the matrix SWOT analysis of Do-
bropilskyy sub-region, primarily with a view to diver-
sify its economy in the development of small business.
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Table 6

SWOT analysis. Strengths

. High motivation of management subjects in the sub-region to develop it.
. Qualified expert and research resource involvement.
. Presence of the cost-effective coal enterprises.
. Salaries higher than the average ones in Donetsk region and Ukraine.
. Small businesses ability to adapt to changing conditions quickly.
. Desire of the local authorities to develop entrepreneurship.
. High motivation of small businesses - pursuit of economic independence.
. Proximity to the major industrial agglomeration "Northern Donbass".
. The presence of large enterprises in the sub-region, who are potential customers of the small-scale
business services, as well as unused production space and equipment.
10. Availability of land in pre-urban agricultural areas.
11. The availability of raw materials, markets in the region.

O 00 1N DN A~ W —

Table 7

SWOT analysis. Weaknesses

1. Narrow specialization of the industrial base of the sub-region and the priority role of big business,
which prevents equal dialogue with small businesses.

2. Monostructure of low-tech production (coal industry provides 99% of the volume of industrial pro-
duction). Further orientation in policy documents to maintain such a structure of production.

3. Considerable distance from the regional center (about 94 km by roads, approximate traveling dura-
tion ~ 1 h 46 min)

4. Deterioration and poor development of social infrastructure.

5. Lack of long-term development strategy.

6. The area is not attractive for living (negative net migration).

7. Absence of production facilities, financial and institutional infrastructure to support entrepreneur-
ship.

8. Lack of working capital, unstable financial situation due to the lack of micro-insurance and credit
guarantee.

9. Low level of business culture among small businesses.

10. Inability to substantial support from the local budget (up to 0.5% of the local budget)

11. Absence of development of the cooperative sector in the agro-processing sector.

12. The lack of evaluation of the components of existing capacity ("wealth") in sub-region: natural,
labor and recreational resources, the value of tangible and intangible assets, etc.

Table 8

SWOT-analysis. Abilities

1. High level of interest in development of the private sector of the subregion.

2. Attraction of the investments to create new high-tech production facilities using the resources and
expert advice of DTEK.

3. The increase in cost of sales of coal products, in case of the rapid growth of the global economy.

4. Ability to implement to the sub-region larger scale of agricultural industrial cooperative chain "od
Lana - to the table."

5. The cross-sectoral integration and business diversification.

6. The potential of the local market of goods and services due to the higher purchasing power of the
population.

7. Availability of cheap skilled labor with the prospect of

increasing of the cash flow passing through it. The structure of the labor market.

8. The desire of the authorities and local governments to cooperate with the business.

9. The possibilities of cooperation with big business on the basis of subcontracting, outsourcing and
franchising.

10. Good geographical position in logistics and transit.

11. Prospects for the development of financial infrastructure (micro-insurance, loan guarantees).

12. The possibility of the experts involvement to assess the components of the existing potential
("wealth") of a sub-region: natural, labor and recreational resources, the cost of tangible and intangible
assets, etc.
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Table 9

SWOT-analysis. Threats

region.

ecology.
4. Further degradation of social infrastructure.

region.
accountability to business officials for damages.
lease of the share of small business.

10. Raiding.

1. High dependence on the conditions of markets for products made by the enterprises in the sub-
2. The closure of the coal industry (in case of a negative situation at the national and global markets).

3. Depopulation and decline of quality of the labor force due to negative demographic processes and

5. Imperfect legal framework, frequent changes in it. Priority regulations, the lack of direct mecha-
nism for the implementation of laws, increasing the prospects of shadowing, bureaucracy and corruption.

6. Lack of the access to information about opportunities for small and medium-sized businesses in the

7. Increasing pressure from tax and regulatory authorities and the lack of real action mechanism of

8. The lack of an appropriate regulatory framework for the system of local orders with mandatory re-

9. The high cost of land, real estate and related to this, the high level of rents.

11. Absence of an "entrepreneur" profession in the classifier and corresponding training system

Local authorities together with local corporations,
businesses which are located in the sub-region, will
cooperate to create the conditions for small business
development. Among the strategic directions there are
following ones [9, p. 87-94]: advancing the competi-
tive local brands of small businesses, creating high
quality products; subcontracting expansion and attrac-
tion to tender procedures of small business; populariza-
tion of successful implementation of joint projects with
small business; assisting in the formation of entrepre-
neurial thinking and behavior, the development of
knowledge and business skills among future entrepre-
neurs and students.

Sub-region Dobropillya needs to develop high-
quality development strategy. Especially because at the

moment, local authorities are no more effective tool for
development than the development of strategies and
target complex programs to implement. Local authori-
ties "on their own" can not cope with this quite a chal-
lenge. It is necessary to unite the potential of local
government, corporate business and expert community.
The best way to implement this software and strategic
approach in the sub-region will be Dobropillya cooper-
ation in the framework of public-private partnership of
the following structures: local authorities, DTEK cor-
porations, consulting, auditing companies (for exam-
ple, Navigator, Ernst & Young) and the Institute of
Industrial Economics of National Academy of Sciences
of Ukraine (Fig. 8). There is some experience of such

Governmental and private partnership —consortium

Global audit and con-
sulting companies

Corporations

(DTEK,)

(Navigator, Ernst & Young)

l

> Strategies cities and their
agglomerations
Expert and scientific p| Programmes mOpo:?)Lr}Zrit;on

Solving of the

organizations of NAS
and MES of Ukraine

|

(IIE NAS of Ukraine)

Power bodies (of re-
gional power and local gov-

ernment)

Fig. 8. Scheme of subjects of Development strategy of Dobropillya sub-region interaction
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an effective interaction in Donetsk region. As a result
of long-term cooperation of the Donetsk City Council
with the Institute of Industrial Economics of National
Academy of Sciences of Ukraine Strategy of socio-
economic development of Donetsk for the period up to
2020' was prepared, which is being successfully im-
plemented through a series of long-term programs [10].

Thus, the experience of development and scien-
tific and methodological support for the development
of strategic documents can be used in the preparation
of the Development Strategy of the Dobropillya sub-
region for 2014-2016, and a number of integrated pro-
grams into its development: innovation and investment,
energy efficiency, assistance to small and medium-
sized enterprises, social development, etc. 2
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OCHOBI MOJIepHi3allii eKOHOMIYHMX CTOCYHKIB 1 MiAT-
PUMKH Majoro mignpueMHunTBa. OOIpyHTOBaHHI
MexaHi3M QopmyBanHs sikicHOT Ctparerii po3BHTKY
cybperiony Joopomimis Ha 2014-2016 pp.

Kniouosi cnosa: crpareris; po3BUTOK; PErioH; MO-
JICpHI3allis; MaInui Oi3HeC.

KotroB E. B., JIamenko B. U., TecHoBckuii
II. B. IlpeanochbliIKu CTPaTerHpPOBAaHHUSI Pa3BUTHS
MAaJIoro LAXTEepPCKoro ropoaa (Ha mpumepe cyope-
ruoHa JloOpomnoJbe)

B crartee mpoBeneH aHaNM3 COCTOSIHUS W TIEp-
CIIEKTUB CTPATETHYECKOro pa3BuTus cyoperuona Jo6-
pOIIoJIbe Ha OCHOBE MOJCPHHU3AIUM IKOHOMHUYECKUX
OTHOIIIEHUH U TMOJICPKKHA MAJIOr0 MPEANPUHUMATETb-
ctBa. OOOCHOBaH MeXxaHu3M (HOPMHUPOBAHHUS Kade-
crBeHHON CTpateruu pa3sutus cyoperuona JJoOpormo-
nbe Ha 2014-2016 1.

Kurouegvle cnosa: ctpaterus; pa3BUTHE; PEruoH;
MOJICPHH3AIINS; MAJIBIA OM3HEC.

Kotov E. V., Lyashenko V. L., Tesnovskiy P. V.
Preconditions of Strategic Development of Small
Mining Town (Case Dobropillya Subregion)

In the article the analysis of the state and pro-
spects of strategic development of Dobropillya subre-
gion is conducted on the basis of modernisation of
economic relations and support of small enterprise. The
mechanism of forming of quality Strategy of develop-
ment of Dobropillya subregion is reasonable on 2014-
2016.
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ernization; small business.
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THE CHOICE OF AN ATTRACTIVE INVESTMENT OPTION
THE ENVIRONMENTAL PROJECT

1. Introduction.

It is known that nature needs to be protected, es-
pecially in the conditions of tendencies of its exhaus-
tion and pollution by mankind that threatens to mini-
mize permissible potential. This thesis and Guy's theo-
ry [James Lovelock, 1995. - 148 p.] that nature will
revenge and mankind will have to pay for damage and
any nature protection activity demands material, finan-
cial, labor, intellectual resources prove us the fact that
the concern on ecological wellbeing is always connect-
ed with alternative expenses. From here the main task
follows: to provide achievement of target parameters of
environmental quality with the minimum expenses,
having made a compromise choice between economic
development and ecological safety.

Thus one of the fundamental problems becomes
the rational distribution of investment funds of the
environmental protection, an assessment of efficiency
of their use. In the conditions of lack of an accurate
structural basis of planning, selection of the investment
projects and participants for their financing there is an
influence of subjectivity in decision-making, momen-
tary political unreasonable decision and indistinct re-
sponsibility. The assessment and selection of the pro-
jects for the state and regional levels of financing from
the state budget is usually carried out vaguely and it
opens the scope for corruption and inappropriate use of
these resources. The laws and subordinate documents
don’t accurately define who has to be responsible for
adoption of these or those decisions and bear for this
social and legal responsibility.

It is really, the state resources aren't always spent
according to the accurate program concept. Ecological
funds have the poor resources and it creates the risk of
inefficient use of means owing to difficulties of estab-
lishment of priorities of their distribution. It proves the
need for strengthening the attention to use of bases of
the institutional theory.

However, any institutional reform in the sphere of
quality management of the environment should be
started from the creation of accurately formulated pro-
grams of the achievement of the priority purposes,
including the environmental protection. The structures
of the institutes and concrete financial methods have
the secondary nature and they should be adapted for
the specific needs of management of the programs of
ecological funds expenditure.

Therefore, for successful realization of the ecolog-
ical policy, the prime solution of the most priority en-
vironmental problems, and the optimum expenditure of
the funds for these purposes it is necessary to provide a
conceptual basis and implementers. One of the tools
for these purposes is recommended to use scenario
approach [Vishnevsky Valentine, Polovyan Alexey,
Aleksandrov Ivan, 2011, p. 65-78]. In this case, it is
required the model of planned distribution of these
resources at the heart of which there can be the useful-
ness of the function of quality of environment integrat-
ed index. The structural elements of this model are the
total amount of fund, the number of projects and the
cost of each of them.

The model description.

Let us enter designations: S - budgetary invest-
ment fund of nature protection  projects;

2=12,2,,..,
tion projects;
cC= {Cl, Cz,...,Cm} - the cost of projects. Thus, the set

Z.} - the recommended nature protec-

m - the number of projects;

of all possible sets of projects (Pcorresponds to a case
when any of projects isn't realized, for example, if
S <ming;) is presented in the formula 1.

1

¢5{Zl}9---9{zm}5{21522 }a"'s{zm_pzm }3{21322323}5"-7 _
{20252 152 ooy Zysees L}

{2,.2,....2,. ], (1)

|Z|=) Cp=2" )
k=0

at total of such sets of projects we have (that is we
have the corresponding number of combinations of the
costs of projects):

where: Z — is the vector of the recommended na-
ture protection projects;

C z{ O,Cl,...,Cz,,,fl} - 1s the vector of costs of re-

alization of all possible sets of projects (0 corresponds
to a case when funds for implementation of the project
are absent).

The offered functions of the usefulness of two
types [1]. The first considers only the change of the
quality of the environment, and the second — the
change of the quality of the environment and the finan-
cial expenses, at the same time. It has the form:
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Y(Z,)-Y ()
100
where: Y(Zk) - is the expected value of an integrated

Gi(Z) = €)

assessment of the quality of the environment after the
realization K the set of projects;

Y (0) - is the value of an integrated assessment
of the quality of the environment before the realization
K - the set of projects.

This function of the usefulness is linear at an in-
crement of the integrated index of the quality of the

environmentY(Zk)—Y(O) that is the more the ex-

pected increment of the studied index after the realiza-
tion of the set of projects, the more rational the project
is.

The function of the usefulness of the second type
has a form:

Gz<zk>=exp(<v<zk>—v<0>>[1+%n. @)

k

It is proved that the function of usefulness of this
look exponential depends from

S
4 (Zk)—Y(O))[1+ °C

count change of value of an integrated assessment at
realization of the set of projects (Y(Z,)—Y(0)), and
the efficiency of investments into the project (

J, that confirms the ac-
k

SY@ZI=YO) _(Y@)=YO) - oo G
C, G >
S

characterizes the part of means of the general invest-
ment fund which is enclosed in the k set of projects. If

M:% , the entered function of usefulness
k

accepts the values from the interval [0,+°°), that

means that no investments are put in any project.

Thus, the task consists in that using the corre-
sponding restrictions to distribute resources at the max-
imum value of function of usefulness that will lead to
the increase of the integrated index of quality of the
environment, and as a result to the increase of the
quality of the population life.

3. The stages of model realization:

3.1 the first stage (reflects restrictions of financial
resources) allows to eliminate those sets of the projects
the costs of which exceed the size of projects fund and
the set of admissible projects is formed by the follow-

mel
ingrule: Z =7 /{U {z,:C, > S}},thatis a set
k=0
of the projects is eliminated from a set of all possible
sets of projects and their costs exceed the total amount
of money (S) which the subject has.

As a result the vector of admissible projects will
have the formular Z = { ZO,le,ZQp,...,er} , in

which the remained sets of projects are ordered accord-
ing to the increase of costs for their realization, that is

Oqu S---Scrp. There is the inequality r<2" -1,

which eliminates unreal projects, Z, will always be the

element of a set of admissible sets.

3.2 the second stage provides usefulness function
evaluation for each of the selected sets of projects and
forms the following table:

Table 1
Usefulness functions for the choice
of the optimum project
The admlsmble sets 7 7P 7P
of projects 0 1 r
The values of func- p p
tion of usefulness G (ZO) G(Zl ) G(Z/)

3.3 the third stage (it is the choice of an optimum
set of projects) selects a set of projects which will be
realized as it is optimum according to the usefulness
function G ..

Using the table 1, we can find th , and
G(Zy)— EE&XG(Z,p) (that is, we find a set of projects

on which the function of usefulness accepts the maxi-
mum value).

If the function of usefulness accepts the maximum
value for several sets of projects, the new interaction
will be required:

H={zp...z0]. 6@zh=6z)=..
=G(2y)=maxG(2)), j=r, (5)

In consequence of this, the other set of projects
from the set H s chosen, and the cost of realization is
minimum, thatis C — maxC,’ .

I<a<j a

The objectives are realized with classical simplex
method, thus investment resources on environmental
protection at a rate of S = 6451 million UAH are dis-
tributed according to the projects (tab. 2) taking into
account the priority of the cost of their realization.

According to table 2 the following results (tab. 3)
are received.

Stage 4 allows to lead xijj to 100-ball scale for cal-
culation of the expected increment of an integrated
index of the quality of environment after the projects
implementation (tab. 4).

Further the vector of costs of projects is received:
C=(47,4; 472,9; 262; 22,2; 195;350;1718,7;2209,6;68; 200;639,1;1183,8)
for the vector of projects Z=(Z,,Z,,...,2,,,Z,), at a

preset value of money S = 6451 min. UAH, where the
financial restrictions are presented by an inequality:
z-c<S.
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Table 3

The values of the ecological parameters influencing the quality of the environment
before implementation of the projects

The ecological parameters

Projects Before the project realization | After the project realization
Emissions of volatile organic compounds

Z, X,, =58,235 X,, =58,00206

Z, X,, =58,235 X,, =56,08031

Z, X,, =58,235 Xy, =57,41971

Z, X,, =58,235 X,, =58,11853

Z X,, =58,235 Xy, =57,47795

Power efficienc
z, X, =26,19 Xs, =26,26857
Dumpings of polluting substances in the water which has been taken away from the natural sources

2 X, =249 X,, = 24,55

z, X, =24,9 X, = 24,2526

Z, Xy, =249 Xy, = 24,88

The area under solid household waste
Z, X, =0,11 X,, =0,10967

Squares of the polluted sites and dumpings of polluting substan
natural sources

ces in the water which has been taken away from

Z, X, =185,4%,, =24,9

X, =183,9168x,, = 24,7755

The area under solid household waste

Z, X;; = 0,11 X3; =0,10835
Table 4
The calculation of increments of an integrated index of the quality of the environment
Ecological parameters
. Before the project realization After the project realization (100-ball _
Project (100-ball scale) scale) Y(z)-Y(0)
Z, Xy, =35,25 Xy, =35,5°5 0,003106
Z, X5, =35,26 Xy, =37,69 0,028729
Z, Xy, =35,26 X5, =36,2C 0,010871
Z, X,, =35,26 X,, =35,42 0,001553
Zs X5, =35,26 X5, =36,14 0,010094
Z X =43,65 Xs =43,78 0,001899
Z, Xy, =37,75 X;, =38,62 0,065363
Z Xy, =37,75 Xy, =39,37 0,121388
Z, Xy, =37,75 Xy, =37,79 0,003268
Z,0 X;, = 45,00 X, = 0,033825 0,033825
Z,, X, =38,20 X, =37,75 X, =38,69 X,, = 38,06 0,124696
Z, X;, =45,00 Xy, =45,83 0,169125
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With the wuse of criterion function
_ 12
A(z)=>(Y(z,)-Y(0))z, - max — we establish the
k=1
possibility of implementation of the project: partially,
completely or refusal (if z, =0, that is why K-project

is excluded from an optimum set of projects).

The numerical results of the solution of a task al-
lowed to establish an optimum set of projects (tab. 5).

Thus, the implementation of the designated pro-
jects will provide the quality of environment improve-
ment on 0,543125 balls with expenses 6397, 2 million
UAH that makes 99,5% of all available sum.

Table 5

The results of calculation of an optimum set of projects
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The conclusions:

1) in connection with the inefficiency of invest-
ment resources use in the nature protection projects the
model of optimum distribution of these funds is devel-
oped;

2) the models of two types are offered: one which
shows only the change of the environment qualities
and the other which simultaneously shows the change
of the environment quality, expenses and financial
resources and allows to optimize a set of projects on
the environmental protection;

3) the implementation of the offered projects with
the help of optimizing model will provide the increase
of an integrated index of the environment quality on
0,54 units.
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PexomenmoBaHO MeTOonu BHOOPY palliOHAIBHOTO
MPUPOTOOXOPOHHOTO MPOEKTY MPH 0OMEKEeHUX (hiHAH-
coBHUX pecypcax. OCHOBOIO METOAY € (YHKIIisI KOpHC-
HocTi. KpuTepieM ONTHMANBEHOCTI MPUHHATO 1HIEKC
SIKOCT1 HABKOJUIITHBOTO CEPEIOBUINA, SKiii € OCHOBOIO
3abe3neveHHss iHdopMaliero ocid, Mo MPHIMAIOTh
VIPaBIIHCHKI PIllIEHHs Ha BCIX PIBHAX i€papXii, cipu-
SIHHSI CaMOPETYJIIOBAHHIO TMPOIECY IHTETPyBAaHHS Mif-
CHCTeM HAaBKOJIMIIHBOTO Cepe/IoBUINa 3ayisi (opmy-
BaHHSI YMOB CTaJIOTO PO3BHUTKY CYCIIIILCTBA.

JloBeneHo, 0 BUKOPHCTAHHS METOIY €KCTpeMa-
JILHOTO yrpYIyBaHHS O3HAK Ta CTaHAApTH3ALl JaHHUX
JTO3BOJISIE CTBOPUTH MOJIE 3MIHIOBaHHS SKOCTI Ha-
BKOJIMIIHBOTO CEPEIOBHUIIIA.

Kiouogi cnosa: HaBKOIUIIHE CEPEIOBHIIE, CKO-
JIOT1YHUN TIPOCKT, MOJIEINb, SKICTh.

Anexcanapos H. A., Kpasen E. O. Bsioop
NPUBJIEKATEILHOTO BApHAHTA HHBECTHPOBAHUA
TNPUPOAOOXPAHHOTO MPOEKTA

PexomeHmOBaHBI METOBI 0TOOPA PAIOHATBHOTO
MIPUPOJTOOXPAHHOTO TPOEKTa MPU OTPAaHUICHHBIX (H-
HaHCOBBIX pecypcax. OcHOBOM Meroma SIBISIETCS
¢yukIus monesHoctd. KputepueM ontuMaibHOCTH
MIPOEKTA CITY>KUT WHACKC KauecTBa OKpYy’Karomeil cpe-
IIbI, KOTOPBIN SIBJIAETCS OCHOBOH HMH(OPMAIMOHHOTO
obecrieyeHus JIHI, TPUHUMAIOIIUX YIIPABICHUCCKHE
pElLIeHus] Ha BCeX MEePapXHUYECKUX YPOBHIX U CIIOCOO-
CTBYET CaMOPETYIHUPOBAHUIO IPOIecca WHTErpaIuu

MIOJICHCTEM OKpPYXKaloIIeH cpeabl st (popMHUpPO-
BaHUS YCJIOBUN YCTOWYMBOIO pa3BUTHS OOIIECTBA.

JlokazaHO, YTO HCIONB30BAaHUE METOJA JSKCTpe-
MaJbHON TPYNIUPOBKHU MPU3HAKOB M CTaHIAPTHU3ALUS
JIAaHHBIX MO3BOJIAET CO3/IaTh MOZEIN U3MEHEHHUs Kaye-
CTBa OKPYKAIOIIEH CPEIIbI.

Knioueswie cnosa: okpyxaromas cpefa, SKOJI0rH-
YEeCKHUIl MPOEKT, MOAEIb, KAaueCTBO.

Aleksandrov 1. O., Kravets O. O. The Choice
of an Attractive Investment Option the Environ-
mental Project

Recommended methods for selecting environmen-
tal management project with limited financial re-
sources. The method is based utility function. The
optimality criterion of the project serves as an index of
environmental quality, which is the basis of the infor-
mation support of persons making management deci-
sions at all levels of the hierarchy and contributes to
the regulation of the process of integration of the sub-
systems of the environment for the formation of condi-
tions of stable development of society.

It is proved that the method of extreme groups of
signs and standardization of data allows you to create a
model of change in environmental quality.

Keywords: the environment, the environmental
project, the model, quality.
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DEVELOPMENT OF SOCIAL ENTERPRISES AS A WAY OF MITIGATING
THE SOCIAL SITUATION IN THE DONBASS

Significant losses of economic potential and the
human capital in the Donbass are the consequences of
political crisis and military opposition in the East of
Ukraine. Modernization of economy and restoration of
social stability in the region after the end of the antiter-
rorists operation will require elaborating of special
measures of economic and social policies. In doing
that, it is necessary to agree with opinion of Jean-Paul
Fitoussi and Joseph Stiglitz that “the design of good
policies can’t be grounded on the artificial separation
between social policies and macroeconomic ones...”
[1, p. 15]. The economic goals of the measures for the
Donbass™ renaissance and economic restructuring will
connect directly to increasing of competitiveness and
attractiveness of the region for investors and high qual-
ity labour force. However, increasing of the regions
competitiveness and attractiveness means improving
the quality of life of its inhabitants. In turn, the com-
munity's quality of life also depends on the level of
integration into employment and social inclusion of
population of the disadvantaged communities. In order
to tackle with the unemployment and social disintegra-
tion in the Donbass region it would be useful to put
into effect a comparatively new for Ukraine social
innovation that engages additional resource — social
initiative of residents of the localities and groups of
interest. This social innovation is social entrepreneur-
ship and social enterprises that broadly recognized as a
new approach for mitigating of unemployment, pov-
erty, lack of public finances for social services, espe-
cially in former socialist countries [see, 2 — 7].

The potential contribution of social enterprises to
work integration, job creation, and service delivery
remains largely unrealized in Ukraine as well as in
other CIS countries, particularly in relation to disad-
vantaged groups including the long-term unemployed,
ex-criminals, people with disabilities, internally dis-
placed persons and ethnic minorities [6, p. 6]. The
situation in the Donbass is worse due to closure or bad
operating of many enterprises, especially of small ones,
and absence of public funding for so-called "budget"
organizations that is shrinking the demand on produc-
tion and services of SMEs. One have to take in account
that the growth potential of SMEs in the region, espe-
cially in coalminers’ settlements has been greatly un-
derused even in peacetime [7, p. 120 - 124]. Thus, the
niche for development of social enterprises in the re-
gion is considerable. On the other hand, a significant
opportunity for the development of social enterprises in

the Donbass confirmed by activation of the volunteer
movement on both sides of the military confrontation
there. Moreover, new approaches like an encouraging
of social enterprises are needed to tackle major social
issues during the declared reforms of social security in
Ukraine, “... most especially in the presence of the
systematic retreat of the governments from the provi-
sion of public goods in the face of new political ideo-
logies that stress citizens’ self-sufficiency and give
primacy to market-driven models of welfare” [8, p. 1].

The phenomenon of social enterprise / entrepre-
neurship emerged long before its theoretical generali-
zation as a practical activity due to development of the
cooperatives movement and evolution of the third sec-
tor (NGOs) towards commercialization and involve-
ment into public service provision, as well as in rare
cases in result of spin-off of social activity and related
assets from business corporations. The concept of so-
cial enterprises have been widely discussed in academ-
ic circles and literature mainly in the OECD countries
since the early 90s of the last century [9]. Since then,
the social enterprises have found strong enough recog-
nition in academic and political circles, reflected in the
curricula of universities and business schools, en-
trenched in the legislation of individual countries an d
in the regulations of the European Union, as well as
appropriate public agencies for support this business
have been created. Various private foundations have
set up training and support programmes for social en-
terprises or social entrepreneurs. Moreover, there were
research centres for social enterprises initiated in many
countries and international ones under umbrellas of the
OECD office (Centre for Entrepreneurship, SMEs and
Local Development) and European Commission (the
EMES European Research Network in 1996. Formally
established as a non-profit association (ASBL under
Belgian law) in 2002 and named after its first research
program, on “the emergence of social enterprises in
Europe” (1996-2000), EMES was originally composed
of European university research centers and individual
researchers. After many years of collaborative research
and projects jointly conducted with researchers from
other regions, EMES has decided in 2013 to open its
membership to researchers from around the world'). In
2001 leading Latin-American business schools and the
Harvard Business School established the Social Enter-
prise Knowledge Network (SEKN) [9].

1 See: http://emes.net/who-we-are/
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The clusters of business entities and persons regis-
tered as social enterprises or social entrepreneurs have
been referring in official documents, analytical reports,
academic papers and reflecting the statistics of differ-
ent countries as a separate economic sector under the
name: Social Economy (European Union, Francophone
Canada), Solidarity Economy (Latin America), Peo-
ple’s Economy (Pacific Asia), Associative Movements
(Muslim countries), Civil Society Economy (South
Africa), and Community Economic Development
(Australia, Anglophone Canada, New Zealand, USA).

Now the concepts of social economy, social en-
trepreneurship and social enterprise are attracting many
scholars and policy makers in wide range of societal
sciences (sociology, political studies, economics, and
management) which are showing a clear research inter-
est more than a decade later in order to address to
modern social challenges. Among them are C. Bor-
zaga, J. Defourny, L. Favreau, J. Hausner, M. Huysen-
truyt, G. Galera, A. Kaderabkova, J.-L. Laville, M.
Mendell, F.Moulaert, R.Nogales, M. Nyssens, V.
Pestoff , E. Rudyk, R. Spear, and others. The research
activities were concentrated on such topics as reasons
for emerging and evolution of the social economy (SE)
as well as its role and concrete areas for support of
socio-economic sustainable development [6; 9 — 11 ],
legal, financial and organizational issues of diverse
legal forms of SE subjects functioning [10; 13 — 15].
Recently in publications devoted to the SE topic, more
clear emphasis is made on connection of social enter-
prises and entrepreneurship with innovation activity [3;
13 - 16].

In last decade, the topic of social entrepreneurship
becomes more common in public life and scientific
research in Ukraine. A significant contribution to the
promotion social entrepreneurship in Ukraine make the
Social Enterprise Support Center set up in October
2010 at the SESP Association', and the Resource Cen-
ter "Social Initiative" created in September 20122
These Centers were founded under the joint initiative
of the British Council in Ukraine, East Europe Founda-
tion, PricewaterhouseCoopers in Ukraine, Erste Bank
and the International Fund "Renaissance" (the project
"Development of social entrepreneurship in Ukraine").
However, the publications on the web sites of the Cen-
ters as well as in special literature on economics and
sociology are mostly describing practical examples of
social enterprises in the country and Western experi-
ence of social economy development, as well as some
training materials on the topic. A rare exception are
publications [17 — 19] that attempted to generalize the
theoretical foundations of the concept of the social
economy in relation to the Ukrainian realities as well
as to define measures to creating institutional and eco-

1

http://sesp.org.ua/web/sesp/sesp-EN.nsf/0/ BEE
B3F7 CAF10DA9AC2257911005076A8

2 http://socialbusiness.in.ua/

nomic environment friendly for social enterprise de-
velopment in the country [20 — 23].

The aim of the paper is to investigate the Europe-
an experience of social enterprises disseminating, i.e.
the definition of social enterprises, their legal forms,
forms of social enterprises support, as well as to ex-
plore how this experience could be applied in Ukraine,
especially in the Donbas region.

The development of social enterprises and corpo-
rate social responsibility are the constituent parts of
such a concept as social entrepreneurship, that “...blurs
traditional boundaries between institutional sectors,
public and private, types of innovations, and their crea-
tors and users” [3]. Under that definition, the entrepre-
neurs’ activity addressed social issues in which profits
serves as a tool to achieve this goal is understand [5].
More broad definition gives the publication of the Sec-
retariat of the OECD Centre for Entrepreneurship,
SMEs and Local Development: “Social entrepreneur-
ship — a type of entrepreneurship that aims to provide
innovative solutions to unsolved social problems and
challenges. It often goes hand-in-hand with social in-
novation processes. Social entrepreneurs organise
themselves across a wide spectrum of organisations
which have an entrepreneurial approach and whose
primary mission is to tackle social problems and gen-
erate radical or more limited social changes. Social
entrepreneurship is therefore about solving social prob-
lems rather than exploiting market opportunities in
order to maximise profits” [14, p. 222].

In Europe, despite the absence of universal and
indisputable definition of the social enterprise [9; 14],
this concept has been increasingly using to identify an
alternative way of doing independent business, which
occurs when an enterprise created in order to pursue
primarily social aims while simultaneously carrying
out commercial activities. Thus, a social enterprise
differs from the phenomenon called corporate social
responsibility (CSR) because of the priority goals pur-
sued by the owners or creators of the company. In the
case of CSR, social outcomes are secondary, while
social enterprises resorting to commercial activity pri-
marily to ensure financial stability for social activities.

The European Commission gives the term “social
enterprise” the following meaning: “an operator in the
social economy whose main objective is to have a so-
cial impact rather than make a profit for their owners or
shareholders. It operates by providing goods and ser-
vices for the market in an entrepreneurial and innova-
tive fashion and uses its profits primarily to achieve
social objectives. It is managed in an open and respon-
sible manner and, in particular, involves employees,
consumers and stakeholders affected by its commercial
activities” [24].

Instead of seeking “an elegant short definition”,
the EMES European Research Network conceptual
approach of social enterprise’'s definition preferred
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from the outset the selection of nine indicators into

three subsets (dimensions):

(1) the economic and entrepreneurial dimensions:
e a continuous activity producing goods and/or selling

services;

e a significant level of economic risk;

¢ a minimum amount of paid work;

(2) the social dimensions:

e an explicit aim to benefit the community;

e an initiative launched by a group of citizens or civil
society organizations;

e a limited profit distribution: the primacy of the social
aim is reflected in a constraint on the distribution of
profits;

(3) the participatory governance:
¢ a high degree of autonomy;
¢ a decision-making power not based on capital owner-

ship;

e a participatory nature, which involves various parties
affected by the activity [15, pp. 44-46].

The European Economic and Social Committee
share this position: “The EESC understands that a clear
definition is needed so that efforts can be focused, but
rather than a definition, proposes a description based
on shared characteristics such as:

e having primarily social objectives as opposed
to profit objectives, producing social benefits that serve
the general public or its members;

e Dbeing primarily not-for-profit, with surpluses
principally being reinvested and not being distributed to
private shareholders or owners;

e having a variety of legal forms and models:
e.g. cooperatives, mutuals, voluntary associations,
foundations, profit or non-profit companies; often com-
bining different legal forms and sometimes changing
form according to their needs;

e being economic operators that produce goods
and services (often of general interest), often with a
strong element of social innovation;

e operating as independent entities, with a strong
element of participation and co-decision (staff, users,
members), governance and democracy (either repre-
sentative or open);

e often stemming from or being associated with
a civil society organization” [5, p.2].

Nevertheless, how term “social enterprise” is de-
fined, it comprises such legal forms of enterprises as
cooperatives, associations, foundations, mutual benefit
and voluntary organizations and charities [25]. Despite
their diversity, social enterprises provide social ser-
vices and contribute to integration unemployed and
disabled people to work (e.g. training and integration
of unemployed persons) thus assisting in the develop-
ment of disadvantaged areas (especially remote rural
and economically distressed areas).

While empirical evidence shows that social entre-
preneurship is growing in many countries, measuring

it — like measuring the social economy, the third sector
and the non-profit sector — is difficult. This is due not
only to the variety of the entities belonging to the field,
but also to the fact that these entities vary according to
the geographical context and that countries recognise
social entrepreneurship differently [14, p. 187]. Ac-
cording to web site of European Commission on
10/06/2015, there are 2 million social economy enter-
prises in Europe, representing 10% of all businesses in
the EU. More than 11 million people — about 6% of the
EU’s employees — work for social economy enterpris-
es. They have different legal forms and various objec-
tives ranging from agriculture and banking to provision
of employment and sheltered workshops!.

The role of social enterprises in spurring innova-
tion, especially social ones has been recognised and
reflected in strategic document of European Commis-
sion, launched in 2011 and named “Social Business
Initiative. Creating a favourable climate for social en-
terprises, key stakeholders in the social economy and
innovation” where is declared, in order to promote a
highly competitive social market economy, the Com-
mission “...has placed the social economy and social
innovation at the heart of its concerns” [24, p.2]. Later
the European Economic and Social Committee (EESC)
has clarified the main actions of the Initiative: improv-
ing access to funding; increasing visibility of social
entrepreneurship; improving the legal environment. To
further, unlock the potential of this sector, the EESC
calls for a supportive environment for social enterpris-
es and for their better integration into all EU policies.
In doing that partnerships with regional and local au-
thorities, as well as social entrepreneurs themselves
will play an important role [26].

The experience of the European Union, US and
other OECD countries shows that social enterprises
perform important functions for socio-economic devel-
opment through:

e contribute to the development of local econo-
my and society, offering certain opportunities for job
creation and new forms of entrepreneurship and em-
ployment;

e help overcome social isolation (due to their
possible activities for employment of handicapped or
with mental disabilities people; those who been unem-
ployed for a long time; former criminals and others);

e stepping up participation and voluntary work
of citizens, strengthening thus the unity of the commu-
nity;

e contribute to the development of a wide range
of social services that are necessary for local society,
but that does not of interest for business as usual (low-
profit, activity connected to significant costs for per-
sonnel special training so on);

1 http://ec.curopa.cu/growth/smes/promoting-entre

preneurship/ we-work-for/social-econo my/ index en.htm
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¢ reduce the burden on local budgets in solving
social problems;

e improving the structure of social programs in
the region.

By fostering of citizens® self-organization and
supporting social enterprises whose activities are aimed
at solving issues of communities, the local authority
contributes to employment as well as self-employment,
allows to diversify the process of social services
providing to the inhabitants, strengthening integrity of
local societies and social capital, thus significantly
reduces the level of social tension. This answers not
only to a criterion of social inequality reducing, but
also to the aim of decreasing possible local conflicts
and increasing social safety.

Another aspect is related to the fact that, by im-
proving the level of work inclusion through support of
social enterprises, the local government has the chance
to divert resources to other activities or projects, which
in the opposite case would be directed on social ser-
vices delivering in general or on improving the living
conditions of certain disadvantaged groups of inhabit-
ants in the community.

Contemporary Ukrainian legislation does not pro-
vide a definition of social enterprise and does not in-
clude any specific normative acts regulating the activi-
ties of such enterprises. However, there are elements of
Ukrainian law, which provide certain grounds for de-
velopment of social enterprise (see [6, pp. 161 — 162]).
For instance, enterprises of citizens’ unions can be
formed in accordance with Article 112 of the Commer-
cial Code of Ukraine and with Article 20 of the Law on
Citizens’ Unions for the realization of economic activi-
ties with the purpose of fulfilling their statutory goals.
Non-governmental organizations of disabled people,
set up according to the Law on Principles of Social
Protection of Disabled people in Ukraine can have
commercial and non-commercial activities. An im-
portant element contained in Ukrainian law is that the
state, territorial centres and the public have the oppor-
tunity to control the statutory social activities of com-
munal (non-commercial) enterprises and the way en-
terprises’ profits can be used for socially significant
goals.

The survey of the project [6] concluded that re-
spondents at the regional level indicated the need to
improve the legislative base regulating the activities of
nongovernmental organizations and to develop and
adopt a specific law on social enterprises. The govern-
ment organization experts interviewed by the project
share this view. However, the representatives of inter-
national organizations interviewed during the project’s
survey, proposed alternatives way: to amend the civil
code and tax code. In general, the majority of respond-
ents highlighted the need to introduce tax privileges to
stimulate the development of social enterprises [6, p.
162].

In April 2013 the Committee on Economic Policy
of Verkhovna Rada of Ukraine considered draft law
"On social enterprises", which was presented by the
MP O. Fel'dman. According to the conclusion of the
Chief scientific and expert department of the Parlia-
ment and the comments of the Committee members,
the bill was rejected. We consider it appropriate to
provide a citation from the expert conclusion placed on
the Commission web site!:

"In our opinion, the use of the term "social” to de-
termine the type of enterprise isn't relevant, so far as
mentioned term describes a certain relationship of
business with society, that is inherent for any business,
and not associated with any organizational form of
enterprise, or the activities which it deals, or with any
other conditions under which one kind of enterprise
can be separated from others. In addition, when one is
using this definition inadvertently seems that all other
enterprises are "non-social™, which is not true".

This quote shows that even experts of the Ukraine
parliament does not understand the concept of social
entrepreneurship, to say nothing of officials at regional
and local levels. Thus, official recognition of social
enterprise is necessary, whether adopting a special law
or amendment to the Commercial Code and relevant
laws.

Mr. O. Fel'dman in April 2015 again submitted to
the Committee on Economic Policy of Verkhovna
Rada of Ukraine the draft law "On social enterprises",
while almost did not change its content [27]. We sug-
gest that the draft of the bill needs substantial revision
and improvements, the basic contents of which are
summarized below.

1. The draft law that presented to the Parliament
completely ignores the fundamental principle for social
enterprises that recorded in the laws and regulatory
documents of many countries and the European Com-
mission. It refers to the prohibition or restriction of
profit distribution for owners or shareholders of the
business and reinvesting enterprises profits on its statu-
tory social goals.

2. According to the draft, the status “social” will
be assigned if an enterprise meets the following crite-
ria:

(1) employment of persons assigned to socially
vulnerable groups, if the proportion of which is at least
half of the total number of employees; (2) provision of
social services defined by the Law of Ukraine "On
Social Services", if more than half of the recipients of
those services are disable people; (3) provide jobs and
social services to persons from socially vulnerable
groups, if the share of such persons is not less than 30

! http://wl.cl.rada.gov.ua/pls/zweb2/webproc4 1?

pf3511=46025
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per cent of total number of employees and at least 30
per cent of recipients of social services are disable
people; (4) sell goods and services socially vulnerable
people at prices equal or below the self-cost of produc-
tion; (5) investing in socially important projects.

Firstly, the range of possible applicants for the
status of "social enterprise" significantly narrowed
because number of beneficiaries is limited only social-
ly vulnerable people.

Secondly, this set of criteria does not fit to such
important social enterprises operating in some EU-
member countries, USA and Canada as the Community
Economic Development Corporation (CEDC) and the
Community Interest Company (CIC). The CEDC and
CIC in many countries play a significant role for the
socio-economic recovery of depressed areas (see [28]),
so they can be effective agents of economic restructur-
ing and the restoration of social infrastructure in the
Donbass.

Thirdly, the criterion of "investments in socially
important projects” is vague and raises more questions
than answers.

3. The draft law stipulates that social enterprise
status granted by the Interdepartmental Commission on
public support for social enterprises that suggested to
be created. This corresponds to the practice of state
support for social enterprises in some countries. For
example, the Social Enterprise Unit operates within the
British Department of Trade and Industry, also under
the decision of the USA President B. Obama the White
House Department of Social Innovation and Civic
Participation was created. At the same time, given the
declared profound decentralization of public admin-
istration in Ukraine, strengthening of local self-
government and further democratization of public life,
one can consider it appropriate to delegate the function
of assignation of the social enterprise’s status at a local
level. To do this, local governments should create a
public commission on social entrepreneurship in which
representatives of the NGOs and social enterprises
should be included. It is also needed to delegate the
competence for providing various tax exemptions and
preferences for social enterprises to the local level,
given the fact that fiscal decentralization should pass
taxes on profit as the main source of local budgets.

4. Article 9 of the draft law provides that “mem-
bers (participants) of social enterprise which is formed
by joint a property (property rights) have the right to
participate in managing the company according to their
stake (share) in the property company, unless otherwise
provided statute”. One keep in mind that this article
does not meet the European practice of democratic
management in social enterprise based on the principle
of "one person - one vote". In addition, the vast majori-
ty of national legislation concerning social enterprises
contains a provision that called "lock assets", under
which the assets of the social enterprise is indivisible

(except ones that have legal form of cooperative, lim-
ited or share company), and in a case of closing is
transfer to another social enterprise.

5. In conclusion, of the Chief scientific and expert
department of the Parliament concern the draft law "On
Social Enterprise" made observations on that draft
chapter IV "State support of social enterprises" con-
tains five articles, four of which are not related to state
support. It should accept. Moreover, it should be noted
that the represented in the draft measures for support of
social enterprises are, with no specific view general list
of these measures: "... tax benefits while taking in-
vestment, privileges in land issues, returnable and non-
repayable financial assistance, loans, facilitate to grant
priority when placing public orders and the perfor-
mance of state programsy.

Taking in account previous comments on the
transfer of competence for the regulation of social
entrepreneurship at the local level, we can conclude the
following:

- The law "On social enterprises in Ukraine"
should play the role of framework document that de-
fines the essence of subject, the basic criteria and pro-
cedures for granting the status of a social enterprise,
the main responsibility of government and regional
public authorities for promoting social enterprises. Due
to absence of national social enterprise concept, it will
be better on the initial stage of social enterprise legiti-
mating to adopt the EMES European Research Net-
work concept of social enterprise. This would allow
elaborating the national one eventually.

- Concerning the issues of creation, registration,
closure of social enterprises — these questions should
be addressed in accordance to the regulatory norms
relevant for the organization-legal form that have cho-
sen by specific social enterprise;

- The concrete measures for social enterprises
support have to be initiated by regional and local au-
thorities based on the real opportunities for funding
this support. Such initiatives can be incorporated in
traditional practice of elaborating 2-year programs for
small and medium size business development by ob-
last’s administrations and local authorities.

- Appropriate forms of social enterprises support
can be chosen by regional and local self-governments
based on their possibilities from listed bellow:

e Specific enabling legal, fiscal, and regulatory envi-
ronments might be needed for social entrepreneurs,
according to the form that their initiatives take. For
the Donbass region, it is needed urgently to deter-
mine such environments that is friendly for social
enterprises like the Community Economic Devel-
opment Corporation and the Community Interest
Company.

e Public procurement measures should be developed
so that social enterprises can consolidate and ex-
pand their growth.
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e Support market development for social enterprise
and provide training for public officials and social
enterprises to deal with public tenders.

e Offering fiscal incentives to attract investors for
social enterprises start-up and offering multiple
forms of credit enhancement;

e Provide training and learning to social entrepre-
neurs and comprise social entrepreneurship in
school and university curricula;

e Evaluating the impact of social entrepreneurship
development in selected areas and conducting re-
search in order to assess the different needs of the
entities belonging to the social economy sector.
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JIax O. B. Po3BUTOK comiajJibHUX MiIMPHEMCTB
SIK Cnoci0 NoM'AKIIeHHs cowianbHOI cuUTyanii y
Jonbaci

Mera cTarTi MoJIATaE B JOCIIIPKEHHI €BPOMNEHChH-
KOTO JOCBily TOIIMPEHHS COLIAIGHUX MiAPHEMCTB,
TOOTO BHW3HAUYEHHS COMIAJIBHUX IMiANPUEMCTB, iX Op-
raHi3alifHO-IPaBOBUX (OPM, MIATPHUMKH COIIAILHUX
MiATIPUEMCTB, & TAKOXK BU3HAYCHI, SIK 1IEH TOCBIT MOXKeE
OyTH 3acTOCOBaHMH B YKpaiHi, 0COOJMBO B pETiOHI
Jlonbac. BHCHOBKM 3 JOCHIJKCHHS 3a0€3MeuyloTh
OUThII  IUTICHE PO3YMIHHS 3POCTAaHHS  CEKTOPY
comianpHOro mianpueMHuinTBa B kpainax OECP. Ile
JIOJIa€ 10 PO3YMIHHS TEMHU JOCTIKCHHS y MiCIIEBOMY
KOHTEKCTI, BUCYBa€ PEKOMEHMAIIl PO Te, MO MOTPio-
HO, MO0 Y3aKOHWTH COLIANbHE MiANPHEMCTBO B
VYkpaiHi, 1 103BOJIsIE BU3HAYWTH, SIKi 3aXOJU € HE0O0-
XIJTHAMH JJTs 3MIIIHEHHS 3PDOCTaHHS CEKTOPY COIiallb-
HUX MiANpUEMCTB B YKpaini i B JloHOAaci, SIKHMid cTpax-
Ja€ BiJ BiliCbKOBOro KOH(IiKTy. Pesympratu mo-
JETIIYIOTh  MaHOyTHI JOCHIIDKEHHS 1 MPaKTUYHY
JISUTBHOCTI, TOB'SI3aHY 3 COLIAIBHUMH ITiIIPUEMCTBA-
MH, JIOJIAl0YM TEPEHIKOM, BUKIHMKAHI BiJICYTHICTIO
IOPUIUYHOTO BU3HAHHA 3arajibHOnpuiiHaToro y €C
BH3HAYECHHSI COLIATBHOTO MiAMPUEMCTBA, COLIATBLHOTO
MiATPUEMHUIITBA, & TAKOXK BIACYTHICTIO HAI[IOHAJIBHOT
CTAaTHCTUKU COIIAJBHUX MIAMPUEMCTB Ta JCPKaBHOI
MOJITHKHY B Taly3l pO3BUTKY COIaJbHUX MiANPHEMCTB,
HaBiTh y pa3i JoHOacy, skuii TepMiHOBO mOTpeOye
3pOCTaHHS IIBOTO CEKTOPY.

Kniouogi  cnosa:  comianbHe — IiIIPHEMCTBO,
colliajibHe MiAMPUEMHMIITBO, COIllalbHA EKOHOMIKa,
TPETii CeKTOp, HEMpUOYTKOBI Oprasizarlii, colliaibHi
inHOBaii, €C, Ykpaina, Jlonbac.

JIax A. B. PazBuTue conmajibHBIX Npeanpus-
THH KaK cnocod cMAr4YeHus COMATbHON CUTyauuu
B Jlonbacce

Ienp cTaThy 3aKIHOYACTCS B UCCIICIOBAHUHU EBPO-
MEHCKOr0  OMBITa  PACIHPOCTPAHEHHS  COLMATBHBIX
MIPEANPUSATUH, T.€. ONPEICIICHUS COLUAIBHBIX TPE-
MPUATHN, UX OpraHU3allMOHHO-TIPABOBBIX (HOPM, IMOJI-
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JEPKKU COLMAIIBHBIX MPEANPUATUN, a TaKkKe B ycTa-
HOBJIGHUH, KaK 3TOT OIBIT MOXET ObITh NMPUMEHEH B
VYkpanne, ocooeHHO B peruoHe JlonOacce. BoiBosb
HCCleIOBaHusl obOecreunBaloT OoJiee LENOCTHOE TO-
HUMaHUEe (EHOMEHA pPOCTa CEKTOpa COIMAIBHOIO
npennpuHuMaTenscTBa B ctpaHax ODCP. Oto crnocob-
CTBYET MHTEpIpETaly TeMbl HCCIEIOBaHUS B MECT-
HOM KOHTEKCTE, BEIOOPY PEKOMEHJAIIMM OTHOCUTEIBHO
TOT0, IPAaBOBOIO 3aKPEIJIEHUS COLMAIbHBIX MPEANIPU-
SITHA B YKpawHE, W TO3BOJSIET OIPEACTUTh, KaKHe
Mepbl HEOOXOAWMBI ISl YCKOPEHHS POCTa CEKTopa
COIMAJIbHBIX MpennpuaTuii B Ykpaune u B JJonOacce,
KOTOpBIA CTpajaeT OT BOEHHOTro KoHGumkTta. [lomy-
YEeHHbIE pe3yJIbTaThl 00JIer4aloT OyAyliue HUCCien0Ba-
HUS W TPAaKTUYECKYIO JESTEIbHOCTH, CBS3aHHYIO C
COLIMAJIbHBIMU NPEANIPUATUAME, NIPEOJOJIEBasl PEMT-
CTBUS, BBI3BAHHBIE OTCYTCTBHUEM HOPUIAHYECKOTO IMPH-
3HaHus obuienpuHiaToro B EC ompenenenus: couuanb-
HOIO NPEANpPUATHS, COLMAIBHOTO IpeANpPUHUMATENb-
CTBa, a TaKKe OTCYTCTBUEM HAIMOHAIBHOM CTaTUCTH-
KH COLMAIIbHBIX NPEANPUATUNA U HE MPUHATHEM TOCY-
JApCTBEHHON IOJIMTUKU IMOAJNEPKKU Pa3BUTHUS COLM-
QIBHBIX MpennpusaTuil, naxe ans Jlonbacca, KOTOPBI
OCTPO HYXAAETCS B pOCTE ITOTO CEKTOPA.

Kniouegvie crnoea: conyanbHOe NpeapUsATHE, CO-
LUaJIbHOE IPENIPUHUMATENBCTBO, COLMANbHAA 3KO-
HOMHKa, TPETUH CEKTOp, HEKOMMEpUECKHE OpraHu3a-
nuu, couuanbHbie uHHOBaIwu, EC, Ykpauna, [loH-
bacc.

Lyakh O. V. Development of Social Enterprises
as Way of Mitigating the Social Situation in the
Donbass

The aim of the paper is to investigate the Europe-
an experience of social enterprises disseminating, i.e.
the definition of social enterprises, their legal forms,
forms of social enterprises support, as well as to ex-
plore how this experience could be applied in Ukraine,
especially in the Donbas region. The findings from the
research provide a more holistic understanding of
growth of social enterprise sector in the OECD coun-
tries. This detail adds to an understand the researched
topic in the local context, puts forward recommenda-
tions on what is required to legitimize social enterprise
in Ukraine, and allows to determine what measures are
appropriate for fostering social enterprises sector
growth in Ukraine and in the region Donbass which is
suffering from military conflict. Outcomes facilitates
forthcoming research and practical activity connected
with social enterprises by overcoming the handicaps
caused by the lack of legal recognition commonly ac-
ceptable in EU definitions of social enterprise, social
entrepreneurship as well as the absence of a national
statistics of social enterprises and state policy for de-
velopment of social enterprises, even in case of the
Donbass that is urgently needed this sector growth.

Keywords: social enterprise, social entrepreneur-
ship, social economy, third sector, non-for-profit or-
ganizations, social innovations, EU, Ukraine, Donbass.
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THE CLASH OF CAPITALS: UKRAINE AS VICTIM NATIONAL
AND GLOBAL PROCESSES

The development and transformation of the
world-system [1] is characterized by a clash between
capitals, which are manifested in mutually contradicto-
ry processes of cooperation and competition at all lev-
els (micro-, macro- and global). These processes on the
one hand provides the progress of social development,
and on the other are the cause of various kinds of disas-
ters in socio-economic life of peoples and Nations
from economic crises to local and global armed con-
flict. First World War is classic example of large-scale
military conflict as result of clashing capitals at global
level [2, p. 299-426]. A. Buzgalin notes analogy:
"clash in Ukraine is a miniature "farcical" copy of the
tragic situation prevailing in Europe before the First
World War" [3]. It is not allowing increase wealth of
Ukraine [4].

The research of this problem is due to her im-
portance to economic, social and geopolitical sides for
Ukraine. This confirms a significant number of scien-
tific publications. However, the simultaneous analysis
of the role of capital in this process at the global and
national level have not been conducted, which led to
the choice of research objectives and its novelty.

The aim of this study is to systematize the basic
processes of concentration of national capital in
Ukraine, evaluation of its role in the global confronta-
tion of capital and their aggregate impact on the crisis.
As a theoretical basis for the research used the theory
of evolution, and the methodological approach the
ascent from the abstract (the interaction of capitals) to
specific (the clash of capital directly in Ukraine and
around it).

In this article, capital is defined as "self-
expanding value," which "can be understood only as
motion, not as a thing that dwells alone" [5, p.121].
Capital is constantly striving to reproduce itself and
increasing (expansion) at maximum speed. Description
priority essential characteristics of capital successfully
fits the statement of the famous capitalist C. Rhodes
"expansion is everything" [6, p.52].

The principal difference capital from a self-
employed entrepreneur is freedom in decision making.
Self-employed entrepreneur can operates on their own
on the free market, the public or voluntary sector, and
at any time to terminate its activity. Individual capital
is integral part of the capitalist world-system. One is
fully subordinated to the universal rules and can act
only according to them. Therefore, the will of the indi-
vidual, as a representative of big capital, is significant-

ly limited. Generally accepted indicators of business
performance (profitability, market share, etc.) and ex-
isting rules (qualification requirements for personnel,
environmental standards, etc.) prevail over the logic of
managerial decision-making representatives of big
capital.

According to evolutionary theory of economic
transformations the interaction of aggregate capital
(and individual firms) is determined according to the
rules (1) the behavior of individual capital, (2) interac-
tion of capitals among themselves, (3) the emergence
of new capital, (4) leaving the existing system of ag-
gregate capital (by analogy [7, p.13]).

Among the methods of implementation of these
rules, you can select a number of essential characteris-
tics. The behavior of individual capital (rule #1) can be
described as intensive and extensive way. Intensive
way involves the increase of capital due to a more
productive use of factors of production. The extensive
way is realized due to the absorption or submission of
other capital.

Capitals are always interacting as competitors or
as partners. A special case is the one desire of capital to
subjugate another, or to resist a hostile mergers and
acquisitions. Thus the highest form of cooperation can
be considered a mutually agreed merger of capital.

Implementation of rule (2) of the interaction of
capitals among themselves depends on their size
(scale). If the capital "A" significantly more capital "B"
and they will interact, the capital "A" will seek to ab-
sorb the capital "B". At the same time the capital "B"
would oppose a hostile acquisition. If the capital "A" is
commensurate with the size of the capital "B", then the
interaction will occur without the submission attempts
one capital by another and potential for cooperation
will be higher.

The emergence of new capital (rule #3) takes
place through the isolation (separation) from existing
now capital (through privatization; at least — as a result
of activities of competition authorities or voluntary
fragmentation of capital by decision of the owners or
shareholders). An alternative version of the origin of
capital is creating it from scratch through the use of
redistributed added value in the form of investment or
pure cooperation of living labor.

M&A is the main way of leaving of the certain
capital from the existing system of capitals. It should
be noted that nationalization is a transition under the
control of the state capital. The second way out of the
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current system of capitals is the actual (physical) elim-

Generalization for implementations of the rules is

ination of capital, without further productive use of presented in Table 1.

their material or intellectual components.

Table 1

The main ways of implementation of the rules of interaction of capitals

Rule

The main ways of implementation of the rules

(1) the behavior of individu-
al capital

- extensive expansion
- intensive expansion

(2) interaction of capitals
among themselves
- absorption (M&A)

- competition (for resources, for markets, etc.)
- co-operation within the value chain; advocacy of common interests, etc.)

- counteraction to the acquisitions

(3) the emergence of new
capital

- the isolation (separation) from existing now capital
- creating capital from scratch

(4) leaving the existing sys-
tem of aggregate capital

- acquisition

component)

- liquidation (bankruptcy without further use of the material or intellectual

The behavior of individual capital causes the rules
of its interaction with other capitals. So intense method
of expansion of capital leads to cooperation with other
capitals; extensive - to clash with other capitals on the
inside or outside of the arena.

According to described logic below is an analysis
of the interaction of capitals inside Ukraine (inclusive
Donbass) and on the international level.

Clash of the national capitals in Ukraine

The transformation of Ukraine's economy from a
socialist to a capitalist model in the beginning of 90-s
of the 20th century was accompanied by an attempt
civilized concentration of capitals by means of "vouch-
ers". This reform failed. The accumulation of capital
began to pass beyond the right field. As a result, the
formation and interaction of capital was related to the
overall economic situation of the country and the dy-
namics of its changes (Fig.1)
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Fig. 1. Dynamics of Ukraine's GDP 1991-2013 in % to 1990 [8] and the average number
of ordered assassinations in Ukraine in 1997-2011 [9]

Acute phase uncivilized (criminal) capital acquisi-
tions each other was passed in 1995-1996 [10] for a
couple of years to a peak of falling of economy of
Ukraine (1998-1999). The transition to conditionally
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legal way interaction of capital became one of the fac-
tors for future economic growth.

When Ukraine's economy entered the recovery
phase (2000-2008), the number of assassinations is
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dramatically reduced. Capitals begin to prefer to re-
solve disputes in the courts and through the growing
influence of the Central authorities and local self-
government. The most common formula for the incre-
ment of capital becomes "Money", "Power" - "the
Money plus". Each capital seeks to invest in elections
and lobby for the appointment of the necessary offi-
cials for the proper conduct of privatization tenders and
public procurement.

Therefore, in the framework of natural selection
entrenched scheme "investment in strengthening politi-
cal influence" - "privatization of state-owned asset
below market value" - "borrowings, secured previously
privatized asset" - "using the main part of the funds in
the privatization of a new asset, and the remaining part
on the modernization of previously privatized asset”.
Moreover, privatization is always the first place, be-
cause the profitability of capital investment and the rate
of increment are higher.

A consequence of this interaction was the for-
mation of financial-industrial groups and the desire of
capital to vertical integration to ensure independence
from other capitals and reduce the potential for re-
privatization through the transfer of non-productive
functions of the management company (e.g., account-
ing, procurement, sales, recruiting, etc.).

According to the results of the power struggle all
major Ukrainian capital at each moment of time is
divided into "Pro-government" and "opposition". The
political cycle of elections synchronized with the ag-
gravation of confrontation between these groups of
capital. Thus, only in the context of economic growth
was made possible bloodless transfer of power accord-
ing to the results of the "Maidan #1".

Such a behavioral model of capital in Ukraine led
to the fixation technologically outdated structure of the
economy that limited the possibilities to ensure its
social orientation [11]. This is clearly seen in the com-
parative analysis of the contribution of different tech-
nological paradigms in the structure of Ukraine's econ-
omy and major national economies, who are selling
their interests in Ukraine (table 2).

Table 2
Waves of technological innovations in the structure
of the economy [12, p.26]

The wave of technological innovations,
Country % in the economy of the country
i v \Y \
USA 10 20 60-65 5-7
Russia 25-30 55-60 15-20 1,5
China 30-35 40-45 30-35 3
Ukraine 55-60 30-35 5-7 0,1

In Ukraine dominates the third technological
wave, the core of which includes the production and
rolled of steel, the export of which is the main source

of foreign exchange earnings of the country. And it's
basis of the formation of the leading financial-
industrial groups.

A typical illustration of the focus on freezing the
current structure of the economy can be considered to
be developed by consulting company Monitor group
(under the auspices of the SCM group) on the threshold
of the crisis of 2008 strategy for the development of
the Donbass region until 2025 (“The Donbass 2025:
strategy for the future"). According to this strategy the
main directions of economic development of the Do-
netsk region must be become metallurgical and agro-
industrial clusters, which is fully consistent with the
interests of the financial-industrial group SCM and
APK-invest, but did not improve the manufacturability
of the economy of the region and the country. As noted
by the incumbent at that time the head of the Donetsk
regional state administration V. Logvinenko "selected
key clusters, in fact, a "conservation" the existing
structure of the regional economy" [13].

Thus, it can be argued that the Ukrainian capital is
not able to respond constructively to the challenges of
modernity on ensuring the structural transformations
and the fact has exacerbated the crisis, because the
outdated structure of the economy has reduced the
opportunities for the intensive use of capital and con-
tributed to its aspirations for extensive expansion.

As a result of transformation of economy of
Ukraine during the 1st and 2nd stage 1991-2008 there's
a certain profile for major Ukrainian capital (table 3),
which differs significantly from the profile of a typical
large-scale capital into other countries with its focus on
the use of the state for internal expansion instead ex-
ternal one.

Table 3
Profile of major Ukrainian capital
Way of implementation The dominant
of evolutionary rule characteristic
(1) Way of expansion capital |Extensive extension
(2) Way of the interaction of|Absorption of other
capitals capitals inside the
country
(3) Way of emergence of new|Separation from exist-
capital ing capital (usually it's
separation from state
capital)
(4) Way of leaving the exist-|Hostile takeover
ing system of capitals

At the end of 2008 the economy of Ukraine enters
a phase of recession. As a consequence, the ability of
capitals to agree among themselves is decreasing. The
voltage between the capital increases. Against this
background, President Viktor Yanukovych from 2010
begins to form his own major business, and that led to
the main difference between the "Maidan #1 (2004)
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and "Maidan #2" (2013). If first Maidan in 2004 pur-
sued as a goal the change of roles between the capital
that has the maximum impact on power and capital in
the "opposition". Maidan #2 had additional goal in the
form of the elimination of immature player. And the
"opposition" and "Pro-government" capital resisted the
formation of a new oligarchic group i.e. the transfor-
mation of power in the money in the personal interests
of President Viktor Yanukovych, and not capital,
which brought him to power. As a result, "pro-
government" capitals as at the end of 2013, took a
neutral position relatively events on the Maidan #2", as
evidenced by the information policy of controlled them
media.

Thus, it can be argued that the hard clash of capi-
tals in Ukraine is a natural event in the framework of
an evolutionary theory of economic transformations.
However, the extension of the conflict to the scale of
military confrontation in Donbass was caused by clash
of capitals on global level in the same time.

The role of global capitals in the development
of the crisis in Ukraine

Given the minor role of the Ukrainian economy in
the world (by PPP GDP of Ukraine is 0.39% of global
GDP) the global level largely determines the socio-
economic processes in Ukraine.

Currently on the territory of Ukraine are actively
implementing their interests, the representatives of the
three poles of concentration of capital: the USA, the

EU (primarily capitals’ of German and French), Rus-
sia. Although the Chinese's capital is not actively lob-
bying for its interests in Ukraine, however, playing an
important role at the global level and so it should be
considered. The strength of capital of these countries
can be assessed as a share of GDP at purchasing power
parity in the global economy. The share of US is
16.45%, China - 15.84%, Germany — 3.45%, Russia —
3.43%. Consequently, the amount of the Ukraine's
capital inferior to the amount of capital U.S. in 43
times, China — 41, Germany and Russia — in 9 times.
We have the proportion: capital of U.S.: capital of
China : capital of Germany : capital of Russia : capital
of Ukraine= 43 : 41 : 9 : 9 : 1. Thus, the Ukrainian's
capital interacts and is opposed to global capitals, each
of which are significantly greater in scope (Fig. 2).
Moreover, the importance of trade cooperation be-
tween the global capitals is above interaction with the
Ukrainian's capital. For instance, the volume of trade
of Russia and the Ukraine less than Russia and Germa-
ny more than 2 times.

Therelationship between capitals should be con-
sidered from the perspective of benefits and costs for
each of them. This allows characterizing the motivation
of the individual capitals. As a measure of influence of
one national capital to another one selected ratio of
trade (imports plus exports) to GDP PPP international
dollars. Thus, the relationship of larger and smaller
capital is characterized by a more significant influence
of the first on the second, and accordingly, the less
significant the influence of the second to the first.

Fig. 2. The mutual influence of capital on a global level'

! Figure compiled by the author as a result of generalization of the following sources of information: [14-17].
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Dominant position in the world is the U.S. capital
through its management of global financial capital. The
main purpose of the capital of the U.S. is at least to
maintain the status quo in the world. It's assumes con-
tinued use of the US dollar as the main reserve curren-
cy and means of international trade settlements and
related financial infrastructure, including rating agen-
cies, stock exchanges, insurance institutions, etc. At the
same time a it's searching for opportunities to expand
the use of capital. Trading relations of US are essential
for Germany. Its trade with the United States is about
5% of GDP. The effect on equity of China is more than
3% of GDP, and Russia and Ukraine about 1% of
GDP. The capital of the USA is substantially depend-
ent only from China, and to some extent from Germa-
ny. At the same time, the trade links capital of the USA
with the Russian capital is minimally (0.23% of GDP),
and from the Ukrainian capital is negligible (0.02% of
GDP). This situation allows USA capital is using sanc-
tions against smaller capitals without painless for your-
self.

The realization of these aspirations necessitates:
1) leave in a subordinate position (at least normatively)
Chinese, European and Russian capitals; 2) minimiza-
tion of cooperation between the German (European)
and Russian capitals; 3) creating a Transatlantic Free
Trade Area (TAFTA) with the EU. Bce Tpu myHkra
B3aMMHO 3aBUCHMBI. Disintegration of German and
Russian capitals, which can be implemented at the
expense of military-political conflict in Ukraine, in-
creases the probability of creating a transatlantic free
trade area and as a consequence strengthening the lead-
ing position of capital of the USA in the world.

Foreign trade relations of Germany heavily de-
pend on China and the United States. The importance
of trade relations with Russia is twice lower. The role
of the Ukrainian's capital is not significant for Germa-
ny.

In the framework of the described linkages the
German's capital has the following priority interests:

1) to limit the growing influence of the USA's
capital through braking formation of TAFTA, the crea-
tion of which is being postponed;

2) to gain profit from cooperation with Chinese
and Russian capitals;

3) to subjugate the Ukrainian's capital and com-
modity market.

Russian capital, on the one hand, wants to weaken
the control of the financial capital of the USA, continue
the cooperation with German and Chinese capital and
to deepen it, and subjugate the Ukrainian capital based
on existing significant impact on trade (9.76% of
Ukraine's GDP).

Russian capital gains from moderate military and
political instability in Ukraine, because in this case
decreases the probability of the inflow of Western
capital into this territory and the risk of a significant
reduction in cooperation between Russian and Western
capital remains insignificant.

Chinese capital tries to go out from the subordina-
tion of the financial capital of the USA and strengthen

its cooperation with the EU, including through the
revival of the new Silk Road, part of which is Ukraine.
This will allow him to claim a place the U.S. in the
global economy.

Thus, global players in varying degrees, have cer-
tain interests in Ukraine and defend them to the best of
my ability, disregarding the interests of Ukraine itself,
which is not have possible to actively oppose them.

Conclusions

In the framework of an evolutionary theory of
economic change, the national capitals of the individu-
al countries have an attraction to a certain profile. Pro-
file of the national capital in Ukraine differs from the
profile of the national capital in Germany, China, Rus-
sia and USA. Ukrainian major business tends to exten-
sive expansion and is considering the state "Ukraine"
as a tool for the acquisition of capital within the coun-
try. The capitals of Germany, China, Russia and the
United States see their national government as a tool to
protect their interests at the global level.

Profile of the national capital leaded to the outdat-
ed structure of the economy of Ukraine, which reduced
opportunities for economic progress and is caused
constant social tension. Minor global scale Ukrainian
capital and fragmentation at the national level deprived
itself subjectivity in international confrontation of capi-
tals.

Transformation of the "opposition" capital into
"pro-government" in 2013-2014 has been the trigger
socio-political crisis in Ukraine, which on the back-
ground of a global clash of the capitals acquired the
scale of armed conflict.

In the coming years, given the profile of the na-
tional capital in Ukraine, we can expect further con-
frontation inside the new "pro-government" capital,
and between "pro-government" and "the opposition"
capitals. Opportunities for concentration of capital in
the framework of the nation state most likely are lost
and the Ukrainian capital will be subordinated to Euro-
pean capital or Russian capital, or them simultaneous-
ly.

Optimistic for Ukraine can be considered a sce-
nario under which the United national capital will be
able to change your profile and become an independent
player on the global scale. This involves the simultane-
ous reduction of dependence on Western capital and
strengthening opposition of Russian capital (the return
of the property rights abroad; payment of debts to the
IMF and the completion of cooperation; the concentra-
tion of the national capital within Ukraine; not entering
into nor in the Customs Union of the Eurasian Eco-
nomic Union, nor in the Free Trade Zone with the EU).
The possibility of realization of such a scenario is ex-
tremely unlikely.
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BumneBcbkuii O. C. 3iTkHeHHs KamiTaJjiBb:
Ykpaina sik ;KepTBa HaUiOHAJbHUX i IV100aJbHHUX
npoieciB

VY crarti po3rasHyTO (HOpMYyBaHHS NPOdLIIO Be-
JIUKOTO HAIIOHAJILHOTO Kamitany B YKpaiHi 3TigHO
SBOJIIOIINHOI Teopil eKOHOMIYHHX TpaHc(opMariid. B
SIKOCTI KJIFOYOBOI XapaKTEPUCTUKU BHUSBICHO HOTO
CIPSIMOBAHICTh Ha EKCHAHCII0 i OOpOoThOYy BCepeauHi
KpaiHW, 110 MiJpUBa€e CTIHKICTh JepKaBH OCOOIMBO B
nepiog Kpu3u. Takox MOKa3aHo, IO 3ITKHEHHS Karli-
TaJliB Ha IJOOATEHOMY DiBHI 3yMOBHJIO MOXIIMBICTb
MePEepPOCTaHHsI COMIaIbHOT HECTaOIILHOCTI B 30pOHHMI
KoHQIIKT B Ykpaini y 2013-2014 pp.

Kniwouosi crosa: 31TKHEHHS KaIiTajiB, €BOJIOLIII-
Ha Teopis EKOHOMIYHMX TpaHcdopmariid, mnpodias
YKpPaiHCHKOTO KaITiTay.

BummneBcknii A. C. CToJKHOBeHHMe KalUTAa-
JIOB: YKpanHa KaK KepTBa HAIMOHAJIBHBIX U IJI0-
0aJbHBIX NPOIECCOB

B crathe paccMoTpeHo dopMupoBanue mpoduis
KPYITHOTO HAIIMOHAJTBHOTO KamlWTalia B YKpawHE CO-
[JIACHO  DJBOJIIOIMOHHOM TEOpPHH  AKOHOMHYECKUX
Tpanchopmanuii. B kadecTBe KIIFOUEBOW OCOOCHHOCTH
BBISIBJICHO €TI0 HAIICJICHHOCTh Ha AKCIAHCHIO U 00phOY
CTpaHbI, YTO IMOJPHIBAECT YCTOHYMBOCTH TOCYAAapCTBA
0cOOCHHO B mepuon Kpu3uca. Takke MOKa3aHO, YTO
CTOJIKHOBCHHE KAaIUTAJIOB Ha IIOOAIBHOM YpOBHE
00yCIIOBIIIO BO3MOKHOCTE TEPEPACTAHUS COIMATBHON
HECTaOMIBHOCTH B BOOPY)KCHHBIN KOH(MIHUKT HA YKpa-
nue B 2013-2014 rr.

Kiouesvie cnosa: CTONTKHOBEHHE KAIUTAJIOB,
SBOJIOIIMOHHAS TEOPUs SKOHOMHYECKUX TpaHchopma-
UH, TpoHITb YKPAMHCKOTO KaIUTaIa.

Vishnevsky O. S. The Clash of Capitals:
Ukraine as Victim National and Global Processes

The article considers the formation of a profile of
major national capital in Ukraine according to evolu-
tionary theory of economic transformation. The
Ukraine capital focuses on expansion and the clash into
the country. It's undermining stability of the state espe-
cially in times of crisis. It is also shown that the clash
of capital at the global level led to the possibility of
escalating social unrest into the armed conflict in
Ukraine in 2013-2014.

Keywords: clash of capitals, an evolutionary theo-
ry of economic transformations the profile of the
Ukrainian capital.
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SMALL INNOVATIVE ENTERPRISES IN UKRAINE AND EUROPE:
TENDENCIES, PROBLEMS, AND INCENTIVE TOOLS FOR THEIR DEVELOPMENT

Problem definition.

Ukraine’s positions in the world ranking system
remain low:

— The Global competitiveness index 2014 — 76
position of total 144;

— The World Competitiveness by the Interna-
tional Institute for management development 2014 — 60
out of 61 economies measured;

— The Global innovation index 2014 — 63rd
among 143 countries;

— Investment climate is estimated as “rather un-
favorable” by the 52% and “extremely unfavorable” by
the 33% of respondents according to the research of
European business association “Investment attractive-
ness index (1st quarter 2015)” [6,8].

The basic economic indicators now reflect not on-
ly the issues related to institutional gaps, and macroe-
conomic instability, but also the pressure of armed
conflict onto economic and social development of the
country. The deep crisis in almost all areas of life; lack
of political will for implementing real reforms, rising
of militarization level of economy pushes Ukraine back
to countries with low income, technological underde-
velopment, and lost opportunities.

Meanwhile, the world leading countries prove the
fact that innovations nowadays become not only an
effective tool for a sustainable growth, but also a first
order conditions for the countries’ survival in the con-
text of global competition.

The results of a new PricewaterhouseCoopers’ re-
search named “Growth through innovations 2015”
have shown that the most innovative companies in the
world expect more than 60% of growth and rise of total
revenue at more than $250 billion within the next five
years due to the complex approach to innovations in all
the directions of their activity. As a part of a study a
direct dependence between innovational leadership and
significant growth of revenue was discovered. The
innovations became a part of general operational ac-
tivity of companies. A few years ago the most power-
ful instrument for the majority of companies was an
entry into the Chinese market, but now the biggest
potential is provided by the innovations. [1].

At the same time the triple crises in Europe af-
fected business innovation and R&D in a negative way.
The market entry of innovative businesses in Europe
was obstructed and risk capital dried out. Investment in
innovation suffered due to the unstable market condi-
tions and the macroeconomic situation. Surely, in times

of uncertainty fewer companies would boost R&D
spending and invest in innovation. This is especially
valid for the small and medium enterprises (SMEs).

The crises were a stress test for the small compa-
nies and many failed to pass it. In the meantime, inno-
vation demand for SMEs grew higher than ever be-
cause it meant survival, productivity, growth and com-
petitiveness [7].

As for Ukraine there is a wildly used assumption
that the general economic situation in the country is so
difficult and unfavorable to business that enterprises
think how to survive rather than how to innovate and
grow [9]. Although as it was reasonably pointed out
above, innovations are really vulnerable to the crisis,
they are still one of the key factors of growth irrespec-
tively of geographical location or sectoral affiliation of
a company.

Currently, 99,8% of all firms in the EU are SMEs
and this is why small innovative companies are crucial
for the economic growth and sustainability. Small en-
terprises are an integral part of the innovation process.
They have to innovate to maintain market share and
achieve greater efficiency. In the long-run, economic
growth depends on the establishment and support of
business environment that fosters innovation. Innova-
tion-intensive countries which create and implement
new technologies develop faster than countries that do
not innovate. This is why innovative businesses have a
special place in the long-run development of the EU
[7].

The analysis of a current situation in a small inno-
vative entrepreneurship in Ukraine and comparison
with other countries in Europe could give us a glance at
the tendencies, weaknesses, threats, which companies
and national governments face with. It also could help
us to find new ways and incentives to improve the
current positions and develop a strong strategy for the
future.

The objective of the article is to estimate a level
of Ukrainian small innovative enterprises development
comparable to the European countries’ level, and to
indicate main problems in this area.

The analysis of the latest scientific research
publications.

Innovative activity of small and medium-sized
business, quality of management, etc. are studied by S.
de Mel, C. Woodruff, T. Edwards, R. Delbridge, M.
Munday, S. Lindegaard. The value of small innovative
enterprises (SIEs) for the national economic develop-
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ment, the necessity of government support are studied
by A. Kostrov, V. Shovkaluk, and others. Problems of
innovation activity including small enterprises are
represented in research papers of J. Shumpeter, P.
Druker, M. Porter , S. Rodzhers, B. Santo, R. Solow,
V. Aleksandrova , G. Voljanik , N. Voljanik , Z.
Varnalij , A. Dagaev, M. Denisenko, M. Dolishna, A.
Kuznecova, M. Pashuta , A. Peresada, A. Podder 'ogin,
A. Poruchnik , V. Chaban, and others. At the same
time there is a lack of qualified statistical analysis of
SIEs’ development through time, quantitative and qual-
itative changes, and the evolution of their problems
compared with other European countries.

Conceptual issues of research. The phenomena
of “innovative entrepreneurship” as such is quite new
and slightly researched in Ukraine. Moreover, small
innovative entrepreneurship as an object of scientific
research appears only in the early 2000s. In conditions
like there is no generally agreed accurate definition
neither in science nor in legislation, it is difficult to
make a proper analysis, forecast, and especially to
develop an innovation policy within the country. Up to
2009 it provided data only on innovative activity of
industrial enterprises while there was no detailed in-
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formation on SMEs. Moreover, that data couldn’t be
compared with European innovation indicators. Only
in 2009 the Methodology of Community Innovation
Surveys (CIS), that is used in EU, was adopted in
Ukraine. This Methodology covers all types of eco-
nomic activities and distinguishes SMEs from large
enterprises [9].

Statistical data as regards small innovative
entrepreneurship development in Ukraine is based on
the European methodology CIS, which was
implemented for monitoring the innovation activity in
Europe, and for better understanding of innovation
processes, influence of innovations on the national
economy, competitiveness, employment, structure of
trade, etc.

In 2014 in Ukraine the last research of such a kind
took place. There was a database of innovation activity
in 2008-2010 and partially in 2010-2012. According to
the Government office of statistics in Ukraine the total
number of enterprises that implemented innovations
during the period since 2000 to 2012 had a tendency to
decrease, and only since 2009 the increase of this fig-
ure occurred (figure 1).

g

ﬁ ﬁ 1|6,2%

r

11,2%

0,0% T r .

2000 2001 2002 2003 2004 2005

T T T

2006 2007 2008 2009 2010 2011 2012

Fig. 1. Percentage of enterprises that had innovation activity, %

Note: Compiled by the author with the data of [2].

It is worth mentioning that the percentage of in-
novation active enterprises in total number of enter-
prises in European Union is not less than 25%, and in
average it is 50% (figure 2).

In the diagram below there is a negative trend of
innovation activity among industrial enterprises started
in 2007, and increase since 2009 to 2012. In 2012 the
share of innovative enterprises raised to 13,6%, and in
2013 has decreased to 12,9% (fig. 3).

During the period under a study the number of
implemented technological processes in the industrial
enterprises after a significant decrease in 2005 has
started to increase, that can be explained with the ne-

cessity of modernization of old production in tradition-
al sectors (figure 4). Development of new kinds of
production after a sharp decline in 2002 remains on the
same positions now.

The number of enterprises which held innovative
activity is represented on the figure 5. Despite of slight
increase (less than 3%) of innovative enterprise since
2006 to 2012 the vast majority belong to “non innova-
tive” category of enterprises (79,6%). Only 20,4 % of
enterprises implement innovations mostly in marketing
and organization. Processes improving is observed
only in 0,9% of all enterprises — they are ongoing of
interrupted.
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(*) The survey reference period covers the three years from 2010 to 2012,
Source: Eurostat (online data code: inn_cis8_type)

Fig. 2. Percentage of innovative enterprises in EU (28) in 2010-2012(% of total number of enterprises) [3]
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Fig. 3. Number of enterprises which implemented innovations, and the percentage
in the total number of enterprises [2, p. 181]
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Fig. 4. Innovations’ implementation in the industrial enterprises [2, p. 189]
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Product and process innovative enterprises

Enterprises with ongoing and abandoned
innovations

Marketing and organization innovative
enterprises

Innovation enterprises

Product innovative enterprises

Process innovative enterprises

Non innovative enterprises

m2006-2008
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=2010-2012

82,0%
79,0%
79,6%

Fig. 5. Classification of Ukrainian enterprises according to the type of innovation activity,

In average in EU countries a share of enterprises
with product/process innovations is 22,5% (table 1).
The lowest rate is 4,0% (Romania), the highest is

% of total number, 2006-2012 [2, p. 219]

35,8% (Germany). The leader in marketing/ organiza-
tion innovations is Luxemburg with average of 39,6%,
and the outsider in this context is Poland with 10,5%.

Percentage of innovative enterprises of EU (28) according to the type of innovations

(% from the total number of innovative enterprises) [4]

Table 1

Innovative enterprises

% Product Process Organisation Marketing
{;;:::': ;:gde?ls:r::es::“wl: innovative innovative innovative innovative
on.going innovation activities) enterprises enterprises enterprises enterprises
EU-28 489 237 214 215 243
Belgium 55.6 35 311 203 219
Bulgaria 274 10.8 93 124 142
Czech Republic 439 253 240 205 224
Denmark 5.1 248 229 322 204
Germany 66.9 358 255 322 344
Estonia 476 207 238 2.7 219
Ireland 587 278 259 218 357
Greece 523 195 256 30.2 368
Spain 3386 105 151 194 132
France 534 242 241 342 254
Croatia 379 16.4 19.0 229 235
Italy 56.1 291 304 335 310
Cyprus 421 209 282 262 295
Latvia 304 10.4 127 16.9 165
Lithuania 329 116 131 175 193
Luxembourg 66.1 303 328 46.8 324
Hungary 325 10.6 8.3 16.5 19.7
Maita 511 239 264 347 326
Netherlands 51.4 319 259 273 232
Austria 544 266 287 364 295
Poland 230 94 11.0 104 10.6
Portugal 546 26.0 335 328 328
Romania 207 34 46 141 138
Slovenia 465 236 225 263 285
Slovakia 340 144 135 186 193
Finland 526 310 293 297 265
Sweden 559 315 239 253 304
United Kingdom 503 240 14.1 342 16.
Norway 44.7 19.1 11.9 21.7 23
Serbia 475 245 220 2.6 32z
Turkey 485 17.7 204 31.7 347

(*) The survey reference period covers the three years from 2010 to 2012,

Source: Eurostat (online data code: inn_cis8_type)
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The share of innovative enterpries did not change
significantly since 2006. [2, p. 218]. The share of
medium-sized enterprises with innovation activity
changed significantly in comparasion to small and
large innovative enterprises (from 21,7% to 25,0%).

For small enterpises this change was from 14,9% in
2006-2008 to 16,9% in 2010-2012, and for large
enterprises — the share increased from 40,8% to 43,4%.
In 2010-2012.

® Total number of enterprises under study

® Non innovative enterprises

Enterprises with innovation activity

30000

25000

20000 -

15000 -

10000 -

5000 -

small

medium sized

large

Fig. 6. Innovation activity of enterprises depending on their size, unit [2, p. 218]

It should be noticed that the specific character of
researches of innovation processes in Ukraine is that
more attention is paid to the enterprises with
technological innovations (related to the development
and implementation of technologically new and
technology enhanced goods). Therefore, most figures
of database in these researches are related to the
enterprises of such a type and the main findings are not
able to present the complete image.

Conclusions and perspectives for the future re-
search in this area.

The current situation and main trends of small in-
novative enterprises development can be described as
follows:

— Notably, small entrepreneurship has a high po-
tential of development, that still remains not used in
comparison with other European countries;

— The rate of innovative enterprises in Ukraine
was only 17,4%, at the same time in developed coun-
tries this figure reaches 70-80%;

— The low sectoral development ratio is ob-
served, number of employees, sales, and others are
among those basic figures;

— Cutback in production of goods and services,
that were new for an enterprise or for a market;

— The expenditure structure of innovation com-
panies still relates to buying of soft programs and mod-
ernization of an old equipment;

— There are no tight partner links with other in-
novative organizations within a country, and abroad;

— Low quality and inefficiency of governmental
support of innovative enterprises.

The bullet points described above give the exact
diagnosis of the fundamental problems of Ukraine,
especially in a part of the implementation of its nation-
al potential, which is still strong though. As all can
agree without making efforts to development of effec-
tive tools and mechanisms for its implementation it is
impossible to get a real value added. This can lead to
reducing the chances for economic and technological
breakthrough and well-deserved position in the global
competition.
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explained/index.php/File:Share of innovative enterpri
ses, 2010%E2%80%9312_(%C2%B9) (%25 of all e
nterprises) YB15.png. 5. EBA investment attractive-
ness index 1st quarter 2015 // http://www.google.
com.ua/url?sa=t&rct=j&q=&esrc=s&source=web&cd
=2&ved=0CCMQFjAB&url=http%3A%2F%2Fwww.e
ba.com.ua%?2Fen%?2Fabout-eba%2Findices%2Finvest
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ment-attractiveness-index&ei=pjmR Va2 LEoquswGDr
ba QBw&usg=AFQjCNED4mo4FYTmXboLbu 2vXy
6z1BBEg&bvm=bv.96783405,d.bGg. 6. Innovation
Union Scoreboard 2014 // http://www.google.com.ua/
url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved
=0CB8QFjAA&url=http%3A%2F%?2Fec.curopa.cu%
2Fenterprise%2Fpolicies%2Finnovation%2Ffiles%2Fi
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q cw&usg=AFQjCNFilZVxCuG9EFiXAp5SHDU-2 nla
yog&bvm=bv.96783405,d.bGg. 7. Kalin Zahariev
Small innovative companies make a big difference //
http://www.martenscentre.eu/blog/small-innovative-
companies-make-big-difference. 8. The Global Innova-
tion Index 2014. The Human Factor in Innovation //
www.globalinnovationindex.org. 9. Ukrainian SMEs
Innovation Activity: Analytical Evidence and Net-
working Opportunities // The Institute for Economic
Research and Policy Consulting — Kiev on May 12,
2015 // http://4liberty.eu/ukrainian-smes-innovation-
activity-analytical-evidence-and-networking-opportuni
ties/.

Tyasky 5. 1. Maai inHoBaniiiHi mixnpuemcrBa
B YKpaiHi Ta kpaiHax €Bponu: TeHaeHuii, npod.e-
MH Ta CTUMYJIIOI0Yi iIHCTPYMEHTH PO3BUTKY

CratTs mpu3BaHa JOCHITUTH MMOTOYHY CHUTYAIlil0
PO3BHTKY MajlOrO iHHOBAI[IHHOTO IIiIPUEMHUIITBA B
VYkpaiHi Ta 3poOUTH MOPIBHUTPHUN aHAII3 3MiH y Yaci
Ta 3 IHIIMMH KpaiHaMu. AHaji3 TOKa3ye TEHJCHIIIl,
CTabKi CTOPOHH, BHKIHUKH, 3 SKHMHU 3yCTPi4arOThCs
KOMITaHil Ta ypsau. TakoxX THpOBEICHE OCIIIKCHHS
MOJKE TOITOMOTTH 3HANTH IUIIXM Ta CTUMYIH TSI [O-
JIMNIICHHS MO3MIIN 1 pO3pOOUTH CUIBHY CTPATeTiio,
OpIEHTOBaHy Ha MaOyTHE.

Kniouosi crosa: Mani iHHOBaIIlHI MiITPUEMCTBA,
rII00aIbHHN 1H/IEKC 1HHOBAIIH, MPOTYKTOBI/ TPOIIECHi/
MapKETHHI'OBI Ta OpraHi3alfiifiHi IHHOBAIIii.
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Tyabpky 5. . MaJible HHHOBALMOHHBIE IIPe-
NpusTAS B YKpanHe U crpaHax EBponbl: TeHaeH-
MM, NPo0JieMbl U CTHMYJ/IUPYIOLME HHCTPYMEHTHI
pa3sBUTHHA

CraTbs mpu3BaHa UCCIEAOBaTh TEKYILYIO CUTYya-
LU0 Pa3BUTUSA MAJIOr0 MHHOBAL[MOHHOIO MPEANPUHU-
MaTeNbCTBA B YKpaWHE M CHENaTh CPaBHUTEIIbHBIN
aHallu3 U3MEHEHUM BO BPEMEHU U C APYI'MMH CTpaHa-
MU. AHaJIN3 TOKa3bIBAaCT TCHICHIUH, ClIa0ble CTOPOHBIL,
YIpo3bl, ¢ KOTOPBIMHM BCTPEYAIOTCA KOMIIAHUM U IIpa-
BUTENIBCTBA. TakKe IPOBEACHHOE HUCCIEN0BAaHUE MO-
JKET IOMOYb HalTH IIyTU U CTUMYJIbI AJIS yIy4IIEHUsS
TEKyIIUX TO3UIHNNA W pa3padoTaTh CHIIBHYIO CTpare-
THI0, OPUEHTUPOBAHHYIO Ha Oyayliee.

Kniouesvle cnoea: malble ”HHOBALIUOHHBIC TpE-
MPUATHA, TI00aNbHBIH HHICKC HHHOBALWH, IPOIYKTO-
BBI€/TIPOIIECCHBIE/MapKETHHTOBBIE M OpraHN3alliOHHbIe
HMHHOBALlUU

Tulku Y. I. Small Innovative Enterprises in
Ukraine and Europe: Tendencies, Problems, and
Incentive Tools for Their Development

The article aims to investigate the current situa-
tion of small innovative enterprises in Ukraine and
compare changes in time and among countries. The
analysis shows the tendencies, weaknesses, threats,
which companies and national governments face with.
It also could help to find new ways and incentives to
improve the current positions and develop a strong
strategy for the future.

Keywords: small innovative enterprises, global
innovation index, product/process/marketing and or-
ganization innovations.
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GROWING POINTS OF SOUTHERN CALIFORNIA

Problem definition in general and its connec-
tion with important scientific and practical tasks.
Modern system of international relations in its essence
reflects to the transition from bipolarity to polycen-
trism. The variety of typologies of international sys-
tems is related to the determination of the number of
great powers or superpowers, and distribution of power
(influence) between them. It coexists and develops
three trends simultaneously: 1) directed bipolar-
confrontational model, in which socialist China may
take place of the former USSR; 2) leading to the con-
solidation of single-pole-authoritarian model, when the
world order is verified by USA based on its national
interests; 3) focused on the formation of a multipolar or
polycentric world, inter-state relations of which should
be governed by the spirit and letter of international law.
The main role in which is played by the balance of
interests of the leading countries - centers of political,
economic, cultural and military influence. The latest
model seems to be the most organic and beneficent to
mankind that transformed the foundations of long-term
and prosperous life [1].

Analysis of recent researches and publications.
The following definitions are the basis of most defini-
tions of systems — bipolar, multipolar, balanced and
imperial. If the new countries - challengers joined two
dominant states of the bipolar system comparable to
them by the power, the system is transformed into a
polycentric one. To the same equilibrium of the system
belongs to (or system of balance of power), where
several states retain approximately equal influence on
the course of international events. And only in the
international system of the imperial type the only pow-
er is dominated that surpasses far all other countries of
its combined power. On the basis of this approach M.
Kaplan built his typology of international systems,
theoretically possible in the modern world: the system
has a single veto, the system of balance of power, flex-
ible or rigid bipolar system, the universal and hierar-
chical system, where only the last two are not associat-
ed with polycentricity [2]. Wide survey of basic fea-
tures of polycentricity of South California could be
found in Suarez-Villa’s research [3].

Objective definition is to find out the main crite-
ria of polycentric area that could successfully be used
in different continent.

The main material of the study. Historically,
polycentrism is to replace the bipolar world order mod-
els related to a military-political and ideological con-
frontation between East — West. Approval of polycen-

tricity is a sustainable tendency to increase the diversi-
ty of regional interests in the modern world [4]. The
multipolar structure of the world is formed by many
geopolitical factors. Geopolitical poles, centers of
power, core of which is one or few countries develop-
ing the integration associations of economic nature
around (e.g., the European Union). The system of re-
gional associations is formed on the basis of ethnocivi-
lizational and cultural generality.

It has been expanding the range of geopolitical
dominance criteria in the modern world. For example,
the military capacity is no longer a fixture of the global
power center or main indicator of superpower status. A
multipolar world order is characterized by several fea-
tures. First, there are no clear and confrontational bor-
ders between the poles, while the "centers of gravity"
(USA, China, Germany, Japan) are clearly marked
inside the modern world poles. Secondly, in terms of
polycentrism an increasing number of international
parties used to be who claim to primacy, their individ-
ual interests are multiplying and, therefore, the number
of reasons of conflicts on a smaller scale increases, but
include a wide range of issues. Thirdly, the opportuni-
ties for new geopolitical combinations will appear with
the increasing number of centers of power. All of these
processes are directly or indirectly related to civiliza-
tional development of area, infrastructure of cities and
suburbs, increasing role of old and appearing of new
growth points in global scale.

Urbanization explosion of XIX-XX centuries and
mega-urbanization (i.e. the population growth of mega
cities in the total population of the world) in the field
of political development are correlated with the wide-
spread proliferation of mature of state system [4]. Ur-
banization is not merely a modern phenomenon, but a
rapid and historic transformation of human social roots
on a global scale, whereby predominantly rural culture
is being rapidly replaced by predominantly urban cul-
ture. Therefore It is proposed to consider the U.S. as
the world's most ethnically diverse and multicultural
nations country, namely, California, that is one of the
most attractive regions globally to research of the most
different spheres of activity.

The Southern California mega-region encom-
passes over 53,000 square miles - roughly 1.5% of the
land area of the United States. Although comparable to
the size of the states of Arkansas or Georgia, its effec-
tive size, given that nearly 2/3 of the region’s lands are
government-owned and thus off-limits to development,
is much smaller, around the physical size of Massachu-
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setts with three or four times their population. Howev-
er, the mega-region’s more dense development pattern
results in a population that represents over seven per-

cent of the US population, demonstrating not only its
significance in terms of size, but also its relative impact
in so small an area [6].

Comparison of 2013 GDPs
Country GDP County GDP

1 - United States $16.80 trillion 9 - Russian Federation | $2.1 trillion
2 - China $9.2 trillion 10 - Italy $2.1 trillion
3 - Japan $4 9 trillion 11 - India $1.9 trillion
4 - Germany $3.6 trillion 12 - Canada $1.8 trillion
5 - France $2.7 trillion 13 - Australia $1.5 trillion
6 - United Kingdom | $2.5 trillion 14 - Spain $1.3 trillion
7 - Brazil $2.2 trillion 15 — Mexico $1.2 trillion
8 - California* $2.2 trillion

Source: Department of Finance®

Fig. 1. Comparison of 2013 GDPs

Modern Southern California is presented by con-
centrating highly diverse service and industrial activi-
ties that are made accessible through the region's sys-
tem of freeways and roads. Southern California is in-
cluded in the list of world's largest economy with the
gross state product (GSP). In 2013, California GDP
grew by 2% (82 trillion to $2.2 trillion) (see Figure 1).
California's largest private industry sectors: Finance,
insurance, real estate, rental, and leasing (20.9% of
state GDP); trade, transportation, and utilities (15.1%
of total GDP); professional and business services
(13.2% of state GDP); and manufacturing (10.9% of
state GDP) [7].

Los Angeles and San Diego, the two main cities
in Southern California, were peripheral outposts to the
American urban system one hundred years ago. Both
cities were founded through the missionary settlement
efforts of Spanish colonization, starting in the 17th
century. The high rate of growth of territories and ur-
banization made South California the great representa-
tive of conurbation system - as a region comprising a
number of cities, large towns, and other urban areas
that, through population growth and physical expan-
sion, have merged to form one continuous urban and
industrially developed area. In most cases, a conurba-
tion is a polycentric urban agglomeration, in which
transportation has developed to link areas to create a
single urban labour market or travel to work area.[1]
The term "conurbation" was coined as a neologism in
1915 by Patrick Geddes in his book Cities “In Evolu-
tion”, where he drew attention to the ability of the new
technologies of electric power and motorised transport
to allow cities to spread and agglomerate together. For
now it is a conurbation as the country's largest demo-
graphic agglomeration and most important foreign
trade center, with the largest volume of exports and
imports.

It is the example of polycentric metropolitan form
with a vast mosaic of municipalities sprawling over
11,000 square kilometers of very diverse terrain. The
vast mosaic of disparate communities fostered much
spatial segregation by income or wealth, with more
than 300 gated neighborhoods providing the most ob-
vious examples of social and economic separation that
one can probably find in the United States. As a result,
Southern California became the quintessential example
of polycentricity, with an extremely diverse agglom-
eration of communities, activities and population [8].

The region's polycentricity has set the spatial con-
text in which flows, network structures, transactions
and location decisions occur. It means that Southern
California's global gateway was built on cooperation of
labor flows and networks which became extremely
important for almost every economic activity found in
the region, from Hollywood to the furniture and textile
manufacturers of Los Angeles, to the advanced high-
tech, aerospace and biotechnology complexes which
make up. For example, the sort of binational polycen-
tricity has turned part of the metropolitan region (on
the Mexican side) into a major 'offshore' production
center in electronics, rivaling the most successful Asian
enclaves.

Southern California's polycentric metropolitan
structure has fostered a great deal of segmentation, in
virtually every sector or activity. As a result, vastly
different activities, disparities and standards have been
able to coexist within this region. The high level of
segmentation has also provided it with many competi-
tive advantages, by allowing firms and institutions to
connect with the vast spectrum of opportunities and
resources that are available in the sprawling metropoli-
tan mosaic [3].

Flexibility is another important characteristic that
is partly a result of segmentation. The vast mosaic of
communities and business centers provides greater
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locational flexibility than would occur in older, mo-
nocentric metropolises, or in cities with less well-
defined polycentric structures. Southern California's
polycentricity makes it possible for a large number of
disparate activities to be found in relatively close prox-
imity, often straddling municipal boundaries. For ex-
ample, the high reliance on individual transportation
adds to this flexibility, through the sheer number of
routing choices and the redundancies of the road net-
works.

Beyond the region's specific context, it can be ar-
gued that polycentricity has also affected the functional
relationships involved in many economic activities,
including those which provide it with its globally com-
petitive base [1].

Here is wherewith to ensure and support such
kind social and economic system and entire cycle range
of products and services, California’s polycentricity
system holds on the employment sector. It is one that
has huge influence on the development of Southern
California as most famous international hub. The gov-
ernment of California is the largest industry - about 2.5
million employees (12%). The second largest industry,
according to the census, health care and social assis-
tance (see Figure 2). A big role in employment gov-
ernment structures play: armed forces, police districts
and cities, the Federal Bureau of investigation, the
prison system (state and federal), the internal revenue
service, postal service. Among the largest public em-
ployers in the state are distinguished naval and air ba-
ses. The average payment scale of those are presented
on figure 3.

In California in the mid-20th century had been
appeared such innovation in retail, as, fast food restau-
rants and credit cards. It has influenced on further de-
velopment of growing points of California in all cur-
rent spheres.

USA is planning to change its immigration re-
strictions for prospective students, entrepreneurs, art-
ists and scientists. Their contribution as citizens will
create millions of new jobs, without prejudice to Amer-
ican workers. For example, there are such unveiled
plans in Obama’s administration to create "an elite
corps” of highly qualified teachers of exact and natural
sciences. The project is estimated at $1 billion, it aims
to improve the quality of education in areas critical to
the future growth of the U.S. economy, mathematics,
natural sciences, technology and engineering disci-
plines, as well as to raise the average level of education
in the USA [12; 13]. His good physical shape is to
follow the US President Barack Obama provides lead-
ership on health and economic benefits of disease pre-
vention through an active lifestyle and sensible nutri-
tion. This will lead to increased productivity and lower
medical costs.

Many colleges are accessible access points for
learning, many of them have an active agenda to ensure
education for immigrants and their children [14]. Alt-
hough some programs receive funding from the state or
municipalities (direct or indirect), the benefits ultimate-
ly received in the regional economy through increased
productivity and income.

Agriculture and Mining

2%

Government
12% \

Education, Health,
and Other Services

18% \

Professional and
Technical Services

9%
Real estate and

17%

I L 16%
Rental and Leasing /‘

Construction

/4%

Trade, Transportation,
and Utilities

Manufacturing
T 10%

——— Information
6%

T Finance and Insu rance
6%

Fig. 2. Employment structure of Southern California
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Fig. 3. Average payment by sectors

The U.S. experience shows that investment in
human capital is 25% cheaper than attracting trained
worker, payback and profitability of these investments
is quite high and, accordingly, the degree of risk is low.
On other hand, human capital is the main secret of the
success of the Silicon Valley - sustainable growing
point of this state. More than one city the world could
boast that every second inhabitant is of higher educat-
ilization (as a minimum, a bachelor's degree). The level
of education of the San Francisco competes only with
the second "smartest" city in the USA — Boston, but
so far with mixed success. Eventually however, the
"appetite" for the talent here is not reduced: Silicon
Valley needs all new technicians. In Valley recruiting
of successfully workers is ensured by big choice of
headhunter agencies. Their services for the employer
are about average cost 30% of the annual salary of the
candidate (however, the replacement of the agency
guarantees).

South California took aim at global gateway not
only by the strategic tool as polycentric employee sec-
tor, but also with high-capacity transport system which
provide unimpeded movement of citizens. Secretary of
U.S. Department of Transportation Norman Mineta
recently said, “We understand the immediate link be-
tween continued investment in infrastructure and our
nation’s economic prosperity...Transportation is key to
the productivity, and therefore the success, of virtually
every business in America. Congestion and inefficien-
cy in transportation are not just inconvenient and ag-
gravating...but they are also a tax that burdens every
business, every community and every individual. We
have to find ways to lighten that load.” [15] (see figure
4).

Transportation system of goods and California’s
place in the global economy have become high priori-
ties for decision-makers at both the State and national
levels. Early in Governor Gray Davis administration

was launched an initiative to solidify the Golden
State’s position as the West Coast gateway for goods
entering or leaving the United States from or to the
Pacific Rim. Governor Davis spearheaded the devel-
opment and implementation of the Traffic Congestion
Relief Program (TCRP), a nearly $8 billion investment
effort to upgrade California’s infrastructure to ease
congestion and improve mobility. The TCRP repre-
sented the single largest investment in transportation
infrastructure improvements in the State’s history [16].
Till now such kind policy of international trade and
goods movement has supported these critical elements
of California’s, and the nation’s, recent economic suc-
cess. With more than $350 billion in international
commerce, California’s economy depends on trade.
More than one in seven California jobs are tied to
trade.

In response, much of the South California region
is changing to address today’s problems and tomor-
row’s demands. Many cities within the mega-region’s
urbanized core, in Los Angeles, Orange, Riverside and
San Diego counties, are relying more frequently on
infill and redevelopment to accommodate both the new
and existing population, while at the same time recreat-
ing the way the metropolis looks and functions. A con-
certed effort to build and develop around a public
transit network is reshaping the region and laying the
foundation for a truly global city.

Conclusion. Southern California’s continued suc-
cess may be in jeopardy. Rapidly increasing conges-
tion, continued growth away from transportation hubs
and economic centers, and poor air quality threaten the
region’s ability to maintain a competitive edge in the
global economy. Recently, a dramatic rise in housing
prices, coupled with an ever-widening income and
prosperity gap has made first-time home purchase dif-
ficult for most residents. Environmental sustainability
is also a concern as a growing population leads to
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greater natural resource demands for land, energy and
water. But the most powerful tool which used in man-
agement of the region is: «Whether the topic is schools,
parks, roads, water supply systems, or ports, the mes-

sage is the same — make better use of what we have”
[10]. It shows more than big potential of Californians,
but their strategic openness for changes.

Fig. 4. National Intermodal Freight Flows to/from the Los Angeles Region

Balancing growth and extending opportunity of
human capital, infrastructure and technologies should
be essential to the region’s future. Growing points are
mostly presented by sustainable sectors which could be
changed according to current situation and strategic
plan. In the near future, it doesn’t look like vectors of
changing will be shift the directions.
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Ky3nenoa JI. B. Touxkm pocty IliBgennoi
Kaanigopmii

Mertoro aHoi CcTaTTi € OOrOBOPEHHS Ta BUSBIICH-
HS OCHOBHHX TOYOK 3POCTaHHS PEriOHAJIBHOI KO-
HomiuHOi cuctemu IliBnenHoi Kamidopsii. byna 3po6-
JieHa cipoba 00'eTHaTH BEKTOPH MONITHKH, SKi OynH
BXKE JOCATHYTI B TPAKTHII 1 Ti, SKAMH XapakTepH-
3YETbCA CYYacCHICTh. 3 €KOHOMIYHOI CTOPOHU BEJIHKY
pOJb B CYCHUIFHOMY BH3HAHHI 3irpaB BHOpAHWN THII
TEPUTOPIATBHOTO PO3BHUTKY. Y KIHIICBOMY PaxyHKY,
chopMoBana cucTeMa TOJIIEHTPU3MY  JIO3BOJISE
3a/iATH 1 PO3BMBAaTH HEOOMEXEHY KiNBKICTh raiysei,
CeKTOpiB Ta cy0'ektiB. lle mae MOXIHUBICTD 1 CTUMYI
JUTst OE3MepepBHOTO 1 THYYKOTO MOJICIIOBAHHS 1 TOHKOT
HACTPOMKH CTaJIOTO Ta YCIINIHOTO JKUTTE3a0e3MmeYcH-
Hl.

AKTHBHE BUOYIOBYBAaHHS BIJHOCHH CIiBPOOiT-
HUITBA 3 PO3BUTKOM IIEPCICKTHBHUX Tay3€H J03BO-
nsie KamidopHhii OyTH i 3anumiaTics MPOBITHAM pPErio-
HAJIBHUM 1 NI00aTbHUM IIeHTpoM. OOTrOBOPEHHS TaKUX
MIPOIIECIB 1 BIJMOBITHUX 3aXOJ(iB MOJITHKH TaKOXK MO-
XKyTb OyTH WiKaBUMH Juifi OaraTthoxX perioHiB lLleH-
TpanbHOI Ta CXigHOT €BpOIH, TaK K aHAJIOTIYHI 3MIHA
MO>KHa OYiKyBaTH B MaiiOyTHLOMY 1 TaMm.

Kmiouogi  cnoea: TOMIEHTPU3M, arjioMeparis,
xa0, [Tisnenna KamidopHis, ypbanizaris, Mera-perios.

Ky3nenosa /I. B. Toukn pocra IOxnoii Kann-
(poprun

[lenpto aHHOW CTAaThU SBJSIETCS OOCYXJICHUE U
BBISIBJICHUE OCHOBHBIX TOYEK pOCTa PETHOHAJIbHOM
sKoHOMHUYecKor cucteMbl KOxuo# Kannpopauu. beia
clieflaHa TONbITKA OOBEIUHUTH BEKTOPHI MOJIMTUKH,
KOTOpbIE OBUIM YK€ NOCTHIHYTHI B TPakTHKE U T€,
KOTOPBIMH XapaKTepHU3yeTcs: coBpeMeHHOCTb. C 3Ko-
HOMMYECKOH CTOPOHBI OOJIBIIYIO POJIb B OOILECTBEH-
HOM TIPH3HAHUH CHITPajl BBIOPAHHBIA THI TEPPUTOPH-

QJIBHOTO pa3BUTUS. B KOHEUHOM cyeTe, CIOKMBILIASCS
CUCTeMa TOJMLEHTPU3MA MO3BOJIAET 3aJIeHCTBOBATh U
pa3BHUBaTh HEOTPAaHWYCHHOE KOJHYECTBO OTpACIeH,
CEKTOPOB U CYOBEKTOB. DTO JaeT BOBMOXKHOCTb U CTH-
MyJl AJi HEIPEPHIBHOIO U THOKOr0 MOJAEIUPOBAHUS U
TOHKOW HACTPOWKH YCTOMYMBOTO U YCIEIIHOTO >KHU3HE-
obecrieyeHus..

AKTHBHOE BBICTpauBaHUE OTHOLIEHUN COTPYAHHU-
YecTBa C Pa3BUTHEM NEPCICKTUBHBIX OTpacieil mo3Bo-
nsiet KanudopHun ObITH U OCTaBAThCS BEIYIIUM PETH-
OHATBHBIM H DIOOANBEHBIM HeHTpoM. OOCyXaeHue
TaKHX TPOIECCOB M COOTBETCTBYIOIIUX OTBETHBIX MEp
MOJIUTUKHU TaK)Ke MOTYT OBITh MHTEPECHBI JUII MHOTHX
peruonoB llenTtpanbHoii u Boctounoit EBpombl, Tak
KaK aHaJOrMYHble M3MEHEHUS MOXXHO OXHIATh B Oy-
JIyIIEM H TaM.

Karouegvle crosa: MOMULEHTPU3M, arjoMepaLu,
xa0, IOxnas Kamudopuus, ypbanuszanus, Mera-peruoxn

Kuznetsova D. V. Growing Points of Southern
California

The aim of this paper is to discuss and show up
the main growing points of regional economic system
of Southern California. The paper intends to bring
together the aimed and contemporary implemented
vectors of policy. On the economic side the importance
of selected type of area development has played big
role in public recognition. Eventually, the established
system of polycentricity allows to involve and develop
an unlimited number of industries, sectors and actors.
It gives the opportunity and impetus for continuous and
flexible modeling and fine tuning of sustainable and
successful life sustenance.

Extensively built cooperation relationships and
promising sectors allows California to be and remain a
leading regional and global hub. Discussing these pro-
cesses and the related policy responses might also be
interesting for many regions in Central and Eastern
Europe, as similar developments might be expected in
the future there as well.

Keywords: polycentricity, conurbation,
Southern California, urbanization, mega-region.
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THE SOCIAL INSURANCE IN THE SYSTEM OF THE SOCIAL RISKS REGULATION

Introduction. The social insurance system is
based on the principles of solidarity insurance — in a
market economy the government cannot take responsi-
bility for the majority of the social risks providing.
Therefore their funding should be based on attracting
the greatest possible number of participants. The state
nature of the social insurance does not mean that the
state has to finance the cost of the social security in all
cases. It could mean the obligation of this mechanism,
the obligation of the insurance premium, the obligation
of the grounds application, conditions of the social
security and juridical responsibility. The state insur-
ance guarantees the necessary standard of living. It is
obligatory and its source is mandatory contributions of
employees and employers. The basic principle of the
state social insurance is solidarity. It means the distri-
bution of assistance depending on the needs, regardless
the size of contributions and taxes paid. The group
insurance guarantees the usual standard of living. It is
implemented both as compulsory and voluntary. Its
source payments are insurance contributions of em-
ployers and workers. The basic principle of this form is
subsidiarity. It means assistance depending on the
needs, but accordingly taking into account the size of
the payments. The personal insurance guarantees the
current level of prosperity. It is carried out voluntarily
on account of the citizens’ insurance contributions. The
basic principle of life insurance is equivalence. It
means assistance which is proportional to the insurance
contributions.

Analysis of recent publications and unsolved
part of the problem.

P. Nadash investigating social insurance problems
in Taiwan, comes to conclusion that Taiwan will short-
ly complete its comprehensive social safety net, which
includes national health insurance, retirement security,
and unemployment insurance, by introducing long-
term care (LTC) insurance — putting it ahead of the
many countries that rely on a patchwork of policies to
address the need for LTC. The program, to be imple-
mented in 3 to 5 years, will cover all citizens on a pri-
marily social insurance basis. The range of LTC policy
options considered is discussed, particularly how to
structure the program, how to finance and regulate it,
and how to develop its inadequate LTC infrastructure
and workforce. Particularly thorny issues include the

choice of social insurance, the feasibility of cash bene-
fits, and how to address Taiwan's heavy reliance on
foreign workers [1].

T. Laun, studied the role of social insurance,
namely old-age pensions, disability insurance and
healthcare, in accounting for the differing labor supply
patterns of older individuals across OECD countries.
To this end, we develop a life cycle model of labor
supply and health with heterogeneous agents. The key
features of the framework are: (1) people choose when
to stop working, and when/if to apply for disability and
pension benefits, (2) the awarding of disability insur-
ance benefits is imperfectly correlated with health, and
(3) people can partially insure against health shocks by
investing in health, the cost of which is dependent on
health insurance coverage. We find that the incentives
faced by older workers differ hugely across countries.
In fact, based solely on differences in social insurance
programs, the model predicts even more cross-country
variation in the employment rates of people aged 55-64
than we observe in the data [2].

Virginia P. Reno writes, that currently, 8.8 million
disabled workers (and nearly 2 million of their chil-
dren) receive Social Security Disability Insurance (DI)
benefits. For many, DI benefits are nearly all the in-
come they have. The DI trust fund reserves are project-
ed to be depleted in 2016, after which tax revenues
coming into DI would cover only about 80% of sched-
uled benefits. Congress has never permitted such a
drop in Social Security benefits to occur. A temporary
reallocation of part of Social Security’s 6.2% tax rate
from the Old-Age and Survivors Insurance (OASI)
trust fund to the DI trust fund would ensure that both
funds can pay full benefits until 2033, after which
scheduled taxes would cover about 75% of scheduled
benefits. Congress has reallocated the tax rate 11 times
in the past, making it what one expert has called “a
traditional and noncontroversial action.” Alternatively,
a 0.2% increase in the tax rate for DI would make DI
solvent for the next 75 years [3].

O. Volska considers that the current legislation of
Ukraine does not regulate the minimum list of social
services that would provide the most important needs
of those people who find themselves in trouble, the
social services which would be guaranteed by the state
in any economic situation, regardless of the area of
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citizens’ residence. Normalization range of services for
the certain categories of people will help to provide
social services to those who are in need in sufficient
amount [4].

The current unresolved part of the problem is the
development of scientific and methodological ap-
proaches to assessing the effectiveness of social insur-
ance in Ukraine as a part of the social policy and the
main compensatory mechanism of the social risks. Its
solution will make it possible to offer directions for
improvement of the development of the social insur-
ance system strategy in Ukraine.

Results. In current scientific literature social in-
surance is largely interpreted as an organizational and
financial system, which activity is aimed to prevent
from social risks of income loss or having to pay for
the certain services, or other costs connected with the
health loss, disability or unemployment on account of
special funds that are formed on the contribution pay-
ment of workers, employers and the state. The object
of compulsory state social insurance relations is the
coverage of social risks. The last one is actualized for a
person under a system of interconnected relationships.
Its participants are the insurance carrier, the insurer and
the insured. The purpose of these mentioned relation-
ships is to provide insurance protection of the econom-
ically active population in the event of the social-risk
situation, its prevention and effects compensation.
Insurance risk function is transformed into a fee insurer
liability for the consequences of the risk caused by the
events which are preappointed by current legislation. In
the case of an insurance event the insured imposes to
the insurer the requirement for indemnification (pay-
ment of insurance premiums). Materializes of the in-
surance categories coverage is an appropriate fund.
This is a set of distinguished and reserved inventories
of goods intended for insurance protection implementa-
tion — not only compensation but also to overcome the
social risks effects.

The social risks in this approach include the prob-
ability of financial distress due to the lack of earnings
because of objective socially significant reasons and
due to the additional costs of the children or other fam-
ily members’ allowance, as well as to meet the needs
of health and social services.

They can be characterized by the following fea-
tures:

- exceptionally objective in nature, because they
cannot be caused by the internal reasons;

- significantly restrict human activity, resulting in
its social insecurity;

- vested properly in national law as the circum-
stances due to the occurrence of which a person may
pretend to the state or society help;

- potentially legitimate for every person, they
come due or necessarily defined circumstances;

- the main function is to prevent potential finan-
cial difficulties of a person or his / her family mem-
bers.

Based on the mentioned characteristics, the social
risks can be classified as insurance ones, that are pro-
vided through the social insurance (public or private),
and non insurance, which are provided by the govern-
ment programs of social support.

The state social insurance performs a lot of func-
tions. The main one is compensation that is to reim-
burse the insured damages. This system of rights, re-
sponsibilities and guarantees that provides the social
protection in case of illness or temporary partial disa-
bility, unemployment and in other cases stipulated by
the legislation of Ukraine. The social insurance also
performs preventive function, i.e. financing from the
certain insurance fund some preventive measures for
preventing the harmful effects of the elemental forces
of nature and other adverse effects. Control function
means that insurance funds are purpose-oriented: in-
surance premium are accumulated on the planned pur-
pose. They are used in strictly defined cases and clearly
defined range of people. The function of economic
development promotion has an important place, be-
cause collecting for mandatory social insurance against
unemployment is included into income of the special
fund of the State Budget of Ukraine. Other functions
are incidental. They are likely to arise during execution
of the main functions. Therefore, we consider the so-
cial insurance system as the system of relationships
between the insured, the insurer and the insurance car-
rier. These relationships provide the insured on account
of social insurance funds, which are formed by the
payment of insurance premiums, financial security in
case of disease, full, partial or temporary disability,
breadwinner loss, unemployment due to circumstances
regardless of the person, old age, and in other cases
provided by the law.

The concept of the social insurance, which is es-
tablished by the legislation, defines it through the sys-
tem of rights, responsibilities and guarantees that pro-
vides social protection, based on the citizens’ material
support in case of disease, full, partial or temporary
disability, breadwinner loss, unemployment due to
circumstances regardless of the person, old age, and in
other cases provided by the law, on account of money
funds, which are formed by the payment of insurance
premiums by the owner or authorized entity (employ-
er), citizens as well as budgetary and other sources
which are provided by the law. Thus, the Basic Law of
Ukraine on compulsory social insurance [ 5 ], provides
the following types of the obligatory state social insur-
ance: pension insurance, insurance in case of tempo-
rary disability and expenses related to funerals, medical
insurance, insurance against accidents at work and
occupational diseases, which caused disability, unem-
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ployment insurance, and other types of insurance under
the laws of Ukraine.

Organizational and administrative support of the
social insurance function (except health insurance) is
performed by the following funds:

- Pension Fund of Ukraine;

- Social Insurance Fund for Temporary Disability;

- Fund of the social insurance of Ukraine against
industrial accidents and occupational diseases;

- Fund of obligatory state social insurance of
Ukraine in case of unemployment.

The functioning of these funds is specified by a
single insurance principle and provides social assis-
tance to citizens who for some reason find themselves
in difficult living conditions due to loss of earnings.

The basic principles of social insurance are:
commitment, a clear dependence between participation
in the financing system and the size of pensions and
benefits, provision of payments, comparable with the
income of the insured person during his / her working
life, facilities isolation and participation of the social

partners in governance. The most important document
of the ILO in the sphere of the social security is the
Convention on Minimum Standards of Social Security.
It examines the state social insurance as a part of the
social protection system of workers (insured). It also
establishes the basic social benefits at the expense of
social insurance which include: medical care (diseases
and in case of pregnancy, childbirth and their conse-
quences ); assistance due to diseases, old age, assis-
tance in case of industrial injury or occupational dis-
eases, family assistance, assistance in case of pregnan-
cy and childbirth, disability assistance, assistance in
case of breadwinner loss. [6].

In most European countries the social insurance
system is typical. Its peculiarities are only in the organ-
ization and functioning of the insurance systems — it is
the amount of compulsory social payments for pen-
sions and health insurance, the method of levying such
payments and the tax burden distribution between em-
ployees and employers (Table 1).

Table 1

Types of benefits and services for social insurance in the EU

Types of insurance

Types of benefits and services

Pension insurance.
Compulsory pension insurance of employees.

Old-age pension.
Professional ineptitude or disablement pension.
Pensions for relatives of the deceased.

the population.

Compulsory health insurance for all categories of|Partial payment of the costs of treatment and medication
Payment in sick voucher.

categories of the populations.

Compulsory insurance against accidents of all|Payment rehabilitation.

Pensions in cases of industrial accidents.
Pensions for relatives of the deceased.
Funeral assistance.

ployees.

Compulsory unemployment insurance of all em-|Unemployment assistance.
Part-time employment assistance.
Payment of fees for medical and pension insurance

Assistance for families with children.

Help for the birth of a child.
The monthly pension for each child.

income and property and do not use other types of
social services.

Social assistance to individuals who are not able to|Help to maintain an acceptable standard of living.
ensure their existence on account of their own labor|Assistance in special situations.

Source: [7].

Having taken into consideration the fact that the
national legislations which govern the relations of so-
cial insurance in the member states of the European
Union are slightly different, it has been developed the
common rules of the social insurance coordination for
all countries. They were approved by the Resolution of
the Council of the European Union Ne 1408/71, “On
the application of social security schemes for workers
and entrepreneurs-individuals who move within the
European Union and their family members”. They are
applied to the citizens of member states of the Europe-
an Union nationals, stateless persons and refugees. The

Rules of coordination do not establish which compen-
sations must be paid by this or that state. They do not
define pensions and benefits. At the same time, the
government must ensure that a person who moves from
one member state of the European Union to another,
does not get into a worse position than those who
worked and lived all there life in the particular country.
Moreover on May 1, 2010 the new regulations of the
European Union (Ne 883/2004 and number 987/2009),
aimed at the coordination of the social security systems
in the EU came into effect.
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The general trend for the member states of the Eu-
ropean Union is also a striving for optimization of the
social contributions. Thus, based on projections over
the next fifty years, they expect an increase by only
5% of GDP. In contradiction to Ukraine, forecasts
(table 2) takes into account the expected effects of
reforms in the social security that have already been
legislated and done (including new aid schemes and
conditions of pensions), and the expected increase of
labor share in total population and employment levels.
The European Union has taken measures to actively
counter the impact of population aging on social secu-
rity and the economy generally.

Table 2
Predictive assessment of the dynamics of social
expenditure in EU Member States (2007-2060)

Level % of Changes since 2007 in
GDP | percentage points of GDP
2007 2035 2060
Pensions 10,2 +1,7 +2,4
Health care 6,7 +1,0 +1,5
Long-term care 1,2 +0,6 +1,1
Unemployment 0,8 -0,2 -0,2
benefits
Education 43 -0,3 -0,2
Total 23,2 +2,8 +4,6
Source: [8].

In general, Ukraine introduced a system of social
insurance that meets the European one. The interest
payments to the funds are fully consistent with Euro-
pean rates (table 3).

Table 3
Major taxable rate in some European countries
and Ukraine
Country Standard| Indivi- | Corpo- | Social
(basic dual rate |insurance
VAT income | income |contribu-
rate, %) | tax, % tax, % | tions, %
Austria 20 10-50 34 41,8
UK 18 20-40 33 15,6
Germany 16 25,9-53 45 38,2
Spain 16 30-56 35 38,7
Italy 20 10-51 53 57,9
France 19,6 12-54 33 56,3
Switzerland 6,5 11,5 10 22,8
On the average 18,7 20,4-46,2 33,7 37,7
Ukraine 20 10-40 21 39,55
Source: [9].

For 12 months in 2013 insured persons were paid
25 840.4 million by the social insurance funds, it is 3
891.0 million insurance compensations more than in
the same period in 2012. From 1 March 2013 the
monthly insurance payments for job-related injured and
their families has been increased by 14.9%. As a result,
the average monthly insurance premium per capita in

Ukraine is 1390 USD. It is obvious, that it is incorrect
to compare its absolute value with European data.
Ukraine has about 20 million people employed, but
according to the Ministry of Social Policy only 13
million pay social contributions, and the rest — is an
informal and shadow employment. It does not allow
improving the appropriate effective mechanisms of
social insurance [10].

The current total amount of social insurance con-
tributions in Ukraine is 42.03 % (38.53 % is paid by
employers, 2 %, 3 %, 3.5 % (depending on salary) is
paid by employers). Simple mechanical reduction of
charges on payroll will cause the complete collapse of
social services to insured persons, because all social
subsystems are not independent in financial and fiscal
terms. Fiscal space or the amount of taxes and contri-
butions that our society is willing to pay is limited.
Therefore, the money collected as fees from workers
and their employers of formal economy sector cannot
be re-extracted as profits or income tax to support na-
tional solidarity through social welfare programs. Con-
tribution rates which were established within private
insurance, affect the wages and the level of contribu-
tions in the public health care systems.

To reduce the load on the payroll fund it is neces-
sary to expand the base of insurance premiums ac-
counting, to improve the system of collecting and ac-
counting of insurance premiums and gradually ensure
parity among employees and employers to pay insur-
ance contributions for compulsory social state insur-
ance. Parity participation of workers and employers to
pay insurance premiums complies with the Concept of
reforming pay and ILO documents that allow insurance
contributions redistribution between employers and
employees in equal amounts. However, the insurance
contributions redistribution between employers and
employees can only be performed if it is possible to
prevent a decline in real income of workers due to the
insurance premiums increase for them and setting the
minimum wage at the subsistence level. This will re-
duce the payroll load, expand the circle of contributors
on the account of tax legalization that will eventually
lead to an increase in revenues to social funds and
social benefits to insured persons.

According to the Law of Ukraine “On the collec-
tion and accounting of the only contribution for obliga-
tory state social insurance” — the only contribution to
the compulsory state social insurance is a consolidated
insurance premium, collection of which is performed to
the system of compulsory social insurance. It is com-
pulsory and regular. It ensures protection in cases pro-
vided by law, the rights of the insured persons and their
family members to receive insurance benefits (ser-
vices) according to the current types of obligatory state
social insurance [11].

The size of the only contribution for each catego-
ry of taxpayers specified by this Law and the propor-
tion of its distribution according to the type of compul-
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sory social insurance are established considering that
they have to provide insured persons with insurance
benefits and social services provided by the legislation
on compulsory social insurance; financing of measures
which are aimed at preventing insurance claims; creat-
ing a funds reserve to provide insurance benefits and
social services to insured persons; the administrative
costs coverage to provide the functioning of the com-
pulsory social insurance system.

Social insurance contributions of employers and
insured persons act as the main source that provides
compensation for income loss in proportion to its size
(it is in most cases has a legally restricted level) and
budget funds are intended for the payments of a gen-
eral nature and ensure a minimum level of insurance
benefits in the event of a lack of accumulated insurance
premiums.

Thus, social insurance acts as a specific institution
of social risks regulation, which causes a number of its
characteristics: this form of social protection, in most
cases, is applied to wage earners in socially organized
production, for which the main and often the only
source of livelihood is the wage. Secondly, understand-
ing of the social risk as a natural and objective mass
phenomenon that affects the certain enough significant
socio-demographic and professional groups of the
population. Thirdly, social insurance funding, to some
extent, is carried out by all the major social partners —
workers, employers and the state. The costs of social
insurance are socially necessary for the reproduction of
labor power employed and their reference to the cost of
production, which is the recognition of the costs’ non-
taxed nature.

Conclusions. The established social insurance
system in Ukraine generally satisfies the market condi-
tions and includes the major social risks that emerge in
this area. The last ones are clearly distinguished be-
tween funds. The employer insurance liability domi-
nates, even though the proportion of the insurance
liability distribution is very disproportionate.

The current social insurance system in Ukraine in
its content is not insurance in the classic sense, as it
stores and serves the social security (benefits) func-
tions — the insurance premiums size is inconsistent
with the level of social and occupational risk, amount
of rights and guarantees of insurers and the insured, the
alienation from participation in the funds management
is available and so on.

Social insurance is the result of social and labor
relations development. It is an important tool to mini-
mize social risks. Social security has the following
features:

- this form of social protection is applied primari-
ly to employees for whom the main source of income
is wage;

- its main purpose is to regulate social risks which
objectively concern to all socio-demographic and pro-
fessional groups;

- social insurance financing to some extent is car-
ried out by all the major social partners — workers,
employers and the state. The costs of social insurance
are socially necessary for the reproduction of labor
power employed and their reference to the cost of pro-
duction, which is the recognition of the costs’ non-
taxed nature.

Social insurance does not only perform compen-
sation functions of social risks actualization, that is to
overcome the adverse consequences of risk situation,
but also the function to prevent them. This is the main
difference between the social insurance and the social
security, which is available only in adverse life situa-
tions.

Thus, the following important generalization can
be made: the social risks are connected with adverse
events and the probability of their occurrence can be
predicted in advance, they can be prevented or at least
we can prepare for them. It is necessary to develop a
methodology that will provide an opportunity to assess
the degree of occurrence probability of such events .

Social insurance must be considered as the main
form of protection against social risks, as it is applied
to the economically active population, people with
earned income, which is the basis for insurance premi-
ums calculating. They are accumulated in the particular
insurance fund, which is separated from the budget.
This fund ensures the insured person in the insurance
case.

The probability of social risk occurrence must be
assessed in advance. It allows the person to be insured,
and thus fall under the protection of the insurance sys-
tem before the insured event occurrence. This will
allow not only to prepare for the adverse events occur-
rence, but also to prevent it in advance.

Since the system of social insurance compensates
only legitimate income from employment and equal to
its activities, it can be considered as an important ele-
ment of the mechanism to stimulate employment and
entrepreneurial activity of citizens.

Social insurance system has a number of disad-
vantages and needs to be improved, in particular: to
improve the mechanism of insured persons providing
with benefits and social services, policies differentiated
insurance rates improvement, economic stimulation of
employers providing in the implementation of
measures to prevent industrial risks.
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Hapgpara B. I. Coucrpax B cucremi couiajabHo-
ro peryJl0BaHHSl PU3HKIB

CTaTTs IpUCBAYCHA aHATI3Y COLIAIBHOTO CTPaxy-
BaHHS B KOHTEKCTI MOTO OCHOBHOI (DYHKIIIT — 3aXUCTY
BiJl COMIabHUX PH3UKIB. B pesymbTaTi JOCHiKEHHS
B3a€MO3B’SI3KY COIIIAIBHOTO CTPaxyBaHHS Ta COIiab-
HOTO PHU3HKY, OCTaHHI MOXHA MPEACTABUTH Y BUTIISII
HMOBIPHOCTI HACTaHHsS MaTepiallbHOI CKPYTH BHACII-
JIOK BiJICYTHOCTI 3ap0O0iTKy 32 00’ €KTHBHHX COIliaTbHO-
3HAYUMHX TIPUYHH Ta y 3B’SI3KY 3 JOJATKOBHUMHU BUTpPA-
TaMH 110 YTPUMAaHHIO JiTell YM IHIIUX WICHIB CciM’i, a
TaKOX I10 33JJ0BOJICHHIO TTOTPEeO B MEAMYHHUX UM COIlia-
TpHHX mociyrax. O0'eKTOM MPaBOBITHOCHH i3 3arajb-
HOOOOB’SI3KOBOTO JICP’)KABHOTO COITIAIbHOTO CTPaxy-
BaHHS Y IIbOMY BUIAJIKy BHUCTYIIAE€ CTPAXOBUH 3aXHCT
BiJI COI[IaJTPHUX PU3UKIB. PH3HK aKkTyami3yeTbcs B pam-
Kax CHCTEMH B3a€MOIIOB'I3aHUX MPABOBITHOCHH, yJac-
HUKaMHU SIKHX € CTpaxyBaJlbHUK, CTPaXOBHK 1 3acTpa-
XxoBaHa oco6a. [[iTbOBUM MpU3HAYECHHSIM TaKOTro B3a-
€MO3B’SI3Ky € 3a0€3MeUCHHS CTPAXOBOT0 3aXKCTy €KO-
HOMIYHO aKTHBHOTO HACEJCHHS y BUIAJKY HACTaHHS
COLIANEHO-PU3UKOBOI CHTYyaIlil, ii MmomepekeHHs U
KOMIIeHcanii HachiakiB. Pu3ukoBa (yHKIS cTpaxy-
BaHHS TpaHC(OPMYETHCS B TICBHY IJIATY CTPAXOBUKOBI

MaTepiadbHOI BiAMOBITANBHOCTI 32 HACHIIKH PHU3UKY,
3YMOBIICHOTO TOMiSIMH, TEPENiK SKHX Iepea0adyeHo
YMHHUM 3aKOHOJJABCTBOM.

B sikocTi 6a30BMX MPUHIIMIIB COMIaIbLHOTO CTpa-
XyBaHHS BHJUJICHO HACTYITHI: OOOB’A3KOBICTh, YiTKa
3aIeKHICTh MK y4acTio y (piHaHCYBaHHI CHCTEMH Ta
pO3MipoM TeHCi 1 JonoMor; 3a0e3NeveHHsT PiBHS BU-
IaT, 3iCTaBHOTO 3 JOXOJOM 3acTpaxoBaHOI 0coOu
MIPOTATOM TPYIOBOTO JKUTTS, BiOCOOJICHICTh 3aCO01B;
Y49acTh COIialIbHUX MApTHEPIiB B YIPABIIHHI BiIIOBII-
HUM (HOHIOM.

Bimznauaetbes, o Ha BimMiHY Bix YKpaiHu, 3a-
TaJIbHOI0 TEHJCHIIEr0 Juia KpaiH-uneHiB €C e mpar-
HEHHs [0 ONTHUMI3alil COoLiaJbHUX BHECKIB. Tak, BH-
XOJSYH 3 MPOTHO3HUX OLIHOK TS €BPOCOIO3Y, MPOTS-
TOM HACTYITHUX IT SITICCATH POKIB TependavyacTbes ix
30inpmeHHs jmme Ha 5 % Big BBII - y BigmoBigHMX
OITIHKaX BPaxOBYIOTHCS OUiKyBaHI HACHiIKH pedopM y
cepi comianbHOTO 3a0€3MEUCHHS, SKi BXKe OYyIIH 3aK0-
HOJIaBYO 3aKpiIUICHI ¥ TpoBeNcHi (BKIIOYAOYM HOBI
CXEMH HaJlaHHS JIOIIOMOr Ta YMOB TMEHCIHHOTO 3a0e3-
TIEYCHHs), & TAKOXK OYiKyBaHE 3pOCTaHHS YacCTKH PO-
06040l CHIM B 3arajbHId YHCENBHOCTI HAceJICHHS M
PIBHI 3a{HATOCTI.

CyyacHa cHCTeMa COIiaJbHOTO CTpPaxXyBaHHS B
VYkpaiHi 3a CBOIM 3MIiCTOM HE € CTPAaxOBOIO y KIIACH4-
HOMY PO3YMiHHI, OCKUIbKH 30epirae i BUKOHY€E PyHKITT
comianpHOro 3a0e3nedeHHs (JomomMoru). BoHa mae psin
HEJIOMIKIB 1 MOTpeOye BIOCKOHAIEHHS, 30KpeMa: OIl-
TUMI3alliss MEXaHi3My HaJaHHS 3aCTPaxOBaHHM OCO-
0aM marepiabHOTO 3a0€3MeYeHHS Ta COIliaIbHUX TOC-
JyT; YAOCKOHAJICHHS TIONMITHKH JU(epeHIiHioBaHUX
cTpaxoBUX TapuQiB; 3a0e3MeUeHHs] CUCTEMHU €KOHOMi-
9HOTO CTHUMYIIOBAaHHS POOOTOMABIIB Y 3AiHCHEHHI
3ax0fiB TPO(MIUIAKTUKK BUPOOHWYMX pu3uKiB. Jis
3MCHIIICHHS HaBaHTA)KEHHS Ha (OHJ OIUIATH TIparl
HEOOXiTHO PO3MIUPUTH 0a3y HapaxyBaHHS CTPAXOBHX
BHECKIB, YIOCKOHAIUTH CHCTEMYy 300py Ta OOIIKY
CTPaXOBHX BHECKIB Ta TOETANHO 3a0€3MeYUTH HapH-
TETHY y4acTh TPAIiBHUKIB Ta POOOTONABIIB Y CILIATI
CTPaxOBHUX BHECKIB Ha 3araJlLHOO00B’I3KOBE JIeprKaBHE
COIlialibHE CTPaxyBaHHSI.

Kniouosi crosa: conianbHe CTpaxyBaHHA, COIlia-
JIBHI PU3HKH, CTPAXOBi BHECKH, €TUHUNA BHECOK.

Hagpara B. U. CoumnanbHoe cTpaxoBaHue B
CUCTEME COIiaJILHOTO PeryJIlOBaHHS PUCKOB

CraTbsl MOCBAIICHA AHANIN3Y COIHANBEHOTO CTpa-
XOBaHHS B KOHTEKCTE €r0 OCHOBHOW (DYHKIIMU — 3aIu-
THI OT COIMAJBHBIX PUCKOB. B pe3ynbTare mccienona-
HUS B3aMIMOCBSI3U COIMAJILHOTO CTPAaXxOBaHUS U COIM-
QITBHOTO PHUCKA, TIOCJICAHHNA MOXKHO TIPEICTaBUTHh B
BHJIC BEPOATHOCTH HACTYIUICHHS MAaTepUATBHON HYX-
IIBI BCIIEJCTBUE OTCYTCTBUS JIOXOJIOB IO OOBEKTHBHBIM
COIMATIbHO-9KOHOMUYECKIM TMPUYHHAM W B CBSI3U C
JTOTIOJTHUTEIIEHBIMH PACXOJIaMU TI0 COACPIKAHUIO JISTEH
WM JPYTUX YWICHOB CEMBH, a TAaKXKe IO YIOBJIETBOPE-
HHUIO TOTPEOHOCTEH B MEIUIIMHCKUX WIIA COLMATBHBIX
yciayrax. OOBeKTOM MPaBOOTHOLICHUN 1O 00Ie00s13a-
TEJIHHOMY COIIMATILHOMY CTPaxOBaHHUIO B ATOM CiTydae
BBICTYTIAET CTPAaXOBas 3aIlUTa OT CONMAIBHBIX PHCKOB.
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Puck akTyanmusupyeTcs B paMKax CHCTEMBI B3aMOCBSI-
3aHHBIX TIPABOOTHOIICHUH, YYaCTHHUKAMH KOTOPBIX
BBICTYIIAIOT CTPAXOBIIMK, CTPAXOBHK M 3aCTPaXxOBaH-
HOE JIUTIO.

LeneBoe Ha3zHaueHHE TAKOH B3aMMOCBS3H — 3TO
obecriedeHne CTPaxOBOM 3aIUTHl SKOHOMHUYECKH aK-
TUBHOTO HACEJICHUS B CIIyyac HACTYIUICHHS COIHAJIb-
HO-DHUCKOBOM CHUTyalluH, ee MpeaylnpekIeHue U KOM-
TeHcanus TOoCIeCTBrA. PrckoBass QyHKIUS CTpaxo-
BaHUs TPaHC(HOPMHUPYETCS B ONPEIACICHHYIO IUIATY
CTPaXOBIIUKY MATEPHANBHOW OTBETCTBEHHOCTH 3a
MOCIIEICTBUSL PUCKA, OOYCIIOBJICHHOTO COOBITHSIMH,
nepeveHb KOTOPBIX 3aKPEIUICH B 3aKOHOIATEIbCTBE.

B xadecTBe 0a30BBIX MPHHIIUIIOB COIUATHHOTO
CTpaXOBaHUS BBIACICHBI CICAYIOIIUE: 0053aTEIBHOCTD,
9eTKas 3aBUCUMOCTh MEXIY YJacTHEM B (DUHAHCHPO-
BaHWU CUCTEMBI H pa3MepoM IEHCHH U TTocoOuii, obec-
MIEUYEHNE YPOBHS BBIILIAT, COIOCTABUMOIO C IOXOJaMU
3aCTPaXOBAHHOIO JIMIA HAa TPOTSHKCHHUH TPYIOBOU
JKU3HH, OOE3TMYCHHOCTh CPEACTB, YYaCcTHE COLUAIb-
HBIX [apTHEPOB B VIPABICHUU COOTBETCTBYIOIINM
dhorIOM.

OTMedeHO, 4TO B OTIMYME OT YKpauHbI, 00Iei
TeHaeHuel it crpan-wieHoB EC BBICTyMaeT cTpem-
JICHWE K ONTHMHU3AIlMH COIMAJIbHBIX B3HOCOB. Tak,
UCXOIsl C TPOTHO3HBIX OIEHOK miusi EBpocoros3a, Ha
MPOTSHKEHUHU CIEAYIOIINX IATHUACCITH JIET HpeAaroa-
raercs Ux yeenuueHue juub Ha 5% ot BBII — B coot-
BETCTBYIOIIUX OIICHKAX YYUTHIBAIOTCS OXHIACMBbIC
pe3ynbTaThl peopM B chepe CONUATLHOrO obecmede-
HUSL, KOTOPBIE YK€ OBUIH 3aKOHO/ATEIIFHO 3aKPEIICHBI
W TIPOBEICHBI (BKJIIOYAsl HOBBIE CXEMBI IPEIOCTABIIC-
HUS TIOMOIIM W YCJIOBUW TEHCHOHHOTO O0OeCTIcueHUs),
a TaKXKe OXKUIAeMOE YBEIHUYCHUE TOJH Pabovell CHIIBI
B OOIIEH YUCICHHOCTH HACEJCHUS W YPOBHE 3aHSATO-
CTH.

CoBpeMeHHasl CHCTEMa COIMAIBHOTO CTPaxoBa-
HUS B YKpawWHE 10 CBOEMY COACPKAHHIO HE SIBIACTCS
CTPaxOBOM B KIACCHYECKOM IOHHUMAaHHH, ITOCKOIBKY
COXpAHSET U BBHINONHACT PYHKIMU CONMAIBLHOTO 00ec-
neyeHus (momonnu). J[as Hee XapakTepHbl psJl HEJo-
CTaTKOB, OHa HY)XJAeTCS B YCOBEPIICHCTBOBAHHH, a
MMCHHO: ONTHMU3AIMs MeXaHW3Ma Ha3HAUCHHS 3a-
CTpaXOBaHHBIM JIMIIAM MAaTEPUANTBEHOTO OOCCIICUCHUS U
MPEIOCTABICHUS COIUATBHBIX YCIYT; YCOBEPIICHCTBO-
BaHHE NONUTHKH AN(P(PEPEeHINPOBAHHBIX CTPaXOBBIX
TapudoB; OOECIIEYCHHEe CHCTEMBI 3KOHOMHYECKOTO
CTUMYJIHPOBAHUS PabOTOAATENCH B MPOBEICHUU MEp
OPOPIIAKTHKA POU3BOACTBEHHBIX pHCKOB. Jims
YMEHBIIICHHUS HATPY3KH Ha (OHI OIuiaThl Tpyda HEoO-
XOAMMO YBEIMYUTH 0a3y HAYUCICHUS CTPaXOBBIX
B3HOCOB, YCOBEPILIEHCTBOBATH CUCTEMY cOopa M ydera
CTPaXOBBIX B3HOCOB, a TaKXe IMOATAITHO OOECHECUYHThH
MapUTETHOE ydacThUe paOOTHUKOB M paboTomartencii B
oIIaTe CTPAaXOBBIX B3HOCOB IO 00S3aTENBFHOMY TOCY-
JTAPCTBCHHOMY COITHAJIBHOMY CTPaXOBAHUIO.

Kniouesvle cnoga: conmmanbHOE CTpaxoOBaHUE, CO-
[UAITBHBIC PUCKHU, CTPAaXOBBIC B3HOCKI, €IUHBII B3HOC.

Nadraga V. 1. The Social Insurance in the
System of the Social Risks Regulation

This paper analyzes the social insurance in the
context of its basic function — protection against social
risks. The results of the study of the social insurance
and social risk relationships help propose the definition
of the social risk. We consider the social risk as the
probability of financial distress due to the lack of earn-
ings because of objective socially significant reasons
and due to the additional costs of the children or other
family members’ allowance, as well as to meet the
needs of health and social services. In this case, the
object of compulsory state social insurance relations is
the coverage of social risk. The social risk is actualized
under a system of interconnected relationships. Its
participants are the insurance carrier, the insurer and
the insured. The purpose of these mentioned relation-
ships is to provide insurance protection of the econom-
ically active population in the event of the social-risk
situation, its prevention and effects compensation.
Insurance risk function is transformed into a fee insurer
liability for the consequences of the risk caused by the
events which are preappointed by current legislation.

The basic principles of social insurance are:
commitment, a clear dependence between participation
in the financing system and the size of pensions and
benefits, provision of payments, comparable with the
income of the insured person during his / her working
life, facilities isolation and participation of the social
partners in the governance.

It has been mentioned that in contradiction to
Ukraine the general trend for the member states of the
European Union is a striving for the social contribu-
tions optimization. Thus, based on projections over the
next fifty years, they expect an increase by only 5 % of
GDP - in the corresponding estimates, they take into
account the expected effects of reforms in the social
security that have already been legislated and done
(including new aid schemes and conditions of pen-
sions), and the expected increase of labor share in total
population and employment levels.

The current social insurance system in Ukraine in
its content is not insurance in the classic sense, as it
stores and serves the social security (benefits) func-
tions. It has a number of disadvantages and needs to be
improved, in particular: to improve the mechanism of
insured persons providing with benefits and social
services, policies differentiated insurance rates im-
provement, economic stimulation of employers provid-
ing in the implementation of measures to prevent in-
dustrial risks. To reduce the load on the payroll fund it
is necessary to expand the base of insurance premiums
accounting, to improve the system of collecting and
accounting of insurance premiums and gradually en-
sure parity among employees and employers to pay
insurance contributions for compulsory social state
insurance.

Keywords: social insurance, social risks, insur-
ance premiums, single social contribution.
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DEPENDENCE OF THE UKRAINIAN ECONOMY ON THE FOREIGN CAPITAL

Introduction. World experience shows that econ-
omies in transition are not able to overcome the eco-
nomic crisis without attracting and making effective
use of foreign capital. Accumulating the -capital,
providing access to modern technology and manage-
ment, foreign investment has not only resulted in na-
tional investment markets, but also make other eco-
nomic factors more dynamic in the development of
markets of goods and services. In addition, foreign
capital contributes to the macroeconomic stabilization
measures.

The relevance of the topic chosen is that foreign
capital plays a major role in the development of any
state regardless of the economic potential of the coun-
try as well as foreign direct investment promotes eco-
nomic growth in the recipient country intensifying the
competition. Foreign capital has contributed to the
development of Ukraine's economy as foreign capital is
a source of capital investment in production, develop-
ment and implementation of advanced management
and marketing techniques. Ukraine deserves special
attention as a country in transition which was able to
increase FDI inflows by 35 % in 2010 after declining
56 % in 2009 year [1]. In terms of economic potential,
as shown in expert estimates, Ukraine is among the top
five countries in Europe, and in case of the efficiency
of the use of foreign capital Ukraine is among the top
two hundred countries.

Analysis of recent research and publications.
Empirical evidence on the dependence between FDI
and the economic growth is still inconclusive. Recent
studies have examined some factors that could influ-
ence this relationship but have not extensively ad-
dressed the role of the characteristics of foreign direct
investment (FDI) and how strong the dependence of
the economy on the foreign capital is.

The latter issue has fuelled passionate debates
amongst economists, policymakers, and in civil socie-
ty. According to Eswar S. Prasad, it has gained im-
portance in recent years because of the curious, even
seemingly perverse, pattern of global imbalances,
whereby capital seems to be flowing “uphill” from
poorer to richer countries. But it has economic rele-
vance beyond the current conjuncture because it goes
to the heart of the process of development and the role
that foreign capital plays in it. It also has enduring
policy relevance as developing countries try to decide
whether to open themselves up more to the process of
financial globalization, and as they attempt to figure
out in what form, and to what degree, they should do
so [2, p. 2].

The importance of the presence of foreign capital
in the economy of host countries was proved on the
"flying geese" or "catching up" paradigm which was
developed in the late 1930s by the Japanese scientist
K.Akamatsu. As a generalized theory of economic
development it explain how the foreign capital permits
for developing countries to catch up and even overtake
the advanced countries, but a recipient country should
remain open to direct investment from foreign compa-
nies. One economy, like the first goose in a V-shaped
formation, can lead other economies toward industrial-
ization, passing older technologies down to the follow-
ers as its own incomes rise and it moves into newer
technologies [3, p.12].

Developing the research of foreign capital influ-
ence on a host country credit should be given to the
studies of foreign authors (B.Sharma, D.Willem, R.
Barrell, M.Todaro, S.Smith and others) on the assess-
ment the investments effectiveness in market condi-
tions. Significant contribution to economic theory also
made by Ukrainian scientists: Dyachuk V.D., Grishae-
va J.G., Lazebnyk L.V., Anshyn V.M., Blank I.A. and
others. The major part of their researches is dedicated
to the relation between foreign capital and economic
growth.

The purpose of the article is to analyze foreign
direct investments in the national economy, to estimate
the level of Ukrainian economy’s dependence on the
foreign capital, to found out the factors of influence on
FDI inflow to Ukraine.

The main material. The history of investing pro-
cesses in the world gave to the seven main types of the
foreign capital. The most popular of these types nowa-
days is foreign direct investment (FDI), as FDI have a
great number of advantages for both investors and
recipients.

Foreign direct investment has a lot of definitions.
According to Todaro and Smith (2006) FDI is the in-
vestment by corporations like transnational and multi-
national in foreign countries having their head office in
a developed country [6]. Another definition for FDI
according to Wang (2005) FDI is the management and
control of a company, or an enterprise or a facility with
interest lasting for a long term in a foreign country [4].
According to Kumya and Wakasugi (1991) FDI is the
process of acquiring and investing in a new or existing
industry or business and expanding and managing it in
a foreign country [5, p.48]. Foreign direct investment is
the direct investment through governments or govern-
ment agencies, or through enterprises either private or
public ones [4].
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To estimate the Ukrainian dependence on the for-
eign capital the picture of foreign capital operation in
Ukraine should be drawn. Let us begin from identify-
ing the level of investment attractiveness of Ukraine.

The index of investment attractiveness (IAI) of
Ukraine in January-September 2013 declined by 0.95
points — to the level of 2.56 on a scale, falling to a level
of performance of the Illrd quarter of 2009. Falling
trajectory of of investment attractiveness index of
Ukraine is from 3.39 in the second quarter 2013 to 2.56
in the third quarter. In the first quarter of 2014 the
index of investment attractiveness of Ukraine increased
to 2.72 points out of five. This is the highest rate since
2011, Tomas Fiala, the president of the European
Business Association (EBA), said. According to the
EBA research the estimate investment attractiveness of
Ukraine has increased since the lowest in the history of
the study of the index in IV°2013, when it fell to 1.81.
This is an alarm, which indicates the lack of investor’s
confidence in the economy and the market. Causes of
decline can be divided into external (global market
instability) and internal factors. The condition of the
U.S. and European markets cannot but impact on the
economy of Ukraine. The internal causes comprise
corruption, increased pressure on business and the
inadequate reforms [6].

Investigating the impact of FDI on the economy is
also important to analyze the geographic structure of
investment and spheres of the national economy in
which these investments are made. The largest share in
the FDI structure is taken by Cyprus (31.7%). This is
explained by the fact that under the guise of FDI the
previously taken capital returns to Ukraine, but now is
legalized. Cyprus is followed by Germany (12%), the
Netherlands (9%), Russia (7 %), Austria (6 %), United
Kingdom (5%) [1].

Further analysis of the structural transformation in
the field of foreign direct investment and GDP by eco-
nomic activity in Ukraine shows that the largest share
of foreign investment was attracted to the following
economic activities:

— manufacturing industry (27.93 % of total fdi in
2013);

— financial activities (33.68 % of total fdi in
2013);

— real estate, renting and business activities
(10.63 % of total fdi in 2013).

The structure of economic activities represented
in Table 1 is associated with a high rate of return on
funds invested and with a significant return on invest-
ment.

To estimate the level of the Ukrainian economy
dependence on foreign capital it is appropriate to use
elasticity analysis.

Let us take a calculation of the elasticity with re-
spect to GDP dynamics in terms of the dynamics of
foreign investment in certain sectors (table 1).

Table 1
The elasticity of structural transformations
in the economy of Ukraine

Elasticity coeffi-
Economic activity cient
AGDP,
AFDI;
Agriculture, hunting and forestry 0.976
Mining 1.004
Manufacturing 0.891
Production and distribution of] 0.772
electricity, gas and water
Construction 0.825
Trade; repair of motor vehicles, 1.085
household appliances and person-
al and household goods, hotels
and restaurants
Transport and communications 1.065
Education 1.691
Health care and social service 1.497
Financing activities 0.587
Real estate, renting and business 1.051
activities

Note: The table designed by the author based on the
State Statistics Committee data [8].

Calculation shows that the current practice of pri-
ority investment is of greater importance not only for
the recipient country (Ukraine), but for the donor in-
vesting country. Examining the value of the coefficient
of elasticity of changes in gross domestic product for
the change in the volume of foreign direct investment,
it is easy to come to the conclusion that with the same
size of investment the funds in education and health
make the largest contribution to GDP. Development of
human capital and FDI reinforce each other through
complementary effects: increased qualification of the
workforce (training, new skills and special education
for workers of transnational corporations and enterpris-
es with foreign capital) - the direct effect; social stabil-
ity and improving the nation's health - indirect effect
[8]. Relatively high coefficient of elasticity belongs to
the mining (1.004), transport and communication activ-
ities (1,065), trade and tourism (1,085).

To determine the degree of communication FDI
and GDP there was used a popular method of econom-
ic phenomena, correlation and regression analysis
(table 3).

The formula chosen to calculate a correlation co-
efficient is [4]:

nyxy-Gx)Xy) (1)
[nEx2-Ex)*][n2y2-(E)’]

r =
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In our case FDI was chosen as the one of two var-
iables (x) (million USD) to calculate the correlation
coefficient to evaluate the relation between the second
variable GDP (y) (billion UAH). It goes without saying
that FDI does have influence on Ukrainian economy,

buy now we will have the numbers (the correlation
coefficient) to prove this fact. We have made the fol-
lowing calculations of the correlation coefficient (table
2).

Table 2
Calculation of the correlation ratio
Years FDI (x) GDP (y) x*y x? y?
2002 4555.3 225.81 1028632.3 20750758.09 50990.16
2003 5471.8 267.344 1462852.9 29940595.24 71472.81
2004 6794.4 345.113 2344835.8 46163871.36 119103
2005 9047 441.452 3993816.2 81848209 194879.9
2006 16890 544.153 9190744.2 285272100 296102.5
2007 21607.3 720.731 15573051 466875413.3 519453.2
2008 29542.7 948,056 28008134 872771123.3 898810.2
2009 35616.4 913.345 32530061 1268527949 834199.1
2010 40053 1082.569 43360136 1604242809 1171956
2011 44806 1316.6 58991580 2007577636 1733436
2012 50333.9 1408.889 70914878 2533501489 1984968
2013 55296.8 1454.931 80453029 3057736090 2116824
Sum 320014.6 9668.993 347851749 12275208044 9992194
Average 26667.88 805.7494

After substituting in the formula 1 we have got
the correlation coefficient:

The correlation coef ficient = 0,99

The calculations let us reach the following con-
clusions:

— because the correlation coefficient 7, = 0,99,
applying the Chaddock scale of the determination coef-
ficient, FDI and GDP are very strongly interrelated and
are directly related (because 15, > 0);

— coefficient of determination R? = 0,199, and it
means that the variation in GDP depends on changes in
the volume of investment by 19.9%.

There is strong dependence between Ukrainian
economic growth (GDP) and FDI. It means that the
more FDI will be attracted to Ukraine , the more re-
sources for economic growth Ukraine will have. So, it

would be useful to find out what are the main factors
which have influence on the FDI amount in Ukraine.

Let us use the correlation and regression analysis
to estimate the dependence of FDI inflow on the sever-
al factors. FDI (million dollars) were selected as the
result factor. The factor variables are such indicators:

X1 - GDP, billion UAH.

X2 - the average wage, UAH.

X3 - the amount of public debt, billion UAH.

X4 - level of the tax burden, %,

X5 - profitability of domestic enterprises %;

X6 - average interest rate on deposits, %;

X7 - the official rate of UAH to the USD, for $
100;

X8 — inflation, %.

The data for correlation and regression analysis of
the impact of factor variables on direct investments is
shown in the table 3 [8, 9].

Table 3
Summary data for correlation and regression analysis of the impact factor values
X1, X2, X3, X4, X5, X6, X7, X8 on FDI
Years Y X1 X2 X3 X4 X5 X6 X7 X8
2002 4555.3 225.81 311 63.2923 18 4.8 11.2 537.21 6.1
2003 5471.8 267.344 376 64.4687 20.1 3.7 7.8 532.66 -0.6
2004 6794.4 345.113 462 66.1332 20.32 2.6 7.1 533.27 8.2
2005 9047 441.452 590 67.6823 18.3 6.4 7.8 531.92 12.3
2006 16890 544.153 806 63.1446 22.21 7 8 512.47 10.3
2007 21607.3 | 720.731 1041 66.1137 23.11 6.6 6.8 505 11.6
2008 29542.7 | 948.056 1351 71.2943 22.62 6.8 7.2 505 16.6
2009 356164 | 913.345 1806 130.6896 23.92 3.9 8.3 526.72 223
2010 40053 1082.569 1906 301.4284 22.78 3.3 11.8 779.12 12.3
2011 44806 1316.6 2239 434.32 21.42 4 9.4 793.56 9.1
2012 50333.9 | 1408.889 2633 473.1216 25.5 5.9 7.3 796.76 4.6
2013 55296.8 | 1454.931 3337 516.405 24.6 5 11.3 799.1 -0.2
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According to the eight-factor regression analysis
the economic and mathematical model was construct-
ed:

Y =-29408.57 +26.15X; + 1.88X, +21.2X5 +
1243.75X4-229.88Xs + 990.22X6-13.45X7 + 195.25Xs

This equation shows that the greatest impact on
FDI inflow to Ukraine results from such factors as:

1. The level of tax burden. If this factor changes
by 1%, the volume of direct investments will change to
1243.75 million;

2. Profitability of domestic enterprises. An in-
crease of this factor by 1% will cause the increase of
direct investment to 733.99 million;

3. Average interest rate on deposits. If this factor
changes by 1%, the volume of direct investments will
change to 990.22 million.

4. Inflation rate. An increase of this factor by 1%
leads to the increase of direct investment to 195.25
million.

The input data are transformed to the correlation
matrix calculated on the basis of table 2.4, which is
used to measure the strength of the relationship be-
tween selected variables and the factorial scoring index
(Table 4).

Let us transform the numerical values of the cor-
relation coefficient obtained in the correlation matrix
(table 4), into their text semantic equivalents (table 5).

Table 4
Correlation matrix
Y X1 X2 X3 X4 X5 X6 X7 X8
Y 1
X1 -0.99173 1
X2 0.984085 | 0.971122 1
X3 0.88831 | 0.888197 | 0.919931 1
X4 0.826347 0.8029 | 0.796882 | 0.596927 1
X5 0.010071 | 0.060651 | -0.01347 | -0.15235 | 0.145779 1
X6 0.315873 | 0.253296 | 0.353908 0.44016 | -0.05108 | -0.35612 1
X7 0.81588 | 0.816116 0.83115 | 0.965242 | 0.482772 | -0.25918 | 0.539638 1
X8 0.01422 | 0.009548 -0.1009 | -0.36328 | 0.094452 | 0.145001 | -0.23322 | -0.3714 1
Table 5
Transformed correlation matrix
Y X1 X2 X3 X4 X5 X6 X7 X8
Y 1
X1 [Very strong 1
Very
X2 |Very strong |strong 1
Very
X3 |[Strong Strong strong 1
X4 |Strong Strong Strong Appreciable 1
No No No
X5 |connection |connection|connection|Weak Weak 1
No
X6 [Moderate [Weak Moderate [Moderate |connection |Moderate 1
X7 |Strong Strong Strong Very strong |[Moderate [Weak  [Appreciable 1
No No No
X8 |connection |connection|Weak Moderate |connection |[Weak Weak Moderate 1

Calculation of the correlation matrix leads to the
conclusion that there is a significant relation between Y
and X factors, except the X5 (profitability of domestic
enterprises) and X8 (inflation rate).

Conclusion. Thus, the calculations carried out
give a clear picture of the Ukrainian economy’s de-
pendence on the foreign capital. The Ukrainian eco-
nomic growth very strongly depends on the FDI in-
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flows. This fact was proved with the help of two meth-
ods: Elasticity Analysis and Correlation and Regres-
sion Analysis. Calculation of elasticity shows that the
current practice of priority investment is of greater
importance not only for the recipient country
(Ukraine), but for the donor investing country as well.
Examining the value of the coefficient of elasticity of
changes in gross domestic product for the change in the
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volume of foreign direct investment, it is easy to come
to the conclusion that with the same size of investment
the funds in education and health make the largest
contribution to GDP.

The result of regression analysis of the relation
between the direct investment in Ukraine and the se-
lected factors shows that it is necessary to create and
maintain a favorable tax climate and increase the prof-
itability of domestic enterprises to ensure a stable in-
crease in investments as the main indicator of invest-
ment attractiveness of the country. The clear proof of
such suggestions are the results of the regression anal-
ysis summaised above, according to which the level of
the tax burden, the level of profitability of the enter-
prises have greatest impact on the volume of direct
investments. In this subsection we use multifactorial
correlation analysis unlike the previous subsection
where there were only two variables (FDI and GDP).
We have found out the main factors on influence on
FDI inflow to Ukraine they are the profitability of do-
mestic enterprises, the tax burden.
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Menennesa M. M. 3ajiexHicTh yKpaiHCbKOL
€KOHOMIKH BiJ iH03eMHOro Kamiramxy

VY crarTi po3risHyTO (YHKI[IOHYBaHHS 1HO3E€MHO-
ro xamitany B YkpaiHi. JlaHa oIliHKa iHBECTHIIHHOT
npuBabauBoCcTI YKpainu. [IpoBeneHo anami3 emactud-
HOCTI 1 KOpEJALIMHO-pEerpeciiHuii aHaji3 JjIsi BHU3HA-
YEeHHSl CTYICHS 3aJIEKHOCTI YKPaiHCBKOi EKOHOMIKH
BiJ iHO3eMHOro Kamitanmy. [IpoBeneHo OaratodakxTop-
HUH KOPEIALIMHUKA aHami3 JJig BU3HA4YCHHS (DakTOpiB
BIUTUBY Ha OOCATH NPSIMUX 1HO3EMHHH IHBECTHIH B
VYkpainy.

Knrouosi cnosa. 1HO3eMHHUI KaIliTaj, HpsMi 1HO-
3emui iHBectuiii (ITII), iHBecTHIIMHA TTPUBAOIUBICTD,
€NIACTUYHICTD, KOPEISIIHHO-pErpeciiHmiA aHai3.

Menenuesa M. M. 3aBHCHMOCTh YKPaHHCKOM
IKOHOMHUKH 0T HHOCTPAHHOI0 KAMUTAJIA

B crathe paccMOTpeHO (HYHKIIMOHHPOBAHHE WHO-
CTpaHHOTO KamuTajda B YKpawHe. /[aHa oIleHKa WHBE-
CTULIMOHHOM TIpHUBJIEKATEIbHOCTH YKpauHbl. IIpoBe-
JIeH aHaJIU3 3JaCTUYHOCTH U KOPPEISIIMOHHO-PErpec-
CHOHHBIA aHaJIU3 JJIsl ONPEIENICHUs] CTENEHU 3aBHUCH-
MOCTH YKPAaWHCKON 3KOHOMHUKHA OT WHOCTPAHHOTO Ka-
nutana. [IpoBeaeH MHOrO(GaKTOPHBIH KOPPENAIHOH-
HBIIA aHaIU3 U onpesesieHus (aKTOpOB BIMSHUS Ha
00BEMBI MPSAMBIX WHOCTPAHHBIA HHBECTUIIMNA B YKpau-
HY.

Knrouesvle cnosa. WHOCTPAHHBIN KamuTtaj, Mps-
Mble MHOCTpaHHble HHBecTHIMH ([TMUW), umHBeCTHIM-
OHHAsl TPUBJIIEKATEITLHOCTD, 3JIACTUYHOCTh, KOPPEIIs-
[IMOHHO-PETPECCUOHHBIN aHAIN3.

Medentseva M. M. Dependence of the Ukraini-
an Economy on Foreign Capital

The article gives a clear picture of the foreign cap-
ital operation in Ukraine. The investment attractiveness
of Ukraine was defined. The analysis of elasticity and
correlation and regression analysis were carried out to
determine the level of Ukrainian economy’s depend-
ence on the foreign capital. The multivariate correla-
tion analysis was carried out to find out the factors of
influence on foreign direct investment inflow in
Ukraine.

Keywords: foreign capital, foreign direct invest-
ment (FDI), investment attraction, elasticity, correla-
tion and regression analysis.
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SEARCHING FOR FINANCIAL BUBBLE IN THE PRIVATE SPACE SECTOR

Modern market economy is not protected from the
risks which may lead to sharp decrease in rate of
growth or even to cutback of economic activity. As-
sessing and managing risks is required to lessen the
negative impact of possible crisis. In this sense, young
and developing sectors of economy are more vulnera-
ble to economic fluctuations as far as it takes several
years to work out an appropriate strategy to handle the
market crunch.

Among all the possible economic problems this
research concerns financial bubble and, consequently,
analysis of stock exchange. In this field Benjamin Gra-
ham and David Dodd are assumed to be pioneers who
distinguished market price of the stock from its intrin-
sic value. Since the first edition of “Security Analysis”
(Graham, Dodd 1934) [1] was published, it is consid-
ered to be the bible for investors. Almost 70 years later
in 2002 Robert Brenner published his “The Boom and
the Bubble: The US in the World Economy” [2] ana-
lyzing the causes of local and global bubbles of the 20"
century. Mark Faber and Warren Buffet accepted and
modernized the approach suggested by Graham and
Dodd. Warren Buffet published a revised edition of
“The Intelligent Investor: The Definitive Book on Val-

ue Investing” in 2006 [3]. Mark Faber used the concept
of value investing to assess the investment attractive-
ness of the Asian companies (“Tomorrow's Gold:
Asia's age of discovery”, Faber 2010) [4]. Among the
homeland researchers, Elena Chirkova deserves atten-
tion as an author of a unique book about the financial
bubbles [5]: not only did she present a detailed over-
view of the most important financial bubbles, but she
also singled out the most common causes of the bubble
bursts.

The aim of this work is to analyze the private
space sector of the world economy and to find out if
there is a financial bubble. To handle this issue, it is
relevant to define, what the “financial bubble” is,
which criteria points at its appearing, and then to com-
pare these theoretical conditions with the real situation
in the target sector.

According to the Space Foundation annual Space
Reports [6-11], share of Private Space Sector has been
steadily increasing since 2005 till the present and now-
adays it covers three fourth of the Global Space Mar-
ket. In addition, total Space expenditures rocketed from
$190 billion to more than $300billion (Figure 1).
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Fig. 1. Total Space Expenditures, 2005-2013 [6-11]
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However, despite the increasing funding, signifi-
cant step forward has not been taken yet. Space tourism
is not a reality, lunar resources are not available, and
asteroid mining is postponed until the next decade [8,
p-17]. Such an inconsistency between expenditures and
achievements may point at overvalued capacities of the
industry. Costs of the projects with a low return on
investment are getting higher, while most of these pro-
jects have a little value for shareholders. One can call it
a venture investment, but the situation is somehow
similar to the dotcom splash in the early 2000's. Al-
most 15 years ago overconfident investors invested in
those companies that were related to online-business
without even paying attention at the financial state-
ments of the “dotcom” company. Ultimately, those
companies became too overvalued and the bubble had
burst as soon as investors had understood the differ-
ence between market price and intrinsic value of the
dotcom shares [5, p.238-240].

In the literature there exist different approaches to
the definition of the financial bubble. The challenge is
that the emerging bubble is hardly distinguishable from
the casual period of growth of the market. The most
common definition of the bubble is “a situation in
which prices for securities, especially stocks, rise far
above their actual value” [12-13].However this defini-
tion is generally thought to be of little practical use,
actually the former Federal Reserve Chairman Mr.
Greenspan once mentioned that “it was very difficult to
identify definitively a bubble until after the fact — that
is, when it is bursting we confirm its existence” [14].
Instead of quantitative, Robert Shiller suggested a
qualitative definition: “the term “bubble” refers to a
situation in which excessive public expectations of
future price increases cause prices to be temporarily
elevated” [15]. Elena Chirkova states that the bubble is
growth in prices, which can not be explained by the
fundamental factors and is followed by a sharp de-
crease after the bubble burst [5, p.244].

Despite there is no precise definition of the bubble
phenomenon, economists are united concerning its
causes. Financial bubble is suggested to appear as a
result of extra exhilaration on the stock market, when
investors all flock to a particular product or asset. In
this respect, Robert Shiller argues that “the stock price
increase is driven by irrational euphoria among indi-
vidual investors, fed by an emphatic media” [16]. The
biggest problem is that difference between developing
economy and pre-bubble situation on the market is
hardly distinguishable, and that has led to bubble bursts
several times in the past (like the dotcom crisis in the
beginning of the 215 century).

These are several “litmus papers” which can be
used for a primary analysis of a market:

— Nonlinear growth of the share prices during a
short time period,;

— Growing number of companies that make IPO;

— Purely speculative attitude towards shares
(short period of owing particular shares);

— Most companies shares are overvalued: their
intrinsic price is lower than the market one [5, p.235-
247].

Space Foundation, the largest non-profit space or-
ganization, provides a list of 28 private companies,
which are strongly related to space exploration and
commercialization. Among them there are such “blue
chips” as Boeing and Lockheed Martin, Viasat and
Northrop Grumman [6-11]. In the frame of our re-
search dynamics of share prices of these companies
have been investigated within the period between 2008
and 2014. According to the total rate of growth, all the
companies were divided into four groups (Table 1):

1) Extra fast: this group consists of those compa-
nies which more than doubled their share price;

2) Fast: this group consists of companies which
rate of growth is between 50% and 100%;

3) Stable: this group consists of companies with a
stable rate of growth which have increased their share
price no more than by 50%;

4) Negative: this group consists of companies
which share price has decreased.

Table 1
Classification of Space Companies according to the
Rate of Growth [6-11]

Rate of growth Number of companies
Extra fast (>100%) 8
Fast (>50%) 8
Stable (>0%) 9
Negative (<0%) 3

So, almost third of companies more than doubled
their share prices, while Loral Space and Communica-
tions multiplied it by 4 (from $18,37 per share in Au-
gust 2008 to $73,56 per share in August 2014). With-
out any denial, that is the direct consequence of NASA
insisting on satellite development programs in which
Loral has taken part [17]. Not only Loral, but also Boe-
ing and Northrop Grumman gained an advantage from
cooperating with NASA (88,38% and 99,03% of
growth respectively)[9, 46]. In addition, European
Aeronautic Defense and Space (EADS) has also in-
creased its share price by 285%. That is the evidence of
European Union involvement in the space commercial-
ization. There is also a possibility that later there will
be more European companies among the “blue chips”
of the industry.

Unfortunately, there were some companies which
activity led to share price decrease, for instance Trim-
ble Navigation, Iridium Communication, Comtech
Telecommunication (-4,28%, -6,22%, -20,49% respec-
tively). All of them operated in the same field with
Loral Space and Communication, but due to inability
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to provide reliable and secure satellite-delivered ser-
vices they performed much worse than Loral did.

The research has also revealed that up to the mid-
dle of 2013 most of the companies had been regaining
position lost due to the world financial crisis. During
2008 and 2009 governmental expenditures on space
programs suffered a huge shortening and that immedi-
ately hurt traders’ and investors' interest in “space
shares”. However, within the last year one can notice
an exponential share price growth in several compa-
nies. For example, price of the DISH Network share
equals to $64,92, while a year ago it cost only $44,8.
Such level of growth is noticed also in Direct TV (from
$60,29 to $86,98 per share).

Another part of our research concerns comparison
of the market price of shares with their intrinsic, or
fundamental, value. It allows us to judge, whether the
target market is overvalued or undervalued.

According to methodology of Warren Buffet [18],
intrinsic value of a share is calculated on the basis of
estimated yield in a long-run period, usually 5 or 10
years. However, there are some subjectively pre-
estimated values used in calculations, like an average
growth rate, which may lead to obtaining different
results of intrinsic value for the same company. It is
therefore recommended to admit a 5% deviation from

the estimated intrinsic value while comparing it with
the market share price of a target company.

To compare intrinsic value and market price Rela-
tive Graham Value formula (1) can be used [18].

RGV =~ 1)
MP
where RGV - Relative Graham Value;
IV — Intrinsic Value;
MP — Market Price.

If RGV<I, it means that the explored share is
overvalued. RGV>1 points at undervalued company,
which has a space for improvement and whose share
price is likely to grow. To take a 5% confidence inter-
val into account, Intrinsic Value was multiplied by
0,95(lower interval limit) and 1,05(upper interval lim-
it). If the upper interval limit is smaller than the Market
Price, it means that RGV will definitely be lower than
1 and vice versa. But if the Market Price lies between
upper and lower interval limits, than we assume that
Market Price of the company share is approximately
equal to its Intrinsic Value. The results of RGV calcu-

lations for the 28 examined companies are presented
below (Table 2).

Table 2

Relative Graham Value of Space Companies

RGV <1
(1,05*IV < MP)

RGV=1
(0,95*IV < MP < 1,05*1V)

RGV>1
(0,95%1V >MP)

Alliant Techsystems Inc*

The Boeing Co.*

L-3 Communications Holdings,
Inc.*

Lockheed Martin Corp.*
Northrop Grumman Corp.*
Honeywell International, Inc.*
Raytheon Co.**

ITT Exelis Inc.**

Garmin Ltd. **

Harris Corp.***

Loral Space & Communications
Inc.***

Orbital Sciences Corp.***
DISH Network Corp.***
Orbcomm Inc.***

Computer Sciences Corp.**
DigitalGlobe, Inc.**

Trimble Navigation Ltd.***
Iridium Communications Inc.***

Comtech Telecommunications
Corp.***

EchoStar Corp.***

ViaSat, Inc.***

Sirius XM Radio Inc. ***

Eutelsat Communications S.A.***

* - Aerospace & Defense
** - IT Services and GPS Services
*#% _ Satellite Manufacturing and Communications

In accordance with the RGV value we should ad-
mit that more than half of the companies are overval-
ued, which implicitly means that there is a risk of bub-
ble appearing in the private space sector. It should also
be noticed that all the companies of Aerospace and
Defense sector are overvalued, so they should be inves-
tigated more thoroughly.

However, there is another possible cause for such
values. Companies of Aerospace and Defense sector
(Boeing, Northrop Grumman, Lockheed Martin, L-3
Communication etc.) are diversified companies, and
spacecraft construction is not the only activity for
them. Therefore, without a detailed research it is im-
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possible to define, which particular activity has led to
the gap between market price and intrinsic value.
Another symptom of bubble appearing is a large
number of companies which are becoming public in
order to raise funds in the shortest term [5, 238]. For

example, before the dotcom crisis annual number of
IPOs in the IT sphere multiplied by 7.3. In order to
check it, we can compose a timescale of all the IPOs of
the private space companies and find out if there is a
rush (Figure 2).
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Fig. 2. Timescale of the Space companies IPO dates [19-20]

As it is seen, within the past 10 years only 4 com-
panies appeared on the market. There was a kind of
rush between the years 1994 and 2002, when 11 com-
panies launched an issue and became public, but it is
not likely to have an influence on what is happening
nowadays.

One of the factors which explain small number of
strong players on the market is high market entry
threshold. The task of funding an average space com-
pany can be managed only by the richest tycoons or by
the government. Both of them are present on the mar-
ket. For example, Elon Musk (138" position in the
Forbes rating) who is a CEO of SpaceX, says he in-
vested almost all his savings in establishing SpaceX.
As a representative of the government, NASA regu-
lates the activity of private space companies by the
means of state procurements. But for NASA help sev-
eral satellite manufacturing companies would not have
survived until nowadays.

To sum it up, we have to admit that the private
space sector bears the mark of being overvalued. Al-
most half of the investigated companies performed a
non-linear growth in share prices within the last year,
while there are no visible reasons for increase in their
fundamental value. However, number of companies on
the market is stable within the last 10 years and is not
likely to grow in the nearest future, so it is too early to
make judgments about the rush in the industry. In addi-
tion, there is a strong governmental regulator, like
NASA, who should prevent companies from mislead-
ing their shareholders and unconditional growth of
share price. There is also a merely subjective, but im-
portant factor: CEOs of several companies, like
SpaceX and BlueOrigin, also were CEOs of PayPal

and Amazon.com and have successfully survived the
dotcom crisis, so they have a relevant experience and
should not allow their companies to become too over-
valued. Without any denial, to find out more precisely,
if there is a risk of a bubble appearing, more detailed
investigation is required.
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Manumko A. B., [Tapnapos /I. FO. B nomykax
(inancoBoro my3mpsi B ceKTOpi NpMBaTHOI KOCMiY-
HOI iHaycTpil

s cTarTs cTocyeThCcs (PIHAHCOBOTO aHANI3Y CEK-
TOpPY MPUBATHOI KOCMIYHO1 iHAyCTpii. MeTa 1i€i cTarTi
MOJISIra€ y BU3HAYCHHI HAsBHOCTI (DiHAHCOBOTO ITy3UPS
B MPUBATHOMY CEKTOPi MI00ANBLHOI KOCMIYHOI iHAYCT-
pii 4u ckacyBaHHI MOMJIMBOCTI ii icCHyBaHHs. Po3ris-
HYTI pi3HI MIX0AU 0 TIIyMadeHHs nedininii «gpiHaH-
COBHHU Imy3upy». 3alekHO Bix 1mx AediHINiii HU3Ka
KpUTepiiB, MO cBim4aTh mpo (QOpPMyBaHHS ITy3HpS,
Oyna 3ampornoHoBaHa. OCHOBHA YacTUHA JOCIIIKEHHS
0a3yeThCsl Ha aHali3i BapTOCTI aKIii KOMMaHIH, Yus
JSUTBHICTB TIOB’sI3aHAa 3 OCBOEHHSM Ta KOMepIliaii3aili-
€10 KOCMIYHOTO MPOCTOPY. 3aCTOCOBaHA METOJOJIOTIs
Yoppena baddera s kanbKyIsii BHyTPIIIHBOI Bap-
TOCTI IIHHUX TaINepiB JJIsi BUSBJICHHA HEIOOIIHEHUX

Ta MEPEOiHEHUX KOMIIaHIN y OCTIKYBAHOMY CEKTO-
pi ekoHOoMikH. OKpiM IBOTO, IPOBEICHO aHAII3 MEepPio-
JUYHOCTI YTBOPEHHSI HOBMX KOMIIAHI Ha PUHKY aepo-
KOCMIYHOT 1HAyCTpil.

Kmiouosi crosa: dhinancu, npuBaTHa KOCMIiYHA iH-
JIyCTpisi, OCBOEHHS, KOMEpITiallizallis.

Maasiuko A. B., Ilapnapos /I. 10. B nouckax
(pmHAHCOBOrO My3BIPSI B CEKTOpPE YACTHON KOCMH-
YeCKOil HHAYCTPHH

Orta cTaThs KacaeTcs (PUHAHCOBOTO aHANM3a CEK-
TOpa 4YaCTHOM KOCMHMYECKON MHAycTpuH. Llens naHHON
CTaThH 3aKIIOYACTCS B OMPEACICHUN HATUYUS (UHAH-
COBOIO Iy3bIpS B YaCTHOM CEKTOpPE MUPOBOM KOCMH-
YeCcKOW WMHIycTpuu. B craTthe paccMOTpEHBI pa3iud-
HBIC TIOJIXOJTBI K OTIPEIICIICHUIO TTOHATHUS «(PHHAHCOBBIN
My3bIpb». B 3aBUCHMOCTH OT 3THUX JehUHHIUAN ObLI
NPENJIOKEH PAl KPUTEPUEB, CBUIECTEILCTBYIOLUIUX O
¢dopmupoBanuu my3bipsi. OCHOBHASI 4acTh UCCIIEIOBA-
HUs Ga3WpyeTcs Ha aHaM3e IICHBI aKIMi KOMITaHWH,
Ybsl JESATEIbHOCTh CBSI3aHA C OCBOEHUEM U KOMMEpLIU-
anu3alurel KOCMUYecKoro mnpocrpancta. [Ipumenena
MeTomonorust YoppeHa bBaddera mns xampkynsimu
BHYTPEHHEW CTOMMOCTH LIEHHBIX Oymar ajis ompeaese-
HUSl HEIOOLEHEHHBIX U MEPEeOLEHEHHBIX KOMIIAHUN B
LIEJIEBOM CeKTOope SKoHOMUKU. Kpome 3toro, mpoana-
JIM3UPOBaHa 4acTOTa IOSIBJICHUS HOBBIX KOMIIAaHMH Ha
PBIHKE a3POKOCMUYECKON UHTYCTPHU.

Kniouesvie crosa: (uHaHCH, YacTHas KOCMUYe-
CKas UHAYCTpHsl, OCBOEHUE, KOMMEPLIUAIU3ALIUS.

Malyshko A. V., Parparov D. Y. Searching for
Financial Bubble in the Private Space Sector

This article is related to financial analysis of the
space sector of economy. The aim of this project is to
find out whether there is a bubble in the private seg-
ment of the global space economy or not. Different
approaches to the definition of the financial bubble are
overviewed. Depending on these definitions several
criteria were singled out as symptoms of the bubble
appearance. The main part of the research grounds on
the analysis of the dynamics of share prices of the
companies which activity is related to space explora-
tion and commercialization. Buffett's approach to cal-
culation of the intrinsic value was used to define over-
or undervalued companies in the target sector. The
research also concerns the analysis of frequency of new
companies appearing on the market.

Keywords: finances, private space industry, mas-
tering, commercialization.

Received by the editors: 15.10.2014
and final form 23.12.2014

101

Exonomiunmii Bicauk Jlonbacy Ne 4(38), 2014



G. Angelov

UDC 336.76 (497.2)

George Angelov'

D. A. Tsenov Academy of Economics, Svishtov, Bulgaria

OPTIONS FOR MODELLING THE FINANCIAL VIABILITY
OF SOFIX COMPANIES IN THE POST-CRISIS YEARS

The main objective of any business entity is to
achieve positive financial results which are evidence of
sound managing practices as well as an indicator of
profit and growth.> During a crisis, Bulgarian compa-
nies face substantial difficulties which lead to shrink in
production, reduced advertising, and in some cases, to
making loss for several years on end. These could be
explained both with the deteriorated economic envi-
ronment in which companies operate during a crisis
and with the possibility that their customers (i.e. other
companies and households)® might be going through a
difficult period as well. It is therefore necessary to
assess the financial viability of companies by employ-
ing models for predicting bankruptcy probability. Fi-
nancial managers’ awareness about the essence of fail-
ure is vital to the financial-managerial policy of com-
panies. Therefore, financial managers must be familiar
with the nature of failure, what is more, they must be
able to predict a possible failure in advance and have
the knowledge how to deal with the threat of a bank-
ruptcy. Analysis of a potential financial distress which
a company is facing and which may result in liquidity
shortage, insolvency, or even bankruptcy, is a major
component of overall corporate financial management.
As a matter of fact, when undertaking any activity that
is related to starting a production or making some in-
vestment, it is important to take into account different
downturn scenarios. Profit and growth are goals which
all companies pursue, yet their opposites, failure and
liquidation, must be deemed just as likely.*

The ability to predict corporate failure due to in-
solvency far before it has become a fact is important
both to managers and lenders of enterprises.’ Corporate
bankruptcy reflects problems which have occurred in

! The author is assistant professor in Department
“Finance and credit”, Faculty “Finance” to “D. A. Tsenov
Academy of Economics”, Svishtov, Bulgaria gange-
lov@uni-svishtov.bg.

2 Adamov, V. Finansi na firmata. Biblioteka
Obrazovanie i nauka, # 28, Svishtov. 2012, p. 492.

3 Pavlova, M. Faktorno vyzdeistvie vyrhu
bogatstvoto na domakinstvata v . Bulgaria. ®akTopHoe
BO3JICHCTBHEC Ha OOraTcTBO JOMAIIHUX XO3SAHCTB B
Pecniybnmuke bonrapun//ExoHoMika YkpaiHM B yMOBax
robamizamii 1 perionamizamii: 30ipHHK Te3 JOMOBIIEH :
MixHapomHOI HAYKOBO - TpPaKTU4YHOI [HTEepHeT-
KOH(EpEeHIIil CTy/IEHTIB Ta MOJIOANX BUYEHUX — TepHOILIHL
4-5 kBitasa 2014 poky., THEY, 2014, c. 214-217.

4 Adamov, V. Finansi na firmata. Biblioteka
Obrazovanie i nauka, # 28, Svishtov. 2012, p. 493.

5> Kasarova, V. Modeli i pokazateli za analiz na
finansovata ustoychivost na kompaniyata. Nov balgarski
iniversitet. 2010.

the production, the financial management, or the fund-
ing of a company. There might be a variety of reasons
behind that a deteriorated economic environment, cus-
tomers being in financial distress, delayed payments to
lenders and suppliers, etc. which are the major prereq-
uisites for financial disturbances within a company.
The financial analysis of each company is based on the
assessment of its capital structure and market perfor-
mance; analysis of its profitability and earnings; and
evaluation of its assets and liquidity. A further instru-
ment which might be employed in the analysis might
also be the assessment of bankruptcy probability.

Models for predicting corporate failure are among
the main techniques and instruments for determining
the future status of companies on the basis of applying
a set of financial ratios. The possibility to predict fi-
nancial insolvency is extremely important to private
investors (the shareholders of a company) and from a
social perspective, since this is a signal for public re-
sources mismanagement.

A lot of scientists have proposed different models
for predicting a potential failure of companies. These
models are based on the assessment of the financial
data about companies which are provided in their bal-
ance sheets and their income statements as various
ratios. The first model for predicting bankruptcy by
employing financial ratios was developed by W. H.
Beaver in 1966.° The underlying objective of his work
was to assess the financial situation of a company ap-
plying for a loan by analyzing its solvency, the terms
on which a loan could be extended’ as well as the ca-
pacity of the company to service its debt in due time.
In order to do so, Beaver determined a ratio which is
calculated as a correlation between the value of the
cash flow and the amount of the liabilities of a compa-

ny.

¢ William H. Beaver Empirical Research in

Accounting: Selected Studies 1966 Journal of Accounting
Research Vol. 4, (1966), p. 71-111 / — Mode
http://www.jstor.org/discover/10.2307/2490171?sid=2110
5896258411 &uid=2&uid=4/.

7 Marinov, I. Sovremennye aspekty i rolq
na’evropeyskoto zakonodatelstvo, reglamentiruyushtego
usloviya 1 poryadok zakluycheniya dogovorov
potrebitel’skih kreditov. Ekonomika Ukrainy v umovah
globalizatsii i regionalizatsii: Zbirnik tez dopovidey:
Mizhnarodnoy naukogo-praktichnoy Interent-konferentsii
studentiv ta molodih vchenih — Ternopil’ 4-5 kvitiya 2014
roku., s. 201-204. TNEU, 2014.
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Table 1
Beaver ratio
. Net earnings
Beaver ratio = ————7——
Liabilities
Interpretation of the indicator
Companies 5 years A year to
performing to bankruptcy bankruptcy
normally
0.4-0.45 0.17 -0.15

E. Altman contributed enormously to corporate
bankruptcy research by designing a number of models
for predicting it. These models are based on the input
of several ratios, each of them acquiring some relative
weight according to how important the author consid-
ers that ratio to be. In a number of research works!
dealing with corporate bankruptcy, Altman developed
and presented his Z-models. The first model®> only
takes into account two factors, corporate liquidity and
indebtedness. The two-factor model does not include
an analysis of profitability (yield, solvency, and effi-
ciency) and is therefore not commonly applied in prac-
tice.

Table 2
Altman’s two-factor model

Z=-0.3877 —1.0736K1 + 0.0579K2

K1 — Current ratio (Current assets/Current liabilities)
K2 — Financial dependency ratio (Debt/Total assets)

Interpretation of the indicator

Z>(0 — Bankruptcy probability exceeds 50%

Z=0 - 50 % bankruptcy probability

7<0 — Less than 50% bankruptcy probability

The five-factor model® further elaborated the two-
factor model for predicting corporate bankruptcy. It is
also known as Altman’s Z-Score and is employed to
determine the so-called bankruptcy point. The formula
is based on coefficients used to analyse the liquidity,
yield, indebtedness, solvency, and efficiency of a com-
pany. The objective is to predict bankruptcy probabil-
ity. This model has gained enormous popularity due to
its comprehensive nature and has become a practically
approved criterion for predicting the probability of a
corporate bankruptcy.

Altman’s model* has gained recognition in prac-
tice as it makes it possible to assess the condition of
a company by taking into account the combined effect
of multiple factors (financial indicators). The only
shortcoming of the presented model is the fact that it
was designed and tested in the USA and therefore it

! Altman, E. Haldeman, R. Narayanan. P. ZETA
analysis A new model to identify bankruptcy risk of cor-
porations. Journal of Banking & Finance, Volume 1, Issue
1, June 1977, p 29-54.

2 Altman, 1. Corporate Financial Distress and
Bankruptcy: A Complete Guide to Predicting & Avoiding
Distress and Profiting from Bankruptcy. Wiley, 1993.

3 Adamov, V. Finansi na firmata. Biblioteka
Obrazovanie i nauka, # 28, Svishtov. 2012, p. 503.

4 Gabrovski, R. Industrialen risk i menidzhmant.
Akademichno Izdatelstvo Tsenov, Svishtov. 2009.

takes into consideration the characteristics of American
companies and the conditions of the market in which
they operate. Therefore, its application to the Bulgarian
business environment may lead to distortion of results
and to a failure to report the real situation of a compa-
ny.

Table 3

Altman’s five-factor model °
Z=1.2X1+1.4X2 + 3.3X3 + 0.6X4 + 0.999X5
X1 = Net working capital/Total assets
X2 = Earnings/Total assets
X3 =EBIT/Total assets
X4 =Leverage ratio
X5 = Sales revenue/Total assets
Interpretation of the indicator

7>2.99 — The company is not threatened by bankruptcy
7=1.88-2.99 — Grey zone
7<1.88 — Bankruptcy is probable

The model designed by Fulmar®, the H-Score
model, is another major contribution to assessing how
probable a corporate failure is. Fulmar presented that
model in his research work, “A Bankruptcy Classifica-
tion Model for Small Firms” which was published in
1984. According to that model, a company is likely to
be declared insolvent if the result of the model is less
than zero. The model includes nine ratios to assess the
financial situation of a company and each of these
ratios is given a certain relative weight.

Table 4

Fulmar’s H-factor model ’

H Factor = 5.528H1 + 0.212H2 + 0.073H3 + 1.270H4 — 0.120H5
+ 2.335H6 + 0.575H7 + 1.083H8 + 0.894H9 — 6.075
H1 = Earnings/Total assets
H2 = Sales revenue/Total liabilities
H3 = EBIT/Equity
H4 = Sales revenue/Amount of debt
HS = Debt/Total assets
H6 = Current liabilities/Total assets
H7 = Inventory/Total assets
HS8 = Net working capital/Debt
H9 = EBIT/Interests paid on loans
Interpretation of the indicator

H>0 — The company is not threatened by bankruptcy
H<0- Bankruptcy is probable

By developing further the underlying logic of
these models, the English economist R. Lis® suggested
a four-factor model for assessing the bankruptcy prob-
ability for British companies. The model is based on
combining the importance of the indexes of liquidity,
profitability, and financial independence.

> Adamov, V. Finansi na firmata. Biblioteka

Obrazovanie i nauka, # 28, Svishtov. 2012, p. 502.

¢ Fulmer, J. Moon, J. Gavin, T. and Erwin, J. H-
score model and its use in foreseeing the risk of a small
enterprises bankrupcy.

7 http://ycharts.com/glossary/terms/fulmer_h_score.

8 Sushko, V., Pavluyk, T. Klasifikatsiya modeley
otsinki imovirnosti bankrutstva pidpriemstv. Ekonomiko-
matematichne modeluyvaniya protsesiv biznesu. 2014.
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Table 5
Lis’ model

Z=0.063X1+0.092X2 + 0.057X3 + 0.001x4
X1 = Net working capital/ Total assets
X2 = EBIT/ Total assets
X3 = Earnings/Total assets
X4 = Equity/Debt

Interpretation of the indicator
7<0.037 — High probability of a bankruptcy
7>0.037 — Low probability of a bankruptcy

A reliable model ignoring the influence of the
branch to which companies belong was designed by
G. Springate.' The author tested his model on 40 com-
panies and the results he obtained proved to predict
company failures within a year with 92.5 per cent accu-
racy. The model was then tested on 50 companies in
1979 and on 24 companies in 1980, the accuracy of
predictions being 88% and 83.3% respectively.
Springate’s model is based on combining the impact of
four major indicators of company performance.

Table 6
Springate’s model
Z=1.03X1+3.07X2 + 0.66X3 + 0.4X4

X1 = Net working capital/ Total assets
X2 = EBIT/Total assets
X3 = Earnings/Current liabilities
X4 = Sales revenue/ Total assets

Interpretation of the indicator
7<0.862 — High probability of a bankruptcy

Business development and innovations require
that a model taking into account the impact of new
technologies should be designed and applied. This
means that the models developed so far need to be
further elaborated and oriented to the new prospects in
business development so as to predict corporate fail-
ures more precisely. This is the trend followed by
R. Taffler? in his model for assessing corporate bank-
ruptcy probability. Similar to Springate’s model, the
branches in which companies operate are irrelevant to
the test.

Table 7
Taffler’s model

Z=0.53X1+0.13X2 +0.18X3 + 0.16X4

X1 = EBIT/Current liabilities

X2 = Current assets/Total liabilities
X3 = Current liabilities/ Total assets
X4 = Sales revenue/ Total assets

Interpretation of the indicator

7>0.3 — Low probability of a bankruptcy

7<0.3 — High probability of a bankruptcy

The analysis of existing models for assessing the
probability of corporate failures is based on employing

! Springate, Gordon L.V., “Predicting the Possibility
of Failure in a Canadian Firm”. Unpublished M.B.A.
Research Project, Simon Fraser University, January 1978.

2 Taffler R., Finding those companies in danger
using Discriminant analysis and financial ratio data: a
comparative based study city business school, City
University Business School, London, Working paper Ne3.

publicly accessible data from the financial statements
of Bulgarian companies. The results obtained from
testing the models presented here are assessed by em-
pirically applying them to SOFIX index companies.
The selection of companies was based on their produc-
tion profile, while financial enterprises and special
investment purpose companies (SIPCs) have remained
beyond the scope of our analysis due to the specific
nature of their business. Financial results are assessed
by using publicly accessible information provided by
their financial statements, i.e. their balance sheets and
income statements. The objective of empirically testing
these models is not to undermine the prestige of those
companies or to influence public opinion. The underly-
ing objective of the author is to compare achieved re-
sults and to make a critical analysis of existing models
and then present his views on their practical application
on behalf of financial managers.

Table 8 presents the results about six Bulgarian
SOFIX index companies which were obtained after
applying the models for assessing corporate bankrupt-
cy probability.

The analysis of obtained results is conducted as
follows:

» In terms of the Beaver ratio, the companies
included in the analysis are described as unstable, their
bankruptcy impending within five years. The best re-
sults are those of M+S Hydraulic Plc (0.15-0.2), which
are nevertheless much below the interval for a normal-
ly performing company (0.4-0.45). Due to the loss
reported by Neochim Plc over the last three years, the
values of the ratio are zero. This could be approached
as a shortcoming of the presented model since a nega-
tive financial result does not necessarily indicate a
bankruptcy probability for a company;

» The employment of Altman’s two-factor mod-
el, due to the reverse interpretation of obtained results,
determines the companies which are subject to analysis
as stable entities with very little bankruptcy probabil-
ity. The values registered for Albena Plc, Neochim Plec,
Sopharma Plc, and Chimimport Plc range in the inter-
val from -1 to -2. Therefore, according to the as-
sessment model, they are stable; the bankruptcy proba-
bility for them is small; and their viability increases
with an increase in these negative values. M+S Hy-
draulic Plc is the most viable entity again, its values
ranging between -4 and -5 throughout the whole peri-
od. According to Altman’s two-factor model, Monbat
Plc is stable, too, the value of the ratio growing from -2
to -5.7 in the period between 2012 and 2014;

» The results obtained after applying Altman’s
five-factor model are relatively constant for each com-
pany, yet there are substantial differences when com-
paring them to other SOFIX index companies. Never-
theless, all companies are described as relatively stable
with no short-term bankruptcy probability, except for
Albena Plc (1) which is threatened by failure. Due to
the specific nature of the calculations made for the
index which gives the greatest importance to corporate
profitability, quite logically (due to the high values of
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Table 8

Results of applying the models for predicting corporate bankruptcy
Models for predicting corporate bankruptcy | 2014 | 2013 [ 2012 | 2011
NEOCHIM PLC
Beaver’s model 0.000 0.000 0.000 0.105
Altman’s two-factor model -1.078 -1.240 -1.513 -1.701
Altman’s five-factor model 2.181 1.984 1.998 2.743
Fulmar’s H-factor model -1.293 -0.610 -0.306 4.654
Lis’ model -0.008 -0.002 0.003 0.023
Springate’s model 0.480 0.563 0.633 1.414
Taffler’s model 0.965 1.026 0.862 1.143
MONBAT PLC
Beaver’s model 0.600 0.109 0.049 0.043
Altman’s two-factor model -5.696 -2.968 -1.687 -1.926
Altman’s five-factor model 2.158 2.296 1.639 1.670
Fulmar’s H-factor model 3.055 4.457 -0.517 -0.020
Lis’ model 0.037 0.037 0.014 0.016
Springate’s model 1.483 1.526 0.753 0.802
Taffler’s model 0.840 0.872 0.685 0.704
ALBENA PLC
Beaver’s model 0.018 0.029 0.034 0.018
Altman’s two-factor model -0.999 -0.947 -1.053 -0.837
Altman’s five-factor model 0.462 0.490 0.538 0.480
Fulmar’s H-factor model -4.543 -4.000 -3.995 -4.692
Lis’ model 0.004 0.006 0.007 0.003
Springate’s model 0.289 0.414 0.545 0.280
Taffler’s model 0.998 1.160 1.239 1.341
SOPHARMA PLC

Beaver’s model 0.019 0.037 0.047 0.055
Altman’s two-factor model -1.778 -1.792 -1.832 -1.845
Altman’s five-factor model 1.964 1.967 1.972 2.024
Fulmar’s H-factor model -1.284 -1.284 -1.248 -0.938
Lis’ model 0.013 0.016 0.018 0.020
Springate’s model 0.682 0.739 0.778 0.837
Taffler’s model 0.504 0.511 0.501 0.504
M+S HYDRAULIC PLC

Beaver’s model 0.148 0.144 0.156 0.208
Altman’s two-factor model -4.636 -4.668 -5.265 -3.922
Altman’s five-factor model 2.501 2.499 2.533 3.002
Fulmar’s H-factor model 37.459 28.754 21.115 16.191
Lis’ model 0.055 0.055 0.057 0.062
Springate’s model 2.101 2.063 2.293 2.448
Taffler’s model 1.075 1.032 1.208 1.194

CHIMIMPORT PUBLIC HOLDING COMPANY

Beaver’s model 0.010 0.013 0.017 0.021
Altman’s two-factor model -1.675 -1.719 -1.780 -1.626
Altman’s five-factor model 2.898 2.656 2.573 2.302
Fulmar’s H-factor model -4.407 -4.378 -4.346 -4.308
Lis” model 0.010 0.011 0.013 0.010
Springate’s model 0.208 0.243 0.287 0.243
Taffler’s model 0.201 0.205 0.210 0.218

Source: The financial statements of the companies, infostock.bg, investor.bg, calculations by the author.
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Fig. 1. Financial sustainability of Bulgarian public companies
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the profits made), the companies which score best are
Chimimport Plc and M+S Hydraulic Plc (2.3-2.9).
They are followed by Sopharma Plc, Neochim Plc, and
Monbat Plc with similar results (2-3). Therefore, ac-
cording to the model most frequently employed to
assess bankruptcy probability, Bulgarian public com-
panies are not endangered by bankruptcy;

» Fulmar’s H-factor model states that when the
value of H is below zero, corporate bankruptcy is in-
evitable. Over the analysed period, the highest values
of the ratio were reported by M+S Hydraulic Plc (max-
imum 37.46), the trend being towards a continuous
growth. Monbat Plc also recorded positive values in
the interval between 0 and 3. The rest of the compa-
nies, however, are in an unfavourable situation, the
lowest values throughout the whole period being rec-
orded for Chimimport Plc and Albena Plc (-5);

» According to Lis” model, the most stable com-
pany not endangered by bankruptcy is M+S Hydraulic
Plc. Provided that values of Z>0.037 indicate little
bankruptcy probability, this is the only company which
had values between 0.055 and 0.062. Over the last two
years, Monbat Plc also recorded near-border values of
0.037. All the other companies had values indicating
their potential failure. What is more, due to the loss
which Neochim Plc recorded over the last three years,
the values for the company are negative;

» The criteria underlying Springate’s model,
which assumes that for

» 7<0.862 a company is in poor financial health
and is undergoing substantial financial distress, indi-
cate imminent financial failure for four of the compa-
nies included in the analysis. The lowest results are
those of Chimimport Plc with its relatively constant
values of 0.25. The company is followed by Albena Plc
with values between 0.28 and 0.54, and Neochim Plc
with its low values between 0.48 and 0.54 over the last
three years. The top ranking company is M+S Hydrau-
lic Plc with its constant maximum values between 2.06
and 2.45. Over the last two years included in the analy-
sis, Monbat Plc also recorded high values of about 1.5;

» Bulgarian public companies scored best in
terms of Taffler’s model. Provided that the minimum
value required for guaranteeing financial stability was
above 0.3, the values for all companies were about 1,
except for Sopharma Plc with its value of 0.5. Accord-
ing to Taffler’s model, the only company endangered
by a recent bankruptcy is Chimimport Plc with its con-
stant value of 0.2 throughout the period from 2011 till
2014,

The different models for assessing bankruptcy
probability we presented in this paper give different
results when empirically applied to one and the same
Bulgarian company. What is more, in some cases, the
results obtained are quite contradictory. The company
which scored best in the assessment of corporate finan-
cial sustainability according to all presented models is
definitely M+S Hydraulic Plc. In terms of the models
analysed here, all the other companies are relatively
unstable, which poses a risk to their normal perfor-
mance. On the one hand, the main reasons behind this

trend might be due to the fact that each model has been
developed and tested in a specific economy (those of
the USA, Great Britain, etc.), which leads to substan-
tial deviations when they are applied to Bulgarian
business environment. On the other hand, the ratios
presented in this paper are financial methods which
have proved their reliability for assessing the condition
of a company, yet the importance of each ratio (i.e. its
relative weight) is determined on the basis of financial
reporting and the significance which the information
provided by these ratios has in the country where each
model was developed and applied. A major factor for
obtaining such contradictory results might be that the
branches in which analysed companies operate was
ignored and therefore the same ratios have different
values depending on the specific nature of the business
of each company. It is therefore appropriate to employ
these models as a further analytical tool for assessing
corporate financial viability, provided that the neces-
sary adjustment to the specific environmental and eco-
nomic conditions is made in advance.
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Amnresnos I'. Bubip njs1 Moje/1l0BaHHA €KOHO-
MigyHOI JouiibHOCTI kommaHiii mHaexkca SOFIX B
NMOCTKPHU30Bi POKH

dinaHCcOBa KpH3a 1032 CYMHIBOM Maja BEIHYe3-
HY HETaTHBHY JIII0 HAa pEalbHUN CEKTOpP B HAIiIOHAJb-
HOMY 1 rJ106anLHOMy Macmtali, y BUIIISAAL YHcia pu-
MUHEHb KOMITaHiH, IiToBoi peCprKTypmaun yOyBaH-
Hs BUPOOHMIITBA, i MITaOHOT Ha,Z[MlpHOCTl Tomy xuT-
TEBO BAXKITUBO OLIHUTH (DIHAHCOBUHU CTIMKHUN PO3BUTOK
Bosrapcbkux kommnasii. 'oloBHa MeTa TaKoi OIIHKH -
IIeHTU(IKYBATH JOCTYITHI MOXKJIMBOCTI TS YXBAJICHHS
QJICKBaTHUX, 3BAXCHHUX pillIEHb, MO0 MiATPUMYBATH
KOMIIaHii B MpOoIIeci MPUCTOCYBaHHS JI0 3aMiHW PUHKO-
BHX BUMOT.

Mera 1i€i cTarTi — nependavYnuTH TOJIOBHI (iHAH-
COBI TPYAHOII, BHKOPUCTOBYIOYH MOJIENI JUIS OIIHKA
BIpOTiIHOCTI OaHKPYTCTBa KOMIIaHIl 1 3aIpOIIOHYBaTH
BHOIp pilleHb IS TOAOJIAHHS I TpyAHOImi. Mera
Jocsranacsi depes eMmquHe Ban06yBaHH${ iCHYTO-
9UX MOJENCH B TEPMiHAX BiTKPHUTHX aKHIOHepHI/IX
ToBapuctB iHgekcy SOFIX BIpooBK Y4OTUPHOX POKIB,
3 2011 mo 2014. Pe3ynbTaTH BiJl IbOTO BHIPOOYBaHHS

MOTIM BHUKOPHCTAaHI SIK €TAJIOHHUH TECT B MPOILEC yX-
BaJICHHS PIlICHHS.

Knrouosi crnosa: xopriopatiuBHe O0aHKPYTCTBO, akK-
THBH, JIIKBITHICTh, MPUOYTKOBICTh, BUPYYKA.

Amnrenos I'. BpiOop a1 MoelMpOBaHUS IKO-
HOMHMYECKOH 1e1ec000pa3HOCTH KOMIIAHUM MHAEK-
ca SOFIX B nocTkpu3uCcHBIE TOABI

DUHAHCOBBIA KPU3UC HECOMHEHHO HMMEN OTPOM-
HOE HEraTUBHOE BO3JCHCTBHE Ha peajbHBbIA CEKTOp B
HAIlMOHAJIIBHOM U TJ100alibHOM MaciuTale, B BUE YHC-
Jla peKpaIieHnii KOMIaHUH, JEIOBON PECTPYKTypH3a-
MU, YOBIBaHWS MPOW3BOJICTBA, U IITAOHOH H30BITOY-
HocTH. [103TOMY KM3HEHHO Ba)KHO OLICHHUTH (PUHAHCO-
BO€ YCTOMYMBOE pa3BUTHE boNrapckux KOMITAHHUM.
['maBHass 1enp TakoH OICHKH - HICHTU(DHUINPOBATH
JOCTYIIHbIE BO3MOKHOCTHU JJIsl IPUHATHUA aJeKBaTHBIX,
B3BELICHHBIX PEUICHUH, YTOOBI NOIIEPKUBATh KOMIIa-
HUU B IPOLIECCE MPUCTIOCA0IMBAaHUS K 3aMEHE PhIHOY-
HBIX TPEOOBaHUIA.

Lenp 3TO# cTaThu — IpeAcKa3aTh TiaBHBIE (U-
HAHCOBBIE TPYAHOCTH, UCIIOIb3YsI MOAEIH Ul OLIEHKU
BEpOATHOCTEH OAHKPOTCTBA KOMITAHUN W TIPEUIOKUTH
BBIOOp pelIeHUH Ui MPEeofOoJeHUs 3T TPYAHOCTH.
Lenp nmocturanach uyepe3 SMIUPUUYECKOE HUCIBITAHHE
CYLLECTBYIOUIMX MOJEJIEH B TEPMHHAX OTKPBITBIX aK-
nroHepHbIX obmiectB uHIekca SOFIX B TeueHue de-
ThIpex JeT, ¢ 2011 no 2014. Pe3ynpTaThl OT 3TOrO HC-
MBITAaHUS 3aTEM HCIOJIb30BAHbI KaK 3TAJIOHHBIA TECT B
MpoLecCce MPUHATHUS PELICHUS.

Kniouesvie cnosa: xopnopaTuBHOE OaHKpPOTCTBO,
aKTHBBI, TUKBUIHOCTh, TPHUOBUIEHOCTH, BRIPYUKA.

Angelov G. A choice for the design of financial
viability of companies of SOFIX-index in post-crisis
years

A financial crisis undoubtedly had the enormous
negative operating on the real sector in a national and
global scale. A grate number of stopping of companies,
business restructuring, decrease of production, and
staff surplus. Therefore it is vitally important to esti-
mate financial steady development of the Bulgarian
companies. Primary objective of such estimation - to
identify accessible possibilities for the acceptance of
the adequate, self-weighted decisions, to support com-
panies in the process of adaptation to replacement of
market requirements.

Aim of the article — to foresee main financial
pressures, using models for the estimation of authentic-
ity of bankruptcy of companies and to offer the choice
of decisions for overcoming these difficulties. An aim
was arrived at through the empiric test of existent
models in terms of open corporations of index of SO-
FIX during four years, from 2011 to 2014. Results
from this test then drawn on as a benchmark test in the
process of decision-making.

Keywords: corporate bankruptcy, assets, liquidity,
profitability, profit yield.
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THE QUALITY OF LENDING ACTIVITY IN BULGARIA

Introduction

The object of this study is the quality of credit
exposures provided by the banking system of the Re-
public of Bulgaria. The aim of the study is to give a
summarized situational assessment of the quality of
bank lending in the period 2009-2014, as results are
achieved through solving the following tasks:

1. The significance of lending for the banking
system in the period 2009-2014 is pointed out by cov-
ering bank credit activity';

2. The total share of problematic credit exposures
of the banking system in the period 2009-2014 is ana-
lyzed;

3. Profitability, provided by credit agreements
concluded by companies in the banking sector for the
period 2009-2014 is specified.

The thesis defended by the author is as follows:
There is ‘erosion’ in the general credit portfolio of
Bulgarian banking system in the period 2009-20014
due to a significant decrease in the amount of new
credits in the private sector, the emergence of large
amounts of problematic credit exposures, and contrac-
tion of bank revenues from lending activity.

L

Based on the importance of credit activity to the
development of banking systems worldwide, Bulgarian
banks do not differ in regard to the susceptibility of
their financial results to the share of their credit portfo-
lios in the total amount of assets?. Lending activity of
Bulgarian banks constitutes a major share and consid-
erably exceeds the share of investments in securities
and other assets which do not generate revenue (see
Table 1). The main reason for this is the lack of tradi-
tions in investment banking and the fact that the main
activity of Bulgarian banks is lending.

The impact of the global financial crisis quite
negatively affected the activity and behaviour of banks,
but did not change the primary importance of credit
activity. In the future lending to households and busi-
nesses is expected to continue to engage most of the
banking resource.

! It was specified through analysis of the volume of
implemented new credit agreements with non-financial
enterprises and households.

2 For more details see: Adamov, V. Upravlenie na
kapitalite v targovskata banka, Tsenov Publishing House,
Svishtov, 2013, pp. 17-22.

Data in Table 1 shows that most of the time since
2009%, the quota of total credit portfolio of the banking
sector has recorded annual decline, as accumulation of
this negative effect by the end of 2014 is equal to a
reduction of credits, granted by banks, to the amount of
7.67%. The largest decline in credits was in 2012,
worth BGN 3.44 m.

The rest of the assets, other than granted loans
record a positive increase in their share in the balance
sheet of the banking system, as the greatest is the posi-
tive change in securities to the amount of 4.69%. On a
small scale is the increase in the share of other unprof-
itable assets for the five-year period — 1.87%. Despite
the reduction in the share of loans in the asset of the
Bulgarian banking system since 2009, the concluded
credit agreements continue to be crucial to the opera-
tion of Bulgarian banks.

Data shown in Table 1 is valuable, but is not
comprehensive enough to draw definitive conclusions
on the quality of loan receivables. To achieve the main
objective of the study, changes in the amount of newly
granted bank credits to non-financial enterprises and
households* must also be traced, as according to the
author it is more rational to pay attention to the chang-
es in the new business of banks, rather than to focus
only on the residual balance sheet value of the author-
ized loans.

In this case, in order to gain a complete picture of
the quality status of lending activity, 2007 and 2008
are added to the analysis, which helps to supplement
and specify the results. The conclusions that can be
drawn from the data shown in Table 2 are the follow-
ing:

» At the end of 2009, as compared to 2008, there
was a negative change of BGN 8,626.0 m in the total
amount of new bank credits to non-financial enterpris-
es and households which is a greater decline in lending
in relation to the negative growth in 2008 as compared
to 2007 when the negative difference was BGN 598.4
m.

3 Only at the end of 2013 compared to the same
period of 2012 banking system accounted for a slight
increase of 0.51% in its general credit portfolio.

4 For more details see: Pavlova, M. Finansovi
strategii 1 investitsionna aktivnost na domakinstvata v
Bulgaria, Annual almanac. Scientific research of Ph.D.
students at D. A. Tsenov Academy of Economics —
Svishtov, issue 7, Tsenov Publishing House, 2014,
pp. 217-234.

(0]
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Table 1
Share of balance sheet items in the total amount of bank assets for the period 2009-2014 (%)’
Share of balance
sheet items in the

Years (as of 31° December)

total amount of Cumulate
assets in the change
banking sector 2009 2010 2011 2012 2013 2014

(%)

Credits and o153 7904 7861 7517 7568  73.86 767
receivables

Securities® 6.68 8.05 8.59 10.11 10.68 11.37 +4.69
Other assets** 11.79 12.72 12.80 14.72 13.64 14.77 +2.98
Total 100 100 100 100 100 100

Source: BNB, Financial and supervisory statements — data, Balance sheet and income statement of the banking
system, by groups of banks as well as by author’s calculations.

! http://bnb.bg/BankSupervision/BSCreditInstitution/BSCIFinansReports/BSCIFRBankingSystem/BS 20141
1 BG.

* The item includes: Financial assets held for trading, Financial assets determined according to fair value in profit
or loss, Financial assets available for sale, Investments held to maturity, Derivatives - Hedge Accounting, Investments
in associate companies, subsidiaries and joint ventures (accounted for using the equity method — including goodwill).

** The position includes: cash and cash balances with central banks, tangible and intangible assets, tax assets and
non-current assets, and groups of assets for withdrawal, classified as held for sale.

Table 2
New business credits in the banking system (2007-2014)'

*New credits Years (as of 31.12.)
without credits

to financial
institutions 2007 2008 2009 2010 2011 2012 2013 2014

(million BGN) *

I. Non-financial

institutions®* 13,758.6  12,953.1 10,097.1 9,192.0 14,2354 14,6869 13,9459 14,183.7

I1. Households 8,786.5  8,993.5 3,223.5  3,389.2  3,811.0 3,826.0 4,133.7 4,170.7

Consumer 4,517.2 4,995.0 1,649.6 1,7824 2,157.6 23576 2,597.6 2,550.8
2. Mortgage 3,487.7  3,222.9 1,206.5 11,3082 11,2823 1,171.6 1,2422  1,330.0
3. Other*** 781.5 775.6 367.4 298.5 371.0 296.8 2939 289.8
Total 22,5452 21,946.7 13,320.7 12,581.3 18,046.4 18,513.0 18,079.7 18,3545
Annual change -598.4 -8,626.0 -739.3  5,465.1 466.5 -433.3

Source: BNB, Interest rate statistics and author’s calculations.

Uhttp://stat.bnb.bg/bnb/dd/IR_NBO LOAN_NEW.nsf/fsWebIndexBG.

* Interest rate statistics of BNB includes information for new business loans to local non-financial enterprises,
households and NPISHs

* Includes credit agreements between banks and enterprises, producing goods, or companies, providing non-
financial services

** Includes credits to households other than those shown in sections 1 and 2 in Table 2, including loans intended
for training and treatment, and credits to non-profit institutions serving households (NPISHs)
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These unfavorable results are a consequence of
the contraction in demand and supply of authorized
credits. Reported fluctuations at the end of December
2009 towards the same period of 2008 in different
segments are as follows: authorized loans lent to non-
financial enterprises are less than BGN 2,856.0 m;
consumption bank credit financing is BGN 3,345.3m
and less than BGN 2,016.4m is the amount of author-
ized loans against mortgage of immovable property;

» The negative for the banking sector trend of
slowdown in credit growth continued in 2010. Data in
Table 2 shows that authorized bank loans to non-
financial enterprises accounted for at the end of 2010
towards 2009, are BGN 905.0 m less, while total loan
portfolio of households marks more new loans in 2010
than in 2009, exceeding the amount of BGN 165.6 m.

Although relatively low, in 2010 mortgage and
consumer loans succeeded in anticipating their growth
in 2009 with BGN 101.7 m and BGN 132.8 m respec-
tively, as only other loans to households recorded a
negative growth of BGN 68.9 m;

» In 2011, bank lending activity in the ‘Non-
financial enterprises’ sector marked significant pro-
gress compared to the previous 2010. This was mainly
due to the increase in new loan agreements between
banks and companies outside the financial sector,
which were BGN 5,043.3 m more than in 2010, and the
slight, but greater growth in total loan portfolio of
households as compared to 2010. Residential lending,
heavily affected by the financial crisis, marked weaker
activity in 2011 than in 2010;

» There was no significant change in the volume
of new loan commitments entered into by enterprises
and household sector in the period 2012-2014. The
amount of new bank credits intended for the private
sector over the three years was slightly larger than in
2011 (18,513.0 at the end of 2012, 18,079.7 in 2013,
and 18,354.5 at the end of 2014).

For the first time at the end of 2013, there was a
weaker lending activity on an annual basis for non-
financial companies. Contracts for loans with enter-
prises recorded at the end of 2013 were BGN 741 m
less than in 2012. However, there was animation in
2013 with households, as the total amount of consum-
er, residential and other loans was BGN 307. 7 m more
than in 2012.

After analyzing data generated by the statistics of
the Bulgarian National Bank it may be concluded that
since the beginning of 2009 the banking system in the
country has experienced a significant slowdown in its
lending activity. This is mainly due to declines in con-
sumer and residential loans, which had a major role in
the development of bank credit intermediation in Bul-
garia prior to the financial crisis.

II

Credit risk is traditional and is the most common
in the mix of risks which ‘attack’ the business of
banks. Accurate assessment of the status of banking
system’s loan portfolio requires its risk profile! to be
traced. Prevention against taking unjustified risks is
part of an effective and well-defined credit policy of
banks?. In case that in the development of credit stand-
ards there are errors or negligence, borrowers who are
not reliable are attracted, or economic situation destabi-
lize creditworthiness of customers, the bank suffers
losses and contraction of revenues from lending activi-
ty. Executive officers as well as employees in subdivi-
sions of banks are responsible for problem loans within
the bank.

After careful analysis of information provided in
Table 3, which gives an idea of credit exposures of
over a month overdue principal and interest servicing
(those outside the regular), it can be argued that since
20009 statistics has been disturbing, especially in regard
to claims on loans classified as loss®. With these credit
exposures it is almost not likely to recover amounts
owed by customers. If we compare the acceptable theo-
retical values of about 1% of loans within the group
‘loss’* with their actual amount, it can be concluded
that the banking system as a whole does not manage
well its loan portfolio.

Data in Table 3 shows that the contraction of the
banking system’s loan portfolio was accompanied by a
significant increase in loans overdue for over 6 months.
Only in 2010 loans classified as ‘loss’ increased by
3.63%, and the total percentage increase in these expo-
sures in the period 2009-2014 was 9.37%.

The problem related to the occurrence of a large
amount of non-performing loans in Bulgarian banking
sector was generated prior to 2009, but the high credit
growth in 2005-2008 was able to absorb the formation
of ‘pollution’ of loan portfolios. In risk management
immediately prior to the financial crisis, banks relied

I For more details see: Vatev, Zh., Bozhinov, B.
Analiz na bankovata deynost, , Tsenov Publishing House,
Svishtov, 2013, pp. 73-75

2 For more details see: Angelov, G. The Challenges
of bank management in a globalizing world (Predizvi-
katestva pred bankoviya menidzhmant v globalizirashtiya
se svyat), [IpoGnembl pa3BUTHS BHEIITHEIKOHOMHYECKHX
CBS3e W TPHUBICUCHUS HWHOCTPAHHBIX HHBECTHIIMNA:
pervoHaNbHBIN acriekT : COOpHUK HAyYHBIX TPYIOB -
Jownenk, TorHY, 2014 r., pp. 6-8

3 According to Instruction Ne 9, active until the end
of April 2014, on the assessment and classification of risk
exposures of banks and formation of provisions for
impairment losses.

4 Vatev, Zh., Bozhinov, B., op. cit., p.76
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Table 3

Percentage growth in gross loans and quota of classified loans of the banking sector (2009-2014)!

Years (as of 31.12.)

Banking sector

2009 2010 2011 2012 2013 2014
Growth in gross loans (%) 5.12 2.77 4.62 0.58 5.23 -2.27
Overdue > 30 <90 (%) 6.05 7.95 7.22 6.37 5.49 4.79
Overdue > 90 <180 (%) 1.71 2.69 2.77 2.55 1.95 2.10
Overdue > 180 (%) 3.61 7.24 10.23 12.30 12.54 11.98

Source: BNB, Financial and supervisory reports — data, Information on credit quality, impairment and specific

provisions for credit risk, and author’s calculations.

! http://bnb.bg/BankSupervision/BSCreditInstitution/BSCIFinansReports/BSCIFRBankingSystem/BS_ 201 411 _

BG.

more on favorable values of the regular / bad credits
ratio (loans overdue more than 90 days) rather than
focusing on high-risk profile of part of the business
customers and individual borrowers.

Another aspect in assessing the quality of bank
lending in Bulgaria is the analysis of revenue generated
from loan portfolios of banks. The information provid-
ed in Table 4 shows that profitability of loans in the
private sector in the period 2009-2014 decreased con-
tinuously. Negative results were valid for both seg-
ments — non-financial enterprises and retail exposures
(consumer and mortgage loans).

Although the annual reduction of bank revenue
from interest made by credit contracts is relatively slow
such is observed throughout the five-year period of this
study. The most noticeable is the reduction of revenue
from interest made by business lending — BGN 838 m,
as revenue from interest made by mortgage and con-
sumer lending have similar reduction for the period
2009-2014, respectively BGN 153 m and BGN 150 m.
The negative growth in revenue from interest made by
bank credit operations is a logical consequence of the
limitation of new businesses and the occurrence of a
large amount of problem credits after 2009.

Table 4

Revenue from interest on loans, authorized by Bulgarian banking sector (2009-2014)'

Revenue from interest on Years (as of 31.12.) Cumulate
loans in the banking sector 000 2010 5011 2012 2013 2014
(m BGN)

I. Non-financial enterprises 2,752 2,713 2,688 2,550 2,468 1,914 -838
II. Retail exposures 1,915 1,945 1,865 1,754 1,674 1,612 -303

1. Mortgage loans 793 786 790 728 673 640 -153

2. Consumer credits 1,122 1,159 1,075 1,026 1,000 972 -150
Total revenue 4,667 4,658 4,553 4304 4,142 3,526 -1,141

Source: BNB, data on banking system and groups of banks, Securities. Loans and advances. Borrowings of the
banking system and by groups of banks, Loans and Advances (gross) by types of currencies, information on specific
provisions for impairment losses and revenue from interest, and author’s calculations.

! http://bnb.bg/BankSupervision/BSCreditInstitution/BSCIFinansReports/BSCIFR BankingSystem/BS 20141

2 BG.
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The profile of Bulgarian banks can give a clear
answer to the question what the sources of income are,
which in turn determines the ability of banks to look
for effective ways of restructuring and diversification
of investments and the maximization of profit. With
high informative significance in assessing the quality
of bank lending are the indicators net (pure) interest
margin and return on assets in the sector, given in Ta-

ble 5. Having in mind the high share of loans to the
private sector (excluding financial institutions), net
interest margin can be formed as a ratio between the
difference of revenue from interest generated by loan
agreements with businesses and households, the cost of
deposits of companies and individuals, and the total
amount of the banking system’s assets.

Table 5
Net interest margin and profitability of the banking system’s assets (2009-2014)
Years (as of 31.12.) Cumulate
Banking sector change
2009 2010 2011 2012 2013 2014
Net interest margin (%) 416 394 365 299 275 2.74 -1.42
ROA (%) 1.1 0.84 076 069 068 0.88 -0.22

Source: BNB, Data on banking system and groups of banks, Balance sheet and income statement of the banking
system, Securities, Loans and advances. Borrowed funds in the banking system and by groups of banks, Loans and
Advances (gross) by types of currencies, information on specific provisions for impairment losses and revenue from

interest, and author’s calculations

Data in Table 5 for the period 2009-2014 clearly
shows the gradual but continuous decline in annual
values of the banking sector’s pure interest margin.
This is a signal for a weaker opportunity for revenues
from credit bank operations to cover their interest ex-
penses on borrowed by companies and citizens depos-
its at a certain level of the banking system’s assets.
Provided that assets of the sector increase throughout
the five-year period covered in the analysis, the inabil-
ity of interest income from credit operations to absorb
the paid by banks costs of their deposit taking activity
is evidence of the emergence of a growing volume of
poor credit exposures and of general reduction in the
scale of lending.

Referring to the existing correlation between the
contribution of lending to the final financial bank re-
sults (in this case measured by the ROA ratio) one can
see that the main source of income for banks — lending,
reduces its effectiveness. ROA decreased from 1.1% in
2009 to 0.88% at the end of 2014.

* % %

The survey results confirm the thesis, previously
set by the author. There was a significant deterioration
of indicators, forming the final assessment of the quali-
ty of banking sector’s lending activity in the Republic
of Bulgaria in the period 2009-2014. Data provided by
the Bulgarian National Bank explicitly shows the grad-
ual and sustained slowdown in bank lending in the
country and the continued accumulation of poor quality
credit exposures within the five-year period covered in
this study.

The study of credit intermediation among busi-
ness and household sectors shows a significant re-
striction of the possibilities for revenue realization,

whilst the volume of problem loans has been growing
rapidly since 2009. Especially negative is the fact that
during the period, risk exposures classified as ‘loss’
increase their share in relation to pass loans. Practical-
ly, for these loan commitments there are no real chanc-
es even for a partial recovery of the cost of a loan.

Substantial reduction in interest income on loans,
especially those made by credit business financing,
must naturally be uncomfortable for banks as non-
financial enterprises are the engine of the economy and
their investment needs for credit resources are the
greatest.

The effectiveness of bank credit operations also
decreases, which is mainly testified by the constant
contraction of revenue from interest by the end of 2014
and the contraction of the net interest margin, as the
annual decline in the latter compared to a prior period
is at a faster pace.

In conclusion, one of the main challenges facing
banks is to find ways to prevent high credit risk, arising
primarily from impaired solvency of a great part of the
population and enterprises in the country in recent
years. A great problem turns out to be the more con-
servative attitude of businesses and households to cred-
it financing as a tool for development and improve-
ment of the general welfare of economic agents. The
latter limits at a great extent the possibility of placing
credit products and expanding the market share of
commercial banks.
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MapunoB 1. SkicTh mo3uKoBOI AifIbHOCTI Y
Bouarapii

®dinaHCcOBUIT pe3yabTaT OaHKIB 3aJICKUTh Bill 371a-
THOCTI 1X KpEAWTHHUX MOPTQENiB, 00 POOUTH TOCUTH
JIOXOY B PU3HKY, SIKHI KPSIUTHI YCTAHOBH 3HAXOISThH
NpUHATHUM. {715 Toro, mo0 JocATTH CTaOLIBHOCTI 1
0a)xaHOTO 3pOCTAaHHS PHHKY, OAHKU MPAarHyTh MHiNTPH-
MyBaTl JOOPOTHICTH 3000B'A3aHb IO TO3HMKaX, BUIA-
HUX IX KJi€HTax. B 1mpoMy BiJIHOIIEHHI, eKCIiepTH3a 1
OIliHKA MPUIATHOCTI OAHKIBCHKOTO HAJAHHS € BEIUKUM
iH(pOPMALITHIM 3HAYCHHSIM JI0 CTPYKTYP YIPaBIIHHS 1
YCHIITHOTO PO3BUTKY KOMEPIIIMHUX OaHKIB.

Kiouogi cnoea: xoMepIiiiHi OaHKH, aKI[iOHSPHHUI
KaIliTaJ BJIACHHKIB, JOCTATHICTh OCHOBHOTO KaIliTaly,
riobanpHa (hiHAHCOBA KpH3a.

Mapunos U. KauyecTBo 3aeMHO¥ AeSITeTbHOCTH
B boarapun

®DuHAHCOBBIA pe3yabTaT OaHKOB HACTOSATEIBHO
3aBHCHUT OT CIIOCOOHOCTH WX KPEIUTHBIX MOPTQENei,
YTOOBl MPOU3BOAMTH JIOCTATOYHO JI0XOJla B PHUCKE,
KOTOPBI KPEAWTHBIC YUPESKICHUS HAXOOAT IpHEeMIIC-
MbIM. [lJi1 TOro, 4YTOOBI AOCTUYL CTAOMIIBHOCTH U JKE-
JIATeNILHOTO POCTa PBIHKA, OAHKH CTPEMATCS MOIAep-
KUBATh JOOPOTHOCTH OOSI3aTENLCTB IO CCY/AaM, BBI-
JAaHHBIM HUX KJIMEHTaM. B 3ToM oTHOImIEHMH, 3KCTIepTH-
3a U OLEHKA MPUTOJHOCTH OAHKOBCKOTO MPEJOCTaBIIe-
HUS SABJISFOTCS OONBIINM WH(POPMAIIOHHBIM 3HAYCHH-
€M K CTPYKTypaM YIIpaBJCHHS U YCIEUIHOMY pa3BH-
THIO KOMMEpPYEeCKHX OaHKOB.

KitoueBrsie cioBa: kommepueckue OaHKH, aKIUO-
HEpHBIH KamuTaj BIaJebIEB, TOCTATOYHOCTh OCHOB-
HOTO KaluTala, T100aIbHbIH (PMHAHCOBBIA KPU3HUC.

Marinov 1. The Quality of Lending Activity in
Bulgaria

Financial result of banks is strongly dependent on
the ability of their credit portfolios to generate enough
revenue at risk which credit institutions find accepta-
ble. In order to achieve stability and desirable growth
of market share, banks aim to maintain a good quality
of loan commitments undertaken by their clients. In
this regard, expert analysis and evaluation of the suita-
bility of bank lending are of great information signifi-
cance to the management structures and successful
development of commercial banks.
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TAX POLICY OF THE REPUBLIC OF BULGARIA FOR THE PERIOD 2007-2013

The state fiscal policy as a set of decisions, norms
and regulations of the central government authorities in
terms of distribution and redistribution of the national
income pursues economic and social objectives whose
fulfillment would be unattainable in the absence of
financial resources ensuring their achievement. The
accumulation of sufficient state’s revenues in the state
treasury and their targeted allocation by state expendi-
tures determine the possibility of the state to influence
the socio-economic processes emphasizing the im-
portance of state revenues for the national economy.
This significance is especially obvious in terms of
economic recession and crisis when the insufficiency
of the accumulated own revenues in the state treasury
imposes a demand for loan resources or a reformative
approach to tax policy in order to overcome the impact
of negative effects.

It is known that the magnitude and directions of
the ongoing national expenditures are highly dependent
on the size and structure of budget revenues. In view of
their importance for the existence of the state and the
implementation of its functions, the subject of this
research is the tax policy of the Republic of Bulgaria
and its consolidated monetary fund for the period
2007-2013. The goal which the author sets is to reveal
the importance of separate sources of revenue for the
state treasury and to outline trends in their develop-
ment by structural and dynamic analysis of the revenue
part of the consolidated fiscal program (CFP) and the
assessment of the ongoing state policy in times of eco-
nomic crisis.

In accordance with the adopted by the Republic of
Bulgaria methodology of accounting, the revenue side
of the consolidated state budget is formed by tax and
non-tax revenues and grants. The most significant
component of this revenue part is the tax revenue —
around 77% of all annual revenues.! In 2007, 80% of
the disposable revenue of the Republic of Bulgaria was
provided by grants and final payments (taxes); 15%
was provided by property, state fees, fines, penalties
and penalty interests; and 5% — in the form of aid.
Given the fact that 2007 is the year of our accession to
the EU, of great interest is the study of changes in fi-
nancial flows of tax revenues as a result of changes in
indirect taxation in connection with the fiscal harmoni-

! For more details see: Adamov, V. Theory of Fi-
nance, The “Education and Science” research library, Vol.
100, Tsenov Academic Publishing House, 2015, p. 86-
103.

zation with the EU. It is also interesting to trace the
reduction in a tax burden of direct taxes for stimulating
investments, the growth in a production and the in-
crease in real income of households.

Changes in the tax policy of the Republic of Bul-
garia in 2007 were:

e New taxation regime with the Value Added
Tax (VAT) in a connection with the fiscal harmoniza-
tion;

e An increase of excise rates and an expansion
of the range of entities, subjects to excise duty;

e The tax rate reduction of the corporate income
tax by 5%;

e An increase of taxable minimum in the com-
bined tax progression and an increase of tax relief for
children;

e The taxation of foreign individuals under the
Personal Income Tax Act which were outside the scope
of the Corporate Income Tax Act.

In the year of the accession of the Republic of
Bulgaria to the EU, 19.3 billion BGN tax revenues
were accumulated in the state treasure, taking into
account the growth of 18% compared to 2006. The
most important significance of this had reforms in the
field of the taxation of personal income, corporate
profits and excise duties. The decrease in the tax rate of
the corporate income tax from 15% to 10%, in terms of
high corporate economic activity, resulted in an in-
crease in revenues from taxes on profits in the amount
of 37% year-over-year?. Revenues from the personal
income tax increased by the same amount. The leading
cause of this was the introduced at the beginning of the
year changes, aimed at reducing the tax burden (by
increasing the non-taxable minimum) and increasing
real incomes of the population. Also incomes of for-
eign individuals were taxed under a new methodo-
logy — the Personal Income Tax Act with a withholding
tax, not under the Corporate Income Tax Act. The
increase of excise duties and the expansion of the range
of taxable goods positively affected the growth of rev-
enues from excise duties, which increased by 33%
compared to 2006, forming 14% of total revenues in

2 See. Angelov, G., The Access to Financing of
Small and Medium Enterprises as the Main Accent in
Strategy “Europe 20207, Financial Education and Scien-
tific Researches in Bulgarian Universities - Strategy “Eu-
rope 2020”: Scientific — Methodical Conference; Proceed-
ings — Svishtov, 9-10.November 2012 , Tsenov Academic
Publishing House, p. 297-303.
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the Consolidated Fiscal Programme compared with
12% a year later'. Changes in the field of indirect tax
legislation, aimed at harmonization with the require-
ments of the EU, and the new Value Added Tax re-
gime, in terms of a high volume of import into the
country, were the basis of an increase in revenues from
this tax form by 13% year-over-year. Positive devel-
opment was also observed in revenues from social
security contributions which also increased by 13% for
the same period.

The presented positive changes in the structural
components of tax revenues were not only confirmed
in terms of customs duties and fees which registered 58
per cent reduction. The country membership in the EU
was the reason for the abolition of customs duties
among the member states of the Community and the

implementation of a common policy with regard to
third countries, adversely affecting the “customs duties
and fees” item of the Consolidated Fiscal Programme.

In 2008 — the year which marked the emergence
of the global financial crisis — budget revenue indica-
tors of the Republic of Bulgaria were positive: consoli-
dated revenues compared to the previous year in-
creased by 14%, tax revenues rose by 15 % and non-
tax revenues increased by 13 %. The negative growth
of 5% was observed only in regard of grants. The in-
crease in tax revenues was determined by several cir-
cumstances such as: the replacement of progressive
taxation with proportional one; a change in the burden
of social security contributions between the employee
and the employer from 35:65 to 40:60 and an increase
in excise rates.

Table 1
Consolidated fiscal revenues of the Republic of Bulgaria (in millions BGN)
Consolidated Fiscal 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Programme

Tax revenues 16325.9 |19 323.8 (22 166.9 |20 171.9 | 19 014.4 | 20 594.2 | 21 529.0 | 22 370.3
relative share 81% 80% 81% 81% 79% 81% 78% 77%
1.Taxes on profits 13341 18326 | 22285 | 17623 | 13533 | 14959 | 1478.1 | 1553.0
relative share 7% 8% 8% 7% 6% 6% 5% 5%
2.Income tax on individuals 13246 | 18087 | 1971.5 | 2051.1 | 2031.2 | 2179.6 | 2297.7 | 2348.5
relative share 7% 8% 7% 8% 8% 9% 8% 8%
3.Value Added Tax 58238 | 65985 | 74853 | 64325 | 6267.1 | 6611.7 | 71519 | 7366.5
relative share 29% 27% 27% 26% 26% 26% 26% 25%
4 Excise duties and road tax 2498.0 | 33154 | 4051.6 | 38445 | 3567.9 | 3860.1 | 4047.8 | 4055.8
relative share 12% 14% 15% 15% 15% 15% 15% 14%
5. Customs duties and fees 4549 193.0 221.0 121.6 119.2 131.3 117.7 146.2
relative share 2.3% 0.8% 0.8% 0.5% 0.5% 0.5% 0.4% 0.5%
6.Social and health insurance | 4 349 1 | 48903 | 5392.6 | 5273.1 | 4969.8 | 5509.6 | 5596.0 | 6060.2
contributions
relative share 22% 20% 20% 21% 21% 22% 20% 21%
7.0ther taxes 581.5 685.3 815.4 685.7 704.9 783.0 813.4 816.9
relative share 2.9% 2.8% 3.0% 2.7% 2.9% 3.1% 3.0% 2.8%
8. Tax on the production of « % 1.0 10 15 1.0 1.0
sugar
relative share * * 0.004% | 0.004% | 0.004% | 0.006% | 0.004% | 0.004%
iinSTaX on insurance premi-| * 0.0 0.0 0.0 21.6 25.4 223
relative share * * * * 0.09% | 0.09% | 0.08%
I1. Non tax revenues 3072.6 | 3535.1 | 4004.6 | 3542.8 | 3315.4 | 3320.7 | 3573.0 | 3950.5
relative share 15% 15% 15% 14% 14% 13% 13% 14%
IT1. Grants 635.5 | 1204.2 | 1141.7 | 1326.2 | 1602.9 | 1463.2 | 2367.5 | 2 656.3
relative share 3% 5% 4% 5% 7% 6% 9% 9%
Total revenues and grants 20034.0 | 24063.0 | 27313.2 | 25040.9 | 23932.6 | 25378.1 | 27469.4 | 28977.2

Source: The Ministry of Finance/

! Dimitrova, T., Dimensions of Excise Policy in Bulgaria, Business Management, 24, Ne 4, Tsenov Academic Pub-

lishing House, 2014, p. 36-65.
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One of the most important tax changes in 2008
concerned the taxation of individuals’ income by the
replacement of progressive taxation with proportional
one with an equal tax rate of 10% for all incomes, re-
gardless of their size, canceling the existing tax-free
threshold and the right to use tax relief for children.
The reform aimed an increase in the disposable mone-
tary fund of employees who received higher income,
respectively an increase in household savings!. The
new mechanism of taxation also had a positive effect
on the state treasury: revenues from the taxation of
individuals’ income in 2008 marked 9% growth com-
pared with 2007 and the cause of this was canceling the
existing tax-free threshold.

The positive effects of the reduction of the rate of
the corporative income tax were retained in 2008 with
a growth of 22 %. Revenues from taxation of excise
goods increased by the same percent as a result of in-
creased consumption and tax rates. The reduced social
security burden for employers (from 65:35 to 60:40 at
the expense of an employee) has stimulated higher
investment activity and labour demand, as a result the
revenues of social contributions reached 5.4 billion
BGN compared to 4.9 billion BGN in 2007. A positive
change also had revenues from customs duties and
fees, increasing by 14% to reach 221 million BGN in
2008.

Referring to the historical experience, the man-
agement of the state finances in times of economic
crisis is a task of significant difficulty, given the de-
layed or negative speed of economic development and
a limitation of the revenues from the ongoing distribu-
tion and redistribution processes. In other words, the
socio-economic situation affects the revenue part of the
state budget, and the Republic of Bulgaria is not an
exception in this regard. Although revenues and grants
under the consolidated fiscal program of the Republic
of Bulgaria for the period 2007-2013 increased by
20.4% (4.9 billion BGN), the dynamic analysis was an
evidence of irregular changes of an annual basis, the
leading cause of which was the negative effect of the
worldwide spread economic crisis. Its reflections were
observed especially in 2009 and 2010 when the
growth of total revenues during the last two years
(2007 and 2008) was followed by a two years de-
crease — 8% in 2009 and 4% in 2010 compared to the
previous year. The structural analysis of the revenue
part of the consolidated fiscal program has reflected the
cyclical changes and has corresponded to deteriorating
economic situation as a result of which there have been
some changes in the financial inflows and outflows of
the state. The limited business activity and deteriorat-
ing financial results adversely affected revenues from

' See. Adamov, V., Dimitrova, T. at al. Techniques
of Taxation, 7. Revised and expanded edition. Tsenov
Academic Publishing House, 2013, The “Education and
Science” research library, Book 60., p. 13-33.

taxes on profits — while in 2008 their nominal value
was 2.23 billion BGN, a year later they decreased by
21% (444.2 million BGN) to 1.76 billion BGN. The
negative tendency continued in 2009 when the change
in an annual basis was in larger size — 23% compared
to the previous year.

The interdependence among sectors in the nation-
al economy (the state, companies in the real sector,
financial intermediaries and households) explains the
changes in: the labour payment; the disposable income
of households and the limitation of their consumption;
the demand of loan resources and the effects on reve-
nues from the taxes on profits of individuals, the VAT
tax, the excise duties, social and insurance contribu-
tions?. The analysis of the above mentioned four tax
revenues (which formed 70% of revenues in the Con-
solidated Fiscal Programme) determined that in the
period 2009-2010 when the Bulgarian Economy was
suffering from the global economic crisis only the
revenues from the taxes on profits of individuals did
not record significant reductions and even in 2009 they
increased by 4% compared to 2008. This, at first
glance, is contrary to the economic logic and can be
explained by the reform of the tax system of the Re-
public of Bulgaria from 2008 in the field of the taxa-
tion of the individuals’ income which has replaced the
progressive tax scale with the proportional 10 percent
tax. The lack of opportunity for ,,more slightly” taxa-
tion of lower incomes, as a result of the abolition of
non-taxable income and other levels of combined tax
progression, adversely has influenced on the disposable
incomes of the households, but has influenced positive-
ly on the fisc. The evidence of this was the revenues
from the corresponding tax amounting to 2.05 billion
BGN and 2.03 billion in 2009 and 2010. The most
important source of revenues for the state treasury —
the Value Added Tax decreased to 1.05 billion BGN
(or by 15%) in 2009 compared to 2008, followed by a
new 3% reduction in 2010. Another representative of
the indirect taxation and the second most important
source of the financial resources for the state — excise
duties also decreased respectively 5% and 7% in 2009
and 2010. Social and health insurance contributions
decreased for this period totally by 423 million BGN
and on an annual basis the negative growth was 2% in
2009 and 6% in 2010. The other components of the
revenue side of the consolidated state budget (customs

2 See. Adamov, V. Theory of Finance, The “Educa-
tion and Science” research library”, Book 100, Tsenov
Academic Publishing House, 2015, p. 17-37. and Mari-
nov, L., Factor Impacts on Consumer Lending in Bulgaria
/I Financial Education and Scientific Researches in Bul-
garian Universities - Strategy “Europe 2020”": Scientific —
methodical conference; Proceedings — Svishtov, 9-
10.November 2012 , Tsenov Academic Publishing House,
p. 317-324.
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Table 2
An annual change in revenues in the Consolidated Fiscal Programme of the Republic of Bulgaria

Consolidated Fiscal Programme | 2007 2008 2009 2010 2011 2012 2013
I. Total revenues 20.1% | 13.5% -8.3% -4.4% 6.0% 8.2% 5.5%
1.Tax revenues 18.4% | 14.7% -9.0% -5.7% 8.3% 4.5% 3.9%
2. Taxes on profits 374% | 21.6% -20.9% | -23.2% 10.5% -1.2% 5.1%
3. Income tax on individuals 36.5% 9.0% 4.0% -1.0% 7.3% 5.4% 2.2%
4. Value Added Tax 13.3% | 13.4% -14.1% -2.6% 5.5% 8.2% 3.0%
5. Excise duties and road tax 32.7% | 22.2% -5.1% -1.2% 8.2% 4.9% 0.2%
6. Customs duties and fees -57.6% | 14.5% -45.0% -2.0% 10.2% -10.4% 24.2%
7. Social and health insurance| 350\ j0305 | 20206 | -58% | 109% | 16% | 8.3%
contributions

8. Other taxes 17.9% | 19.0% -15.9% 2.8% 11.1% 3.9% 0.4%
9. Tax on the production of sugar * * 1.6% 0.0% 0.2% -28.3% 0.0%
10. Tax on insurance premiums * * * * * 17.9% -12.2%
I1. Non tax revenues 151% | 13.3% | -11.5% | -6.4% 0.2% 7.6% 10.6%
II1. Grants 89.5% | -5.2% 16.2% 20.9% -8.7% 61.8% 12.2%

Source: The Ministry of Finance/

duties and taxes, a tax on a sugar production, a tax on
insurance premiums) did not have a significant role on
the annual rate of change in total revenues given the
amount of the incoming financial resources.

The negative trend of lower own revenues in the
state treasury was overcome in 2011 with the adopted
new approaches for the management of state finances
in terms of delayed economic growth. Total revenues
and grants received in the consolidated budget in 2011
amounted to 25.38 billion BGN which was 33.7% of
the Gross Domestic Product (GDP) of the country.
Compared with the previous year the growth was 6
percent and the tax revenues were with the most signif-
icant contribution. A positive change was observed for
all structure components of tax revenues and especially
in the tax on sugar production (39%), income tax on
individuals (11%) and social and health insurance con-
tributions (11%). It should be pointed that conclusions
regarding the significance of separate tax forms in the
revenue side of the consolidated fiscal programme
would not be objective without taking into account
their nominal values. In this sense, the role of the indi-
cated growth of 39% in the tax on sugar production, for
instance, due to the nominal increase from 1 million
BGN in 2010 to 1.5 million BGN in 2011 was less
significant for the reported 6% growth of total revenues
compared with the Value Added Tax whose annual
growth rate was 5% (344.6 million BGN).

In 2011 the negative trend of growth compared to
the previous year had only revenues from grants (9%).
In 2012 such negative results were observed for: taxes
on profits (1%), customs duties and fees (10%) and the
tax on the production of sugar (28%). It should be not-
ed that, given the limited financial incomes from them,
the effect on total revenues was equal to the 9% de-
crease in grants in 2011. With regard to the other tax
revenues, changes have been in a positive direction and

it is necessary to
points:

e In 2012 compared to the previous year, there
were 5% more revenues from excise duties, mainly due
to an increased part of taxed tobacco products and
higher revenues from excise duties on fuel;

e The effect of slowdown in the economic activ-
ity could be seen mainly in revenues from income tax
on individuals which increased by 5% compared with
the 7% growth in 2011;

¢ Total revenues from taxes on profits during the
observed year decreased by 1% as a result of the inabil-
ity of the increased corporate tax revenues to compen-
sate the decline in contributions from tax on dividends,
liquidation shares and incomes of domestic and foreign
legal entities'.

In 2013, the ongoing process of gradual recovery
of the Bulgarian economy had a positive effect on the
development of budget revenues which for the third
consecutive year after 2011 recorded an annual growth,
in this case 5%. Indirect taxes (in particular the Value
Added Tax) and social and health insurance contribu-
tions had an essential role. They increased by respec-
tively 3% and 8% annually and formed 46% of total
revenues in budget. A growth was observed in taxes on
a profit — 5% compared to 2012 and unchanged were
revenues from excise duties, the tax on sugar produc-
tion and the item “other taxes”.

It is known that the presentation of budget indica-
tors in absolute amounts or their comparison with the
previous year measured values has its informative sig-
nificance. The current analysis would be incomplete
without presenting budget revenues in relative values

highlight the following important

! For more details see. The Economy of Bulgaria,
annual report of the Ministry of Finance, department
“Economic and Financial Policy”, 2007 and 2012.
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compared to the leading indicator of economic activity
in the country, namely the Gross Domestic Product.
The data in Table 3 are indicative for the correlation
between the coefficient “Revenues on the consolidated
state budget (CSD)/GDP” and the cyclical develop-
ment of the national economy. At the beginning of the
studied period (2007) when the economic crisis was
still far from the boarders of Europe, total revenues of
the Consolidated Fiscal Programme amounted to 40%
of the GDP of the Republic of Bulgaria. Here we
should note that this was the year with the highest rec-
orded GDP growth on a chain basis of 15%. From
2008 to 2012 the indicator “Revenues on the consoli-
dated state budget (CSD)/GDP” annually declined
respectively with 2.8% and 2.7% in 2009 and 2010.
The reason for the situation in 2009 was the simultane-

ous decrease of the GDP by 1.4% compared to the 8
per cent drop in revenues of the Consolidated Fiscal
Programme. The economic growth in 2010, measured
by 3.2 per cent increase in the GDP, failed to compen-
sate the decrease in tax revenues, non-tax forms and
grants, and as a result the relative value of government
revenues compared to the GDP (coefficient “Revenues
on the consolidated state budget/GDP”) decreased by
2.7%. The proven negative trend was overcome in
2012 when the studied indicator increased by 1.5 per
cent in 2011, reflecting the started in the Bulgarian
Economy processes of gradual recovery from the re-
cession. The positive change in the coefficient contin-
ued in 2013 when the revenues and grants in the Con-
solidated Fiscal Programme were 37.1% of the GDP in
Bulgaria, compared with 35.2% in 2012.

Table 3
The dynamic of coefficient Revenues on the Consolidated State budget / the Gross
Domestic Product of the Republic of Bulgaria

Years: 2006 2007 2008 2009 2010 2011 2012 2013
GDP (million BGN) 51783 |60185 [69295 68322 |70511 |75308 |78089 |78 115
Revenues on the Consolidated
State Budget (million BGN) 20034 (24063 27313 |25040 |23932 [25378 |27469 |28977
Coefficient
Revenues on the Consolidated
State budget / the GDP 40.8% [40.0% [39.4% [36.7% |33.9% |33.7% |352% |37.1%

Source: The Ministry of Finance/

The outlined trends in the structure and dynamics
of consolidated state revenues for the period 2007-
2013 responded to the socio-economic situation in the
Republic of Bulgaria and were an evidence of the de-
pendence of the revenue system of the country from
the cyclical development of the national economy. In
this regard, positive assessments have the country’s
accession to the EU and conducted under the re-
searched period fiscal harmonization and tax reforms.
As a result the cumulative growth of financial revenues
on the Consolidated Fiscal Programme for the re-
searched period was 41%. The structural analysis de-
termines the leading tax forms, placed at the base of
the expenditure system in the Republic of Bulgaria,
which are: indirect taxes in the form of value added tax
and excise duties, as well as the tax on individual’s
income and social and insurance contributions. The
adequate distribution of these (and all the other) state
financial revenues ensures the impact on all aspects of
the social reproduction process and the achievement of
the state economic and social aims.
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I[MaBnoBa M. IlonaTkoBa moJituka Pecny0Jiiku
Bouarapia B 2007-2013 pp.

BromkeTHa momiTHKA, MO MPOBOJUTHCS AEpiKa-
BOIO, Ma€ JiBa BUMIPH - YPSAJOBI JOXOIH 1 iX IIitecnps-
MOBaHE pO3MIIIEHHS BIJMOBITHO JIO COIiaJIbHO-
C€KOHOMIYHOT HEOOXigHOCTI (YpsSHOBI BUTpaTh) - Jie-
XHUTh B OCHOBI PO3BUTKY HApOIHOTO TOCIIOIApCTBA.
HakonmueHHs TOXOMiB JTOCTATHIX JepXaBi JJIs TOTO,
o6 rapaHTyBaTH 1 BUTPATH - 3aBAAHHS MEPIIOPSTHOT
Baru, OCOOJHMBO B TEpPMiIHAX MAaKPOSKOHOMIYHOI He-
CTIHKOCTI, KOJIM YpSAZ0BE BTPYYaHHS iICTOTHE JIJIsi CBOE-
9aCHOI'O IMOJIOJAHHSI €KOHOMIYHOTO Craay abo KpH3H.
B 1poMy BiHOIICHHI, aHANI3 MUTHOI CTOPOHH KOHCO-
nmigoBaHoi (iHAHCOBOI MpOrpamMH 1 OIIHKK TPUBAIOl
nepxaBHoi monituku PecryOunikm bonrapist 3a wac
€KOHOMIYHOT KPU3H - IIOTOYHI TEMU 3 HAYKOBHM 1 MPHU-
KIJIQJHUM THTEPECOM.

Knrouosi cnosa:. mopgatok, OMOKETHA IOJITHKA,
JiepykaBa, PO3BUTOK.

IMaBnosa M. HasoroBasi mosmtuka Pecny0/im-
ku Boarapus B 2007-2013 rr.

BromkeTHass TONHMTHKA, TPOBOAWMASI TOCYAAp-
CTBOM, B HEM [IBa HU3MEPCHHUS - IPABUTEIHCTBCHHBIC
JIOXOZBI U X IIEJICHAPABICHHOE Pa3MEICHHUE B COOT-
BETCTBHU C CONMAIBLHO-DKOHOMHYECKOH HEOOXOIMMO-
CTBIO (ITPaBUTEIBCTBEHHBIC PACXOJBI) - JIGKHUT B OCHO-
BE Pa3BUTHS HAPOJHOTO XO3sHcTBa. Hakormenwe o-
XOZI0OB JOCTATOYHBIX TOCYIApPCTBY JJS TOTO, YTOOBI
TapaHTHUPOBATH €TO PACXOJBI - 3a7a4a MIEPBOCTEIICHHON
BaXHOCTH, OCOOCHHO B TEPMHHAX MAaKpOIKOHOMHYE-

CKOM HEYCTOMYMBOCTH, KOIJa MpPaBUTEIbCTBEHHOE
BMELIATEJbCTBO CYIIECTBEHHO MJIi CBOEBPEMEHHOIO
MIPEOJIOTICHUST SKOHOMHUYIECKOTO CIajga Win Kpusuca. B
9TOM OTHOILUEHHH, aHAJIU3 TaMOXKEHHOW CTOPOHBI KOH-
CONMIUPOBAHHON (DPUHAHCOBOM MPOrpaMMBI U OICHKU
MPOIOJDKAIOIIEHCST TOCYAapCTBEHHON monuTuku Pec-
nyOiauku bonrapus 3a BpemMs 5KOHOMHYECKOTO KpHU3H-
ca - TeKyIIUe TeMbl C HAyYHBbIM U MPHUKJIaJHBIM UHTE-
pecom.

Kniouegvie cnosa: Hanor, OIOKETHAS MOJUTHKA,
rocyJaapcTBO, pa3BUTHE.

Pavlova M. Tax Policy of the republic of bul-
garia for the Period 2007-2013

The fiscal policy, conducted by the state, in its
two dimensions — government revenues and their tar-
geted allocation in accordance with the socio-economic
needs (government expenditures) — is the basis of the
national economy development. The accumulation of
sufficient state’s revenues in order to ensure its ex-
penditures is a task of primary importance, especially
in terms of macroeconomic instability, when the gov-
ernment intervention is essential for the timely over-
coming of the economic recession or crisis. In this
regard, the analysis of the revenue side of the consoli-
dated fiscal program and the evaluation of ongoing
state policy of the Republic of Bulgaria in times of
economic crisis are current topics with scientific and
applied interest. In the study, the importance of the
separate tax forms for the state treasury is revealed,
tendencies and tax forms’ development through struc-
tural and dynamic analysis of the revenue part of the
consolidated fiscal program are outlined and the state
tax policy for the period 2007-2013 is estimated.
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DIVIDEND PUZZLE ON BULGARIAN STOCK EXCHANGE —
OPPORTUNITY FOR AN ABNORMAL RISK-ADJUSTED RETURNS

1. Introduction

The dividend policy is one of the most conten-
tious and controversial areas of corporate finances.” In
parallel with the creation of fundamental theoretical
framework on the problem in the 60s of the last centu-
ry with the researches of Gordon (1959), Lintner
(1956, 1962), Miller u Modigliani (1961) the debate
“why the companies pay cash dividends and why in-
vestors have strong preferences to them” also started.
Black (1976) analysed the situation and defined it as
“dividend puzzle” because he failed to find convincing
and rational arguments for deviations in theoretical
assumptions. His conclusion remains valid to a large
extent today: “The harder we look at the dividend pic-
ture, the more it seems like a puzzle, with pieces that
just don’t fit together” [1976, p.5].

The essence of the puzzle is related to the fact that
in conditions of perfect markets capital gain and divi-
dend should be considered as perfect substitutes for
each other. The reason of this is that after the distribu-
tion of dividends the price of a share should be reduced
by the amount of the dividend. Thus, investors should
be indifferent to the dividend policy. When investors
need money they can create dividends or so called
“homemade cash dividend” by selling part of the
shares held. On this basis, it is surprising the strict
dividend policy followed by most companies (Brav et
al., 2005), and the attachment of investors to cash divi-
dends (Loomis, 1968), provided that the dividend poli-
cy neither creates nor destroys shareholders’ wealth.

The dividend puzzle is complicated additionally if
taxes and transaction costs are added to the analysis. In
many countries, including the Republic of Bulgaria,
dividend yields are taxed more heavily than capital
gains. Also, taxes on realised capital gains are due only
when the whole or part of the position is closed. In this
situation, the investors may prefer companies which do
not distribute their gains or have low dividend yield.
This should encourage companies, which cannot invest
in projects with more than required yield from share-
holders, to buy their own shares instead of paying divi-
dends. However, transaction costs on the implementa-
tion of the sale/purchase of shares on the stock ex-

! Email: cpavlov@uni-svishtov.bg

2 For more details on the issue of dividend policy
see. Adamov, V. Firm Finances. Abagar, 2006, p. 363-
388. Interrelationship between dividend policy and capital
structure of a firm in Bulgarian condition is studied in
Adamov, V., Zahariev, A. Corporate Capital Manage-
ment, Abagar Publishing, 2012.
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change should be taken into account. In general, they
are significantly lower than the difference in the taxa-
tion of investors and they are a cheaper option for
companies compared to expenses related to the divi-
dend payment. It should not be neglected the fact that
in the need of capital, repurchased shares may be sold
on the market. Such a procedure is associated with
significantly lower costs of issuing new securities
(shares or debt).

This article focuses on the impact of the dividend
puzzle on the yield of shares and possibilities for real-
ising of abnormal returns (high-dividend-yield).
Among the first authors who study the importance of
dividend yield and share yield are Rosenberg and
Marathe (1979), and Litzenberger and Ramaswamy
(1979, 1982). The results of their studies have shown
that high-dividend-yield stocks realise higher return
than low-dividend-yield stocks. Later Fama and French
(1988) and Hodrick, (1992) have found that dividend
yield is a good predictor of subsequent return. On this
basis, it is not surprising the investment interest in
strategies based on selection of shares which have a
high dividend yield.

2. Approaches for explanation of dividend puz-
zle and the performance of dividend yield strategies

In more general terms, the availability of dividend
puzzle and the impact of dividend yield on the yield of
shares should be classified as a breach of market effi-
ciency hypothesis (Fama, 1970). This anomaly may be
related to other empirically established regularities
such as value (P/E, P/B ratio) effect (Basu, 1977; Fama
and French, 1992), small firm effect (Banz, 1981) and
market overreaction (De Bondt and Thaler, 1985;
Jegadeesh and Titman 1993). The combination of high
dividend yield, high P/E (P/B) ratio, lower risk than
‘the market’ and higher earnings sustainability, sug-
gests good results from implication of dividend yield
strategies (Clemens, 2012). However, it also suggests
the need of parallel (or at least indirect) linking of
those anomalies in terms of theoretical interpretation of
dividend puzzle.

The leading rational approaches for the explana-
tion of dividend puzzle are related to agency costs of
firm’s holding excess cash (Borges, 2009) and infor-
mational considerations (Bhattacharya, 1979 and
Hakansson, 1982).

As a whole, the agency costs reflect conflicts of
interest between managers and shareholders in firms,
arising from the division between ownership and con-
trol of most public companies. Managers are appointed
in firms in order to protect the interests of sharehold-
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ers, but in practice these managers are hard to be con-
trolled (especially by minority shareholders) due to the
lack of complete information about what is happening
in the company. As for the dividend policy, the main
problem is related to management of cash reserves. If
companies accumulate large cash reserves, it is possi-
ble for managers to take (consciously or unconscious-
ly) actions which are not of shareholders’ interest. The
most obvious problem is connected with maintaining
of high levels of cash and cash equivalents which gen-
erally have a much lower yield than the cost of capital
of the firm. Unfortunately, in the search for a solution
to this problem, managers often tend to take quite ex-
pensive for shareholders ventures such as buying luxu-
ry goods, supporting inefficient units (subsidiaries),
investment in projects with negative NPV or currently
observed takeovers of companies which consequently
are overstated. In this regard, it is logical that investors
want companies to pay cash dividends up to the
amount of capital which is not used for initiatives that
increase shareholders’ wealth.

The second rational approach is focused on the
importance of dividend announcement as a signal for
future development of the company. The increase in
dividends should be related to improved prospects for
future gains but it can also mean a lack of investment
opportunities for the company. Maintaining regular
dividends should mean that the company is under con-
trol, while in taking a decision for dividend reduction it
is expected a decline in future cash flows. In fact,
there is a lack of consensus among researches about the
signals of changes in dividends and convincing evi-
dences of long-term relationship between them and the
levels of future yields. But it is also a fact that the an-
nouncements of changes in the amount of dividends
reflect on share prices in the proportional relationship
(Aharony and Swary, 1980).

These approaches are unable to give an explana-
tion for the so called “clientele effect” and they fail to
explain why investors are willing to pay a premium for
companies with higher dividend yield. Also these ap-
proaches do not affect the essence of the other associ-
ated anomalies. In this connection, the approaches
dealing with dividend puzzle and falling within the
scope of behavioural finance' are of interest for the
study. These approaches were developed by Shefrin
and Statman in 1984 and took into account the influ-
ence of the two theories of choice behaviour — the theo-
ry of self-control u prospect theory.

! Behavioural finance integrates knowledge about
the specifics of human behaviour (psychology and sociol-
ogy) in financial matters and models in order to explain
the investors’ actual behaviour and capital markets. For
more details see. Pavlov, Ts. Critical Analysis of the
Development of Behavioural Finance. Annual Almanac.
Scientific Researches of Ph.D. Students in D. A. Tsenov
Academy of Economics — Svishtov. Ne§ Tsenov Publish-
ing House, 2014, p. 427-443.

The leading motive in both theories of choice be-
haviour is that investors do not regard capital gains and
dividends as perfect substitutes for each other. Accord-
ing to the theory of self-control (Thaler and Shefrin,
1981, 1983) the deviations from the investors’ rational
behaviour are due to their inability to delay gratifica-
tion because of a lack of self-control. The reflection of
this dependence is observed in various spheres of life
from the inability to stop unhealthy habits to simulta-
neously maintenance of children’s deposits and taking
consumer credits at negative interest spread. Particular
to the analysed problem, investors prefer dividends
because dividends provide a balance between the cur-
rent and future consumption without the necessity of
self-control to maintain this balance. If it is necessary
to sell shares for current consumption (homemade cash
dividend), willingness and self-control will be needed
in order to not normally be consumed investment port-
folio, thereby to distort investment objectives.

The application of the prospect theory (Kahneman
and Tversky, 1979) to the analysis of dividend puzzle
significantly contributes to clarify its essence. The
theory examines the regularities in the investors’ be-
haviour when making decisions in an uncertain envi-
ronment. These regularities have an impact on the dis-
cussed problem in the following directions:

1) investors evaluate the usefulness in terms of
potential gains and losses, making the dividend very
attractive and yielding high prospect utility due to their
distribution;

2) losses are assessed much more heavier than
gains which is consistent with the empirical data show-
ing that reductions in dividends have a greater impact
on market assessments than their increase;

3) investors assess gains and losses from a given
reference point, which changes over time, together
with changes in dividends.

Thus in simultaneously payment of extraordinary
and regular dividend, in the next period at the return to
the value of regular dividend, investors regard this
dividend as a loss. According to the prospect theory
there is an additional difference between dividends and
capital gains related to the need in the homemade cash
dividend investors to take independent financial deci-
sions for which results they feel personally responsibil-
ity. For example, if an investor sold shares to buy a
commodity and then the share price increased highly,
the investor would feel regret for the decision. But if in
the same situation the company paid a cash dividend
(with the same value), the representative investor
would not feel such discomfort.

By modelling the specific characteristics of hu-
man behaviour and especially by the prospect theory,
most market anomalies (Barberis et al., 1998) and puz-
zles (Barberis et al., 2001) are resolved. These anoma-
lies and puzzles together with those examined here
mean that the reason for their existence is mostly psy-
chological. On this basis it is not surprising the con-
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stancy in results of dividend yield strategies and hence
their popularity in practice.

3. Research methodology

Testing of the Bulgarian capital market for the
presence of dividend puzzle will be done by examining
the possibility of realisation of excess yield based on
dividend yield strategies. To achieve this goal, active
and passive portfolio strategies will be used.

The active strategy is realised in three steps:

(1) based on the last price on the year and allocat-
ed annual dividend of shares listed on BSE-Sofia, ten
companies with the highest dividend yield are selected;

(2) an investment portfolio with equal weights (an
equal amount is invested in each share) is drawn up
with these ten issues;

(3) the procedure is repeated at the beginning of
each year.

As for the other strategy there is no rebalancing
and the portfolio is composed at the beginning of the
sample of companies which regularly pay dividends
during the period of the study'. Again, the assets in-
cluded in the portfolio are with equal weights.

The yield of both portfolios is calculated on an
annual basis by equation (1):

_ S Pit _Pit—l + Dit + Iit +Sit
Rpt |Z=1: Pit—l ’ (1)
where
R, is the return on the portfolio at year t; B, —
closing price of share i at year t; P, , — closing price of

share i at year t-1; D, — distributed dividend of the

security i at year t; | — realised interest rate of rein-

it
vestment of dividends received (because investors can
reinvest at different percentages, I, is set to zero);
S, — the value of shares received from the increase of

capital with reserves (stock split).

Establishing whether any realised higher return
from dividend portfolios is not due to the rational com-
pensation for risk is a critical moment in the study. In
this respect it is necessary to derive risk-adjusted re-
turns. This will be done through the widely used model
of Jensen (1968), in which risk-adjusted abnormal
returns are available when a >0 :

Ry—Ri=a+p,(R,—R)+e,, 2)

where:

! Due to the specifics of the Bulgarian capital mar-
ket, under regular payments of dividend it must be con-
sidered of the total excerpt (14 years), in maximum two
inconsecutive years there can be gaps in the distribution
of dividends.

R, is the annual yield of the researched portfolio;

R; — the risk-free rate; a— the abnormal risk-adjusted
return; /3, — the estimated systematic risk of the port-

folio; R,, — annual market return; random deviation at
time t.

4. Data Sources

For the realisation of the research, the market re-
turn must be put. The index SOFIX is seen as the per-
sonification of the market among the Bulgarian in-
vestment community. The index’s calculation started at
2000 which determined the temporal sampling interval
from 2000 to 2014. The values of SOFIX and the pric-
es of the individual shares are extracted from the inves-
tor.bg and money.bg database (at split of the shares
from an issue). The information about distributed divi-
dends is received from money.bg and bse-sofia.bg.

The value of distributed dividends to SOFIX are
derived on the basis of the structure of the index over
the years and weighing the distributed dividends, ac-
cording to the methodology for calculating the index —
according to the free-float of the individual issues and
the corresponding weight factor. Then the resulted
values are converted into points for comparability in
the calculation of market returns.

For risk-free yield (R;) it is used a cumulative

annual return of the Bulgarian quarterly government
securities. The data source is minfin.bg.

In the selection of emissions, the preferred shares
and companies that have paid less than two dividends
during the period of the study are excluded.

Shares corresponding to the established criteria
for inclusion in the passive portfolio are ten: 6AB
(BSE code), SALB, 4F6, 5SR, SMH, 57B, 52E, 55B
(up to 2012 incl.), 4HE, SMA.

5. Empirical Results

The obtained results are summarized in Table 1.
The active and passive investment strategies, based on
dividend yield, have been proven as extremely success-
ful in the Bulgarian capital market. The regression
equations and their parameters (o u ) are statistically
significant at confidence interval of 95%. Positive
values of a in both portfolios indicate the possibility of
realisation of an impressive abnormal risk-adjusted
return which exceeds 30%.

The portfolios have low systematic risk compared
to SOFIX although they include a smaller number of
companies, i.e. they have a weaker diversification. An
important feature of portfolios is that they have fewer
years with a negative yield, and also have twice higher
ratio return / risk than SOFIX.

The difference between the average geometric an-
nual yield of active and passive portfolios is only
3.59%. Such a premium cannot be regarded as com-
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pensation for the management of such an actively man-
aged portfolio because this premium is commensurate
with the potential transaction costs and bid-ask
spreads. Of course, at a passive management there is a
higher risk of ownership of companies in financial
distress. Therefore it is necessary for two consecutive
years of undistributed dividends, the position to be
removed from the portfolio and possibly to be replaced
by another.

Table 1
Risk and return characteristics of the active and
passive dividend portfolio for the period 2001- 2014

Portfolio i i
Year SOFIX pﬁri?c:i?o plz)ii;l;lfieo
2001 14.06% 41.8%  25.4%
2002 69.12% 478%  56.9%
2003 154.16%  76.2%  86.9%
2004 39.39%  215.2% 164.0%
2005 33.87% 71.7%  72.4%
2006 50.15% 70.6%  77.0%
2007 45.72%  153.5% 167.3%
2008 -79.35%  -67.9% -72.4%
2009 19.39% 39.4%  28.5%
2010 -14.35%  28.7%  44.5%
2011 -9.68% 6.6% 2.3%
2012 12.53% 31.4%  15.0%
2013 49.02% 389%  35.1%
2014 9.66% 26.1%  31.8%
Geometric return 14.93%  40.93% 37.34%
Annualized volatility | 51.59%  65.98% 61.67%
Return / Risk 28.95%  62.03% 60.55%
Jensen's Alpha -- 35.78% 31.17%
Beta 1 0.68 0.73

6. Conclusion

Based on the analysis and the empirical results
displayed, the conclusions are:

First: There is a dividend puzzle on the Bulgarian
capital market and the dividend yield of the shares has
a strong influence on their return.

Second: Through the use of basic and easy to ap-
ply in investment practice dividend yield strategies it
can be realised high risk-adjusted excess returns on a
consistent basis on the Bulgarian Stock Exchange —
Sofia. For the individual investors, the application of
passive investment is preferred, given the low transac-
tion costs and the lack of efforts to maintain the portfo-
lio.

Third: Currently, the specifics of human behav-
iour are the most plausible explanation for the availa-

bility of dividend puzzle and consistency of the results
from the application of dividend yield strategies.
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Hasaos L.JI.. T'ojioBojioMKAa AuBiZeHAY Ha
Boarapceekiii ®onaosiii bipxki — moxiuBicTs A5t
AHOPMAJILHMX PHU3HMKIB Ta CKOpPEeroBaHux MoOBep-
HEHb.

CraTTsi JOCHiKYye pPO3PHB MIiXK TEOPETHUHUMH
(hopMyITIOBaHHSMU MPOCYBAHHS TMOJIITHKW ONTHMI3aIlil
JUBIICHTY i EMIIPUYHUME TAHUMU KOMIIAHIH i ITOBE-
JIHKOIO 1HBECTOpa, BiIOMil B akajeMiuHiil JiTeparypi
sIK "TOJIOBOJIOMKA JuBieHmy". JIoCHiIKeHO iCHyBaHHS
OO SBUINA 1 MOro BIUIMB Ha 3arajibHi miHu. Mera
BHBYCHHS - BCTAHOBUTH YU € MOXKIIBHM IIPHCTOCYBa-

tH high-yield s ycBinomieHHS po3paxyHKy IHBineH-
ny. EMmipudHi pe3ynbTatu Mmokas3yoTbh, M0 MPUOYTOK
Ha aKTHMBHO a00 MAacHUBHO YIPABIIEMUN TOPTQeEb
BHCOKOJIOXIIHUX aKIil MOKpAaIly€e TOJIOBHUN IHAEKC
Bonrapcekoi gponmoBoi Gipxi.

Kniouosi crosa:. TONOBOJIOMKA NHBIICHIY, TTOJI-
TUKa JUBIICHY, BKIAICHHS TUBIICHIY, PUHKOBA ede-
KTHUBHICTb, TEOPIisl MEPCIICKTUBH, PUHKHU KAITiTaITy.

IlaBaor II.JI' TosoBosioMKa OUBHUIAEHAA Ha
Bouarapckoii ®onnoBoii bupike — BO3M0KHOCTH AJIs1
aNHOPMAJIBHBIX PHCKOB HW CKOPPEKTHPOBAHHBIX
BO3BPAaTOB.

Crarts uccnemyer pa3pblB MEXKAY TEOPETHUECKH-
MU (OPMYJIMPOBKAMH TOJUTHKH ONTUMH3AIMH JTHBH-
JIeHAa YW JMIUPUYECKUMU JIAHHHBIMU KOMITAHWHA U
MOBEJICHUM WHBECTOPA, H3BECTHBINA B aKaJIeMHUYHECKON
nuTeparype Kak "ronoBonomka auBuaenaa’. Mccnemno-
BaHO CYILIECTBOBAHME ATOT'O SIBJICHUS U €r0 BIUSHUE Ha
obme neHsl. llenp M3ydeHHs — YCTAaHOBHTH BO3MOJXK-
HOCTh TPHUCIIOCOOJICHUSI BBICOKONPHUOBUTLHOCTH ISt
TOHUMAaHUsSl pacyeTa NUBHIEHIA. DMIIUPUUYECKUE DPe-
3y/lbTaThl TOKa3bIBAlOT, YTO NPUOBLIL HA AaKTHBHO
MO0 MAaCUBHO YIPABISEMBIA MOPTHENnh BHICOKOI0XO-
JHBIX aKIUHM yJIydllaeT I1aBHBIM mHAEkC bonrapckoi
(boHIOBOI OUPXKH.

Kniouesvie crnosa. TOIOBOJIOMKA ITHBUICHAQ, IT0O-
JIMTUKA JUBHUICH]IA, BIIOKEHNE NHUBHJICHJA, PHIHOYHAS
3¢ (}HEKTHBHOCTD, TECOPHS MEPCIEKTUBbI, PhIHKH KallH-
Tana.

Pavlov. Ts. L. Dividend Puzzle ON Bulgarian
Stock Exchange — Opportunity for an Abnormal
Risk-adjusted Returns

The present paper examines the gap between the
leading theoretical formulations about the optimal
dividend policy and empirical data on the companies
and investor’s behaviour known in the academic litera-
ture as “dividend puzzle”. The existence of this phe-
nomenon and its impact on share prices are explored.
The aim of the study is to establish whether it is possi-
ble risk-adapted high-yield to be realized through divi-
dend investing. Empirical results show that the yield on
the actively or passively managed portfolio of high-
dividend-yield shares outperforms the main index of
Bulgarian Stock Exchange —Sofia.
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MODELING OF INVESTMENT ATTRACTIVENESS OF ENERGY ENTERPRISES
OF UKRAINE UNDER GLOBALIZATION (COAL INDUSTRY CASE STUDY)

A strive of the coal-mining enterprises for invest-
ment is their priority objective under conditions of
economic crisis. Innovative development of the enter-
prises is primarily attained through upgrading their
mining assets, operation technology and raising safety
standards. The implementation of clean coal technolo-
gies, coal extraction and enrichment requires a signifi-
cant investment in the geological and marketing re-
search, and studies of the technical, technological and
economic conditions. Formation of appropriate in-
vestment strategy requires finding sources of business
finance; therefore the creation of the two areas of in-
vestment at the level of industry and enterprise in the
framework of the strategy is of particular importance.

The Strategy of the Coal Industry Development to
2030 indicates the state to be a major investor in the
coal industry for the next 20 years. However, the Strat-
egy envisages the reduction of funding for their busi-
nesses and access to self-sufficiency of production. The
application of the clean coal technologies of extraction
and enrichment is a key development strategy of coal
enterprises through simulation of innovations, which
makes up the research topic worthy.

This study is based on the contributions made by a
number of researchers into exploration of the issues
related to funding innovative development of the coal-
mining enterprises: A. Alymov, A. Amosha [2, p. 3],
A. Akmayev [1, p. 129], A. Astakhov, O. Wagons, D.
Halushko, T. Hatova, G. Provinces, F. Evdokimov,
M. Ivanov, A. Kabanov, 1. Pavlenko, 1. Petenko [5, p.
255], B. Reichel, V. Sally [6, p. 22]. However, we
attempt to use modeling of the industrial development
in order to focus on the core unsolved problems of
ensuring investment policy of implementing the clean
coal technologies and raising capacity of coal mining
assets. Besides, there is a need to study the concept of
evaluating the status of each coal mine.

The purpose of the study is modeling the process
of investing in the innovative development of the coal
industry. The framework of the study purpose involve
a necessity to solve such problems as the analysis of
the current forms of reproduction industry, identifying
key problems and inefficient use of funds to construct a
model of evaluation of investment attractiveness of
mines including sectoral priorities and trends on the

world coal market in the context of sustainable devel-
opment.

Mining industry as a set of individual enterprises
has a structures ability, because new construction and
reconstruction (modernization) are elements in differ-
ent directions; closure of some mines is also of this
structure elements. Its formation depends on the rela-
tion between coal-mining enterprises at some period of
time at which carried out various forms of reproduction
industry (simple, extended, narrowed). According to
some form of reproduction separate enterprises and
industry, based on a systematic approach, have identi-
fying an appropriate funding sources: a simple repro-
duction of a separate enterprise is obliged to finance
the enterprise itself and extended — an industry that can
attract investment funds from different sources. In this
case the volume of industry investments is not the sum
of individual enterprises investments under these con-
ditions Investments provided mainly "on demand",
when there is a need for in the process of development
of mine, construction or reconstruction of the separate
elements of technological lines or buying equipment.
All these possible sources of concerning enterprise and
industry has its own advantages and disadvantages and
a focus that is desirable to increase or decrease the
share of appropriate sources (Table 1).

Table 1
Desired funding coal mining enterprises *
Desired focus share of investment
fi
Source of . or for the | for the state
. individual | .
investment . industry budget
enterprise
State budget . . . . .
increasing |increasing| reduction
funds
Own funds reduction |increasing| increasing
Bank Loans reduction | reduction | reduction
Borrowed . . . .
reduction | reduction| increasing
funds

* Developed by author based on data [3, p. 29].

The dynamics of coal industry financing structure
by source in accordance with "The Strategy" provides a
temporary increase of the state budget share from
72.6% in 2007 to 77.5% in 2011, would be followed by
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a gradual decline to 67.0% in 2030 , reducing the share
of own funds of enterprises from 27.2% in 2007 to
14.7% in 2030 and increasing the share of other private
sources from 1.0% in 2007 to 18.4% in 2030. Thus the
average annual volumes of financing are increasing by
the state budget from 2.25 billion in 2007 to 4.51 bil-
lion in 2014.

The leading role in sources of investment financ-
ing plays the state budget and own assets. Bank loans
as well as borrowed funds aims facilitate financing for
a certain time period or even be absent.

The leading role in investment financing plays the
state budget and own assets of the enterprises. Bank
loans as well as borrowed funds aims to facilitate fi-
nancing for a certain period of time or even be absent.

We are conducting a systematic analysis of ob-
jects related to the conservation capacity potential of
mines by the degree of development of average annual
estimated cost (Table 2). The study includes 91 object,
including new construction, reconstruction and tech-
nical re-equipment of the Capacity Expansion - 34 and
reconstruction and technical requipment without the
capacity expansion - 57 objects. Assets under construc-
tion are 855 because of insufficient of capital invest-
ment, which it is used to construct a total of 5.01 bil-
lion. capital investments. Continuous under-funding of
capital construction (volume decreased by 3.8 times -
from 870 million. In 1991 to 229.4 million. In 2013)
has caused a sharp reduction in construction works,
including carry out preparatory workings decreased
from 2232.7 km in 1990 to 639.2 km in 2013.

Table 2
Development of cost estimate limit by groups objects from 2008-2013*
Index by groups of objects
. technical
. . technical .
reconstruction| reconstruction retoolin retooling
. new increment of without the . NG without the
. Data unit . . . with an increase . Total
Indicators construction| of capacity capacity . capacity
. of capacity .
expansion expansion
The number of | ., 7 18 20 9 37 91
objects
Started work by
groups of objects — 1965 1984 1979 1982 1979 -
The estimated
cost of mlin.
construction UAH 2702 5961 3559 1106 3789 17117
The average
estimates cost of mln.
object UAH 386 331 178 121 102 188
Disbursed cost
estimate limit of min.
01.01.2008 UAH 1516 1421 1655 541 1726 6559
Disbursed cost
estimate limitof | o, 56,1 23,8 46,5 48,9 45,6 40,0

01.01.2013

The distribution of objects at the average annual percentage of estimated cost for disbursedcost estimate limit
0f01.01.2013

object /%
less than 1,00 | disbursed — 6/11,9 8/10,9 2/1,5 9/11,5
1,01 — 2,00 -/ - 2/533 3/18,7 8/38,8 — 4/18,6 17 /36,0
2,01 — 3,00 -/ - 1/50,8 3/388 3/51,5 5/443 5/51,8 17/47,1
3,01 — 5,00 -/ - 3/70,5 4/56,8 3/47,6 1/73,5 9/71,8 [20/63,9
5,01 — 10,00 -/ - — 1/48,1 5/9,2 1/100,0 9/67,.8 16/ 66,1
more 10,0 -/ - 1/100,0 1/58,6 — 2/353 8/59,4 12 /54,8
The average
annual estimated
cost
disbursedeost % 1,40 1,19 1,86 2,22 1,82 -

estimate limit by
groups objects

* Developed by author based on data [7, c. 24-83].
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All objects will divide into the following groups
(in percent per year): from development to 1.00; 1,01-
2,00; 2,01-3,00; 3,01-5,00; 5,01-10,00; more than
10.00 per year. The calculation results are shown in
Table. 2.

Work on the preparation and disclosure of excava-
tion or field training layers and layers of support or
capacity increase mine that it is work, caused by the
development of mines in the space are characteristic of
most of the point out groups (particularly the first
four). Out of the total estimated cost of the object
(17.117 billion.) only 57% (9,769 million.) accounts
for elements intensive development industry (new
construction, reconstruction and technical re-
equipment of power increase). Thus, almost half of the
volume of financing from state budget accounts for
support of capacity of existing enterprises, that is a
simple reproduction.

All objects will divide into the following groups
(in percent per year): from development to 1.00; 1,01-
2,00; 2,01-3,00; 3,01-5,00; 5,01-10,00; more than
10.00 per year. The calculation results are shown in
Table. 2.

Work on the preparation and disclosure of excava-
tion or field training layers and layers of support or
capacity increase mine that it is work, caused by the
development of mines in the space are characteristic of
most of the point out groups (particularly the first
four). Out of the total estimated cost of the object
(17.117 billion.) only 57% (9,769 million.) accounts
for elements intensive development industry (new
construction, reconstruction and technical re-
equipment of power increase). Thus, almost half of the
volume of financing from state budget accounts for
support of capacity of existing enterprises, that is a
simple reproduction.

Determined that in real conditions when it is de-
sirable to facilitate intensity of the state budget and
increase the share of own funds, the role of loans can
be increased, especially under favorable credit terms
(low bank rate). It is obvious, that terms of construc-
tion is so stretched unacceptable, particularly, when
you consider the work of minefield. Based on the
above, it can be concluded, that the investment policy,
carried out for a long time, was unsatisfactory, because
it has the following principal errors:

- mainly funding of facilities the simple (exten-
sive) reproduction in loss extended objects (intensive)
development;

- distribution of unsatisfactory by volume funding
between numerous objects;

- focus on the prolonged timing of planned of
work on individual objectst, that it generates large
volumes of work in progress.

The long periods of construction is not objectively
necessary. They are subjective because they arise due
to the managing investments process, but when we

detailed study of issue — it is not, although volume of
financing is really insufficient. Whatever volume of
financing, including insufficient, there is another aspect
of the issue - use of it that is. As the possibility of "less
need", then the easiest method of apportionment — give
all of equally and gradually, as happens in reality. Is
much more difficult to make allocation on the principle
of most efficient use of available resourcesthat it is
targeted. For this purpose, in particular, is necessary
quantify the "state of mine" and determine what to
expect from this mine, if it provides the particular
funding.

There is a need to develop scientifically based of
methodological approach to determining the invest-
ment attractiveness of coal mines influenced by pre-
defined the system of environmental and industrial
factors. That economic subsystem mine is determined
interaction of the other two subsystems: the extraction
of mineral resources and the preparation of new re-
serves to further working out.

Adapting the methodology of quantitative assess-
ment of the investment attractiveness of the choice to
build a favorable investment objects. The difficulty lies
in the fact that certain factors that describe the state
mine directly to not comparable with each other, such
as the depth of mining of coal and the kinds of coal.
Accounting for the effects all existing factors is rather
complicated, therefore is required choose from the
main of them that really shape the extent investment
attractiveness of mine. It is advisable to determine
investment attractiveness of the mine as a quantitative
index of the state, which preliminary (without the pro-
ject) describes as feasibility maintain or increase the
capacity of the enterprise, with a larger value of the
index corresponds to a higher degree of relevance.
Investment attractiveness of mine is characterized geo-
logical base and the level of development of industrial
factors, and hence the attractiveness index should take
into account both of these factors. The quantitative
influence major environmental and of industrial factors
on investment attractiveness mine is shown in Table. 3.

The study suggests, index of investment attrac-
tiveness (I) of the mine as a whole to determine as
composition of these nine factors, with the value I have
a level of 0.6 ... 3.3. In particular, for mine "Komso-
molets Donbas" industrial factors provided at the level
of 2.4, and environmental - 0.6. The smaller value of
this index corresponds to less investment attractive-
ness, that is reconstruction and maintenance of such
mines requires more capital investments (to bring these
mines to the level of large, efficient operating compa-
nies).

This approach makes it possible to rank mine ac-
cording to their investment attractiveness and opens the
possibility of an objective and substantially to ap-
proach to solving the issue about whom or advisable
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preferable to send investment, the total of which is

always limited.

Table 3

The complex of natural and industrial factors
that determine the level of investment attractiveness
of mines *

Environmental factors

Industrial factors

The residual mineral
reserves

Throughput the main units
(production processes) of
mine

Capacity coal seams being
developed

The complexity of
underground of mine
management

Immutability seams within
the limits a mine field

The production capacity
of the mine

The depth of mining of coal|The average volume of

The kinds of coal annual production for

several years

* Developed by the author based on data [4. with. 4-
11].

Determination of the index of investment attrac-
tiveness provides an opportunity to make a a compara-
tive assessment of the state mines, but then is neces-
sary with the mine aggregate got with higher index of
investment attractiveness to choose the specific mine
which should to send resources of capital investments.
Established that of nine factors that describing invest-
ment attractiveness mine is most closely related with
the capital investment capacity are capacity seems and
throughput the main parts of the enterprise. The larger
capacity and less through put varies some basic parts of
the mine, the less need for capital investment to sup-
port or increase the capacity of mine.

At the same capital investments in these coal
mines you can obtain greater effect. It is therefore logi-
cal to consider these mines a perspective and invest is
primarily in such enterprises. Based on these common
prerequisites, it is advisable to use a quantitative index
of perspective mines that enables determine the se-
quence of of capital investments by some enterprises
under limited of investment opportunities in the indus-
try.

We analyzing the group of mines in one region or
some mines from different regions in a mode
of comparison of, we obtain a list of mines that have
different levels of technical, economic and financial
indicators. As a result, these mines have different in-
vestment attractiveness, and the task is put on targeting
and a priority for investments. We suggest a mecha-
nism of comprehensive assessment of investment at-
tractiveness and priority of mines.

First of all, we determine for each mine level of
economic of reliability and attractiveness. These pa-
rameters are indicative of internal reserves of the mine
in terms of favorable to invest, and on this basis we

12

divided the mine into 3 groups (leaders, middle and
closing) with appropriate assessment on a five point
scale. Each score is the aggregate estimation of indexes
the mine (combined coefficient of, the level of invest-
ment attractiveness). The higher the score, the greater
the probability of transition to another group of the
enterprise, and subsequently larger size of investment.

The next stage of research is to construct a model
identifying perspective mines. As the objective func-
tion is adopted the maximum of coefficients of per-
spective mine:

A=Y G = max, (1)
i=1
limitations:
>k <K; > D =D n=13K >10;
o1 i=1 q
G, =mq;, xtq; . (2)

Conventional signs in models (1) - (2):

A — the objective function; K — the annual volume
of capital investments allocated for the reconstruction
of the mine again; q — the average annual resource
development capital investments in once again recon-
structed the mine; n — amount of the mines that can be
reconstructed according to available investments; 1.5 —
reserve ratio of the considered mine (in order to prove
amount them of not less than 10); gi — the index

of the mine under consideration, i =1,n; mgi — mqi -
capacity of seams on i-mine (relative indicator);

i=1n"; tgi — technological reliability coefficient i-

mine i=Ln"; Gi — coefficient of perspective i-mine

i =1,n" ; ki — amount of capital capacity (annual) for

i-mine; Di — mining in the i-mine i =1,n"; Do —
specified or desired production levels.

This index for groups of Dobropilskiy mine is 4,
but for mine Torez-Snizhne region this index is 2. The
combination of mine with the largest values of the
index of perspective with further targeted prospects
investment is determined by the number of perspective
of mines.

Suggested model is adapted to the conditions of
partial reduction potential of enterprises concerning
mining of anthracite in terms of transformation is rela-
tively to perspective the mine to infrastructure of Torez
region under the criterion rising living standards. It is
established that the level of investment of 400 million.
and the availability of funds in the amount of 50 UAH.
on 1 ton capacity the mine "Progress" is capable by
2015 to increase production volumes of high quality
coal to 1.1 million tons per year in of labor productivi-
ty 41 tons per month. The mine would have been self-
sufficient enterprise and it has reached a level of profit

(0]
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that is larger before tax in 2015 amounted to about 35
million UAH over a five year period.

Therefore, identification of the index of invest-
ment attractiveness provides an opportunity to make a
comparative estimation of the state mines and making
use of the aggregate of the mines having the highest
indices of investment attractiveness to choose the
group of specific mines, which deserve allocation of
the larges resources of capital investments. The coal
seams and capacity of the main parts of the mines are
shown to be the most closely associated with the capi-
tal investment capacity of the nine factors that charac-
terize the investment attractiveness of the mine. The
more the capacity of the coal seams and less varies of
the capacity of some basic parts of the mine, the less
capital investment is required to maintain or increase
the mine capacity.

To attract loans of international banks it is re-
quired to disclosure the patterns in volatility of the
mine prospective values, which are of paramount im-
portance while forming the regional budget, and also
creation of an anti-crisis program of coal regions de-
velopment. Social and environmental aspects of coal
regions require further investigation in the context of
globalization to create programs that support the min-
ers, subject to early retirement and projects that support
areas of abandoned mines and provide their sustaina-
bility, greening processes in the mines and use of the
clean coal technologies in mining and enrichment of
coal. Adaptation of international experience in creating
and implementation of these programs will have a
positive effect not only on investment of the region,
but also on the increase of the overall innovative activi-

ty.
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IMTaBjenko 1. I. MopenoBanus iHBeCTHIIHHOT
NPUBAGJIMBOCTI MINMPUEMCTB €HEPreTHYHOT0 KOM-
iekcy YkpaiHu B yMoBax riotanizamii (ByrieBu-
A00YBHUH KOMILIEKC)

B craTi BUSBIEHO NPUYMHU MPOBAY 1HBECTHIIIM-
HOI MOJIITMKHA Ha BYIJICBHJIOOYBHHX IiANPUEMCTBAX.
JlocmipKeHHsT TIOKa3ye, IO 1HBECTHIII B OCHOBHOMY
CIPSIMOBaHI Ha EKCTCHCHBHE BIITBOPEHHS IiIIPH-
€MCTB, 110 € JOCUTh TPUBAJIUM Y Yaci.

3anporoHoBaHa METOMKA JI03BOJISIE OLIIHUTU 1H-
BECTHLIHHY MPHUBAOIUBICT BYIJICBHIOOYBHHX ITiJIII-
PUEMCTB Ta 1i OCHOBHI B3a€MO3B’SI3KH IIPOMHUCIIOBHX Ta
MPUPOAHUX (PAKTOPIB, IKI BU3HAYAIOTH MPIOPUTETHICTH
00’€KTIB JIJIs1 iIHBECTYBAaHHS B KOHTEKCTI CTIHKOro po3-
BHUTKY BYT1JIbHOT TPOMHUCIIOBOCTI.

['pyna npupoaHHUX Ta TEXHOJOTIYHHMX (haKTOpiB
BH3HAYAIOTh IHBECTHIIWHY MPUBAOIUBICTh BYTiIBHUX
MIANPUEMCTB, SIKi O0paHi Ta IPYHTYIOTbCS HA OCHOBI
JIOCJTIJDKCHHS] BUPOOHUYHMX 3aIlaciB IIaXTH.

KoskeH (hakTop OIIHIOETHCS KUTBKICHO 3 BUKOPHC-
TaHHSIM  TIOPIBHSHUX ~XapaKTepUCTHK. Po3pobiieHo
QITOPUTM JJIsl BA3HAYCHHS B3aEMHOTO BILTUBY Iepepa-
XOBaHUX (PAKTOPIB Ha piBEHb EKOHOMIYHOT HaIIHHOCTI
MIaXTi.

Kurouosi cnosa. 1HHOBAIIHHUN PO3BUTOK, MOJIE-
JIIOBaHHS, JCp)KaBHA IMIATPUMKA, Jiep)KaBHE (DiHAHCY-
BaHs, BYTiJIbHA MIPOMHUCIIOBICTD, KaliTalbHI BKJIAJCHHS,
ajJipecHe IHBECTYBaHHSI.

IMaBnenko U. U. MoaeupoBaHue HHBECTHIH-
OHHOM TPHUBJIEKATEJIbHOCTH TPEeINPUSITHH 3Hepre-
THYECKOro KOMILIeKCa YKPAHHbI B YCJOBHSIX IJI0-
oasm3anuu (yrieao0bIBalomuii KOMILIEKC)

B cratbe BbISIBIICHBI MPUYUHBI ITPOBajia HHBECTH-
[IMOHHOW MOJUTUKH Ha YrOJbHBIX Hpearnpusatusx. Mc-
CIICJIOBAHHE IMOKA3BIBACT, UTO HHBECTHIIMH B OCHOBHOM
HaIpaBJIeHbl HA SKCTEHCHUBHOE BOCITPOU3BOJICTBO M YTO
JIOJITO BO BPCMCHH.

IIpemyioxkeHHass MeTOAMKA TIIO3BOJISIET OICHUTH
MHBECTHIIMOHHYIO TPUBJIEKATEILHOCTh YIjiea00bIBa-
IOIIKUX MPEANPUATH M €€ OCHOBHBIC B3aMMOCBSI3U
MIPOMBIIIICHHBIX W TMPUPOJHBIX (PAKTOPOB, KOTOPHIE
ONPENICISAIOT IPUOPUTETHOCTh OOBEKTOB ISl HHBECTH-
IMA B KOHTEKCTE YCTOWYHMBOTO PA3BUTHSI YTOJBHON
TIPOMBITIIJIEHHOCTH.
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I'pymma npupogHbIX W TEXHOJIOTHYCCKHX (DAKTO-
POB, ONpENEISIONINX WHBECTUIIMOHHYIO TIpUBIICKA-
TEJIbHOCTh YrOJIbHBIX IIIAaXT, KOTOPbIC BBLIOpaHbI H
000CHOBaHbI Ha OCHOBE HWCCIIEIOBAHUS TPOU3BOJI-
CTBEHHBIX 3aI1aCOB IIaXThI.

Kaxxapiii (hakTop OLeHHMBAeTCs KOJIMUYECTBEHHO C
HCIOJb30BAaHUEM CPAaBHHUTCIIBHBIX  XapaKTEPHUCTHUK.
Pa3paboTan anroputm Juisi ONpejelieHHus B3aUMHOTO
BITUSTHUSI BBINICYKA3aHHBIX (PAKTOPOB HA YPOBEHBb KO-
HOMHUYECKOM HaJIC)KHOCTH IAXThI.

Ktouesvie croea. MHHOBAIIMOHHOE Pa3BUTHE, MO-
JISTMPOBaHUE, TOCYAapCTBEHHAS MOJICPIKKa, roCyaap-
CTBEHHOE (DMHAHCUPOBAHUE, YIrOJbHAs IPOMBIIICH-
HOCTb, KalIUTAJILHBIC BIOXKEHUS, aJpeCHOE NHBECTUPO-
BaHHE.

Pavlenko I. I. Modeling of Investment Attrac-
tiveness of Energy Enterprises of Ukraine under
Globalization (Coal Industry Case Study)

The paper identifies causes of the failure of in-
vestment policy at coal-mining enterprises. The study
shows that investment is mostly aimed at extensive
reproduction and extension projects of time that re-
quires immediate completion. The method suggested
allows assessing investment attractiveness of coal-
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mining enterprises and it highlights a relationship of
the industrial and environmental factors that deter-
mines a priority of objects for investment in the context
of the coal industry sustainable development.

A group of natural and industrial factors which
determine investment attractiveness of coal mines are
selected and grounded on the basis of study of produc-
tion elements of the mine.

Every factor is valued quantitatively with the use
of comparative (model) characteristics. The algorithm
to determine mutual influence of abovestated factors
on the level of economic reliability of the mine is de-
veloped. As a result, groups of mines are formed using
the grade system in order to ensure that the addressee
will be chosen but in accordance with the level of in-
vestment attractiveness.

There are generalized ideas of coal sector future
development as for lifetime of mines, quality of re-
serves, and information about new construction sites as
well as expediency to reconstruct a part of mine stock,
and necessity to close unpromising mines which
worked out their qualitative recerves.

Keywords: innovation development, modeling,
clean coal technology, government funding, coal indus-
try, capital investments, address investment.
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IMPORTANCE OF THE CODE OF ETHICS IN THE ORGANIZATION

Unethical behavior is a complex problem that is
difficult to solve in contemporary organizations. It is
also a problem that must be addressed by all structural
levels in a particular company. Counteracting the un-
ethical actions and influencing the behavior of the
human factor towards ethical behavior must be a priori-
ty of a company’s policy. The research and recommen-
dations in this direction outline the necessity of an
Ethic code that shall comprise individual and compa-
ny values, and whose harmonious interaction shall
provide stability and efficiency of the management
process. This code shall serve as a balancing force
among the various interests and systems of values,
which shall thus establish common ethical standards
of behavior.

Eliminating unethical behavior requires strength-
ened managerial supervision and adequate reactions by
the employees (disapproval, recommendations, mentor-
ing, signals, etc.). In addition, there must be imposed
methods of sanctioning unethical behavior or praising
ethical behavior. Superiors and employees must always
work in an atmosphere of mutual understanding and
responsibility. This involves counteracting unethical
behavior and stimulating positive examples. Conform-
ing to the ethical values of the organization and the
effective application of company culture as a leading
factor in the managerial process is accepted by manag-
ers as a fact that should not be questioned. However, a
pertinent issue is also the practical application of the
idea of positive and constructive relationships in the
managerial communication. In this respect, the real
expression and application of the humanistic trend in
contemporary management can be traced in the organ-
ization strategies that increasingly apply ethical codes.

A key element of an effective managerial strategy
is the development and adoption of a comprehensive
ethical code of behavior which shall guide through
practical and unambiguous rules what the behavior of
all employees shall be. In its role of a behavior super-
visor, the ethical code regulates the ethical norms and
imposes penalties for violating them. Such penalties
must correspond to the seriousness of the violation and
must be supported by adequate administrative and legal
regulations that must be explained to the employee
upon his/her appointment in the particular organiza-
tion. The ethical code regulates the relationships
among work colleagues and their professional and
personal behavior. It also determines the ethical norms
that strengthen the trust and moral in the organization.

The ethical code aims at determining the ethical
standards of employees’ professional activity by:

- developing company culture and professional
values based on the principles of humanity and accept-
ing human rights;

- facilitating the adoption by the organization of
processes of developing a common system of values in
the conditions of globalizing economy;

- by facilitating the training of employees towards
achieving professional ethical behavior in their work
activities.

Among the underlying principles of every ethical
code, there must be values like:

e Lawfulness — the employee carries out his/her
work duties in compliance with the accepted internal
regulations of the organization;

e Loyalty — the employee cooperates towards a
state policy and in particular — company policy based
on the principles of a law-abiding state;

e Honesty — the employee, depending on the
functions assigned to him/her performs tasks, proposes
and makes decisions, aiming at eliminating unethical
behavior and strengthening the trust in the organiza-
tion;

e Objectivity — the employee performs his/her
duties objectively and diligently as he/she aims at col-
lecting, analyzing and evaluating precisely and objec-
tively all facts and circumstances related to his/her
duties without allowing the influence of personal or
external interest;

e Competence — the employee performs his/her
duties by using and applying his/her knowledge and
experience and constantly improves his professional
qualification and skills in the interest of the citizens;

¢ Political neutrality — the employee does not al-
low his/her work to be influenced by his own or exter-
nal political interests;

e Responsibility — the employee behaves in a
way that does not damage his/her company’s reputa-
tion, not only in carrying out his/her work duties, but
also in his/her public and private life;

e Respecting the individual — in performing
his/her duties the employee must be polite and respect-
ful to everyone, and respect the rights and dignity of
the individual without allowing any forms of discrimi-
nation;

e Clarity — the employee performs his/her work
duties in a way that allows a monitoring on his/her
actions and the results of the work done.

According to the ethical code, regarding the rela-
tionship manager-employee, the employee must act in
a way that is professional, unbiased and active in de-
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veloping and carrying out managerial decisions. Per-
forming the duties in the organization must convince
the managers that the employee can be trusted and
he/she can be relied on. The employee must discuss
with the managers and his/her immediate superior
openly and honestly the problems encountered in the
process of his/her work.

The relationship employee-employee requires
trust, honesty and tolerance, which means no behavior
is accepted that will harm the dignity and rights of an
individual. The employee must be ready to help and
assist his/her colleagues in their carrying out their work
duties with his/her own competence. Employees must
strive towards preventing situations of conflict among
one another. The responsibility for honest and profes-
sional relationships among the employees is borne by
the immediate superiors. A manager must set an exam-
ple to the other employees in the administration by
performing his/her duties diligently and punctually,
and by showing high sense of responsibility.

In performing his/her work duties and in his pub-
lic life the employee must not damage the company’s
reputation and must not allow personal behavior that
does not conform to the accepted moral norms whether
inside or outside of the organization. The employee
must strive to avoid conflicts, but if such arise, he/she
must solve them in an ethical way.

The ethical code shall be followed strictly, since it
has been voluntarily adopted by all managers and
employees in the organization, as any violation to the
regulations described in it shall be considered a motive
for bringing charges of disciplinary responsibility.

Preventing the instability in managerial commu-
nication can be aided by the implementation of an
appropriate mechanism of control, which the ethical
code is. It is a lawful system of rules for ethical behav-
ior which aims at achieving sensible balance between
positive managerial communication, encouraging a
high level of team cooperation, identifying and elimi-
nating instances of violation of the norms adopted by
the organization. Basically, the code is not a norma-
tively binding act, but this does not free managers and
employees of responsibility.

Organizations’ ethical codes unite, bind and or-
ganize ethical values. They represent the beliefs and
outline the employees’ responsibilities. The organiza-
tional code of values is a system of principal priorities,
arranged hierarchically depending on their signifi-
cance. It is a sustainable structure that refers only to
the accents in the company strategy. The values in the
code are in the form of principles, general prescrip-
tions and requirements of the activity, norms and
standards of behavior.

Among the major principles that must be included
in the code of ethical behavior are: altruism, honesty
and sincerity, objectivity, responsibility, openness.

Some of the common principles that must be the
basis of ethical behavior in the organization are:

1. I will always work in compliance with the ethi-
cal principles of the organization;

2. I will perform my work duties by obeying the
law and emphasizing on the organizational values and
regulations;

3. I will be honest and loyal to the employer and
will work in favor of the team,;

4. I will strive to maintain the necessary profes-
sional competence and constant improvement of my
professional skills;

5. I will conform to the requirements of the man-
agers and will accept the necessary training, new
knowledge and skills;

6. I will carry out orders and assignments objec-
tively and steadily;

7. I will recognize and follow the main aim of the
organization;

8. I will make decisions according to my compe-
tences and experience and if necessary will advise my
colleagues in a spirit of understanding and cooperation;

9. I will maintain the positive public image of the
organization.

The ethical code must be accepted and signed by
everyone employed in a particular organization. Thus
every employee will have the necessary basis of ethical
behavior and will be aware of what to expect in follow-
ing it and respectively that no behavior contradicting
the clauses of the code will be tolerated. Therefore, the
ethical code is a starting point and a necessary base for
every organization that conforms to the ethical princi-
ples and norms of behavior of its employees.

Ethical behavior must be tolerated. Measures in
this direction must be taken by managers who must set
a personal example, good attitude towards employees,
avoiding rudeness, arrogance, abuse of power. Appro-
priate behavior and just managerial decisions strength-
en trust. Such managerial decisions are the basis of the
ethical code. Conforming to them is subject to internal
control and it is useful to create an organ or unit of at
least three representatives of different levels in the
structure of the organization. They must have the role
of an ethical committee in cases of ethical conflicts and
must monitor the practical application of the ethical
code.

The currently existing ethical codes are rather
general and do not offer particular practically applica-
ble elements. In this respect the governing body must
propose and adopt clear and adequate measures that
must be stated as enforceable in the code. There must
also be mechanisms for detecting and sanctioning un-
ethical behavior, which must be developed and pro-
posed by those who are dependent on the ethical code.
As already mentioned, an Ethical committee (or a
committee of evaluating ethical behavior) must be
established. It must control the conformity to the Code
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of ethical behavior and applying its principles. This
time it may be a three-member committee with the
following functions:

- to work objectively;

-to follow the adopted in the ethical code
measures;

- to maintain a high level of ethics in the organiza-
tion;

- to strengthen the company’s values and culture;

- to monitor and evaluate the behavior of the man-
agers and employees in either ethical or unethical way;

- to propose measures that can lead to more effec-
tive ethical actions;

- to inform about the made decisions concerning
the employees performing their work duties in an ethi-
cal way;

- to receive signals about ethical and unethical be-
havior and to act appropriately according to the law
and moral.

The committee chooses among everyone in the
organization and reports to everyone at a general as-
sembly.

The ethical mechanisms and the efforts of the eth-
ical committee for monitoring ethical behavior will be
successful only if they are supported by the governing
body and the company culture. One of the means of
supporting the ethical behavior is the establishment of
a structural mechanism of ethics management.

The principal objectives of a structure, such as the
ethical committee, are as follows:

- to advise the governing body on ethical posi-
tions;

- to monitor staff about ethical behavior;

- to inform about ethical violations;

- to carry out ethical policy;

- to persuade towards professional ethics.

The establishment and confirmation of the code is
a process that calls for training, being concrete about
encouragement and punishment, mechanism of filing
complaints and registering violations of ethical behav-
ior in the organization. The role of such a mechanism
accepts the ethical committee within the framework of
the organization which has the rights to consider the
separate cases and to impose measures described in the
code.

The ethical code is a tool for introducing clear
ethical parameters for influencing and regulating the
behavior of the employees in the particular organiza-
tion. Honesty, justice and politeness form the moral
basis, which along with the mutual interest in the or-
ganization are the fundaments of the ethics. Among the
managerial decision and the ethical behavior exists a
strong bond and management is impossible to exist
without ethics. The ethical code is a dynamic document
that has to take into account the constant changes in the
contemporary business world, as well as the specificity

of the particular organization and the already existing
company culture.

The efficiency in the ethical code is expressed
mainly in:

— its uniting effect on the human factor — it aris-
es from the shared ideals, from the sense of availability
of common managerial beginnings in the activity;

— strengthens trust and loyalty;

— creates clarity and correct orientation in work
activities;

— forms common criteria of evaluation;

— has a positive effect on the company image
and facilitates its long-term success.

The ethical code must be accepted by everyone
and employees must behave in compliance with it. The
code, as a common principle of appropriate ethical
behavior, contributes to a better and more effective
managerial process through overcoming difficulties
and conflict situations, as well as finding decisions
when various ethical dilemmas arise.

Ethical codes are transformed from ordinary doc-
uments in theory to practical means of training, educa-
tion and communication. They are the most visible
indication of the ethical philosophy of the organization.
In order for the ethical code to be applicable and mean-
ingful, there must be a clear outline of the rules and
ethical requirements. The employees’ expectations
regarding their ethical behavior must be realistic and
the solution of potential ethical dilemmas must lead to
specific results in favor of ethics. Employees are pre-
instructed with the contents of the ethical code; they
can choose and realize that they must conform to it.
This means that the content of the code must be care-
fully developed by taking into account the various
systems of values, company aims, strategy and speci-
ficity of the organization. In order to be effective, ethi-
cal codes must be created openly, with the participation
of more interested people, as everyone asks questions
and makes propositions. In some organizations, man-
agers encourage the separate units to have their own
codes of solving specific ethical dilemmas. This
strengthens the influence and importance of ethical
behavior in the organization. In the contemporary eco-
nomic and social reality the necessity of ethics in the
relationships is being realized more and more both in
the public and private sector.

The dynamic economic environment faces com-
pany managers with the ethical dilemma: whether they
should be ethical role models or whether they should
yield to the pressure of the situation and the circum-
stances and act according to their interests and material
profit. This is a major ethical issue of the contemporary
society. There is no doubt, however, that the high ethi-
cal standards are positive factors for long term devel-
opment.
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ﬁopnaﬂona E. BaskHOCTH ?3THYECKOro KoJeKca
JUJISI OPTraHU3aI U

IIpoTuBOAEHCTBE HESTUYHBIM JIEUCTBUSAM U BIIH-
SIHA€ STUYECKOTO MOBEACHUS Ha ITOBEJEHUE YeIoBeYe-
cKoro (hakTopa JOJKHBI ObITh IPUOPUTETOM MOTUTHKU
Kommanuu. McciaenoBanusi U peKOMEHJAMA B 3TOM
HaIpaBJICHUH TO3BOJIMJIM HAMETUTH HEOOXOJAMMOCTh B
ATUYECKOM KOJIEKCE, KOTOPBIA JODKEH BKIIIOYATH B
ce0sl MHIWBUAYaAJIbHBIE M OPTaHU3aI[MOHHBIC IIEHHO-
CTH, U TAQPMOHHMYHOE B3aUMOJICHCTBHE 00eCIeunBaro-
mee CTa0WIbHOCTE W A(PGEKTUBHOCTH Ipolecca
yhpaBleHus. DTOT KOJEKC OylIeT BBICTYNaTh B Kaue-
CTBE ypPaBHOBEUIMBAIONIEH CHIIBI MEXIY Pa3INYHBIMU
WHTEpPECaMH U CUCTEMaMU IIEHHOCTEH, KOTOPhIE JOIK-
HbI, TaKUM 00Opa3oM, yCTAaHOBUTH OOLIME STHYECKHE
HOPMBI TIOBE/ICHUSI.

Kniouesvle cnosa. STHUCCKANA KOJIEKC, ITOBEICHHUE,
OTHOIIIEHHS, CBS3H.

Hopnanosa E. BaxInBicTs eTHYHOTO KOJeKcy
JUJIs1 OpraHizamii

[IpoTunis aHTIETUYHUM MdisiIM W BIUIMB €TUYHOT
MOBENIHKH Ha TMOBEIHKY JIFOJICKKOTO (haKTOPy MOBHHHI
OyTH TIPIOPUTETOM MONITUKU KoMmaHii. JlocmimkeHHs
Ta pEeKOMEHJalii B [bOMY HANPSAMKY JO3BOJIIIIH
HaMIiTUTH HEOOXIJHICTh B E€THUYHOMY KOJEKCi, SKHN
MOBHHECH BKIIOYATH IHIMBIMYaJIbHI Ta OpraHi3alliiHi
LIHHOCTI,I TapMOHIYHY B3a€EMOJiI0, sKa 3abe3medye
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CTaOUTBHICTE 1 €(EeKTUBHICTH MPOLECY YIPABIIHHIL.
Lleit konmekc Oyae BHUCTYNATH B SKOCTI BPiBHOBaXKYIO-
YOi CHJIM MK PI3HUMH iHTEpecaMu Ta CHCTEMaMH IIiH-
HOCTEH, SKi BCTAHOBIIOIOTH 3arajibHi €TUYHI HOPMU
MTOBEIIHKH.

Knrouosi  cnosa:
BiJTHOIIICHHS, 3B’ SI3KH.

€TUYHHUHA KOJEKC, ITOBEIIHKA,

Jordanova E. Importance of the code of ethics
in the organization

Counteracting the unethical actions and influenc-
ing the behavior of the human factor towards ethical
behavior must be a priority of a company’s policy. The
research and recommendations in this direction outline
the necessity of an Ethic code that shall comprise indi-
vidual and company values, and whose harmonious
interaction shall provide stability and efficiency of the
management process. This code shall serve as a balanc-
ing force among the various interests and systems of
values, which shall thus establish common ethical
standards of behavior.

Keywords: ethical code, behavior, relationships,
communication.
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MOTIVATIONAL ASPECT OF ORGANIZATIONAL CULTURE IN THE QUALITY
MANAGEMENT SYSTEM AT THE ENTERPRISE

In the conditions which forms in the economic
sphere of Ukraine at present time of its development,
the question of motivation becomes emergency actual,
because the successful solution of certain problems
facing society requires the formation of effective moti-
vational basis, is able to attract workers to the active
production of competitive goods. In this aspect, the
most difficult is the problem of development and im-
plementation of unitary approach to the qualitative
evaluation of staff highly-effective work.

The learning of questions about activation of hu-
man factor in the quality management system at the
enterprise is reflected in the scientific works of Russian
scientists such as A. I. Momot, N. E. Muromets, S. L.
Reshmydilova, N. A. Simchenko, A. V. Stakhiv, V.
Stern, A. A. Tretyak, etc. Otherwise, in spite of a wide
spectrum of scientific works in this subject some as-
pects of research the role of workers motives in the
quality management system at the company still with-
out scientists’ attention, which is caused by the con-
stant changes of the motivational direction of staff in
the conditions of intensifications crisis phenomenons.

It caused the leading of research the purpose of
which is analysis the improvement of motivation and
stimulation of labor activity in the quality management
system at the enterprise in modern conditions.

It should be noted that according to results of re-
search of S. L. Reshmydilova [1] was proposed a
mathematical model of ranking the indicators of prod-
ucts quality, which allows to identify the dynamics of
change and the relationship between indicators of the
creative activity of workers and quality of work. Talk-
ing about all of this into account, the formulation of the
problem of social management of the quality of their
work, according to the author, is to develop and vali-
date mechanisms of synergistic interactions and the
creation on their basis of the optimum scheme of rela-
tions between employees and the labor team in the
process of ensuring product quality.

N. E. Muromets noticed [2], that traditional direc-
tions of investment support the quality of personnel
first of all, provide the investment of the professional
training, social development of the enterprise, as well
as the formation of systems of payment and participa-
tion forms in profits and capital of the company and
does not lead to the formation of the corresponding

modern terms of quality of staff. So, it’s necessary to
create new principled approaches to complex of ensur-
ing the effectiveness of investment support workers in
the conditions of market transformations.

N. A. Simchenko [3] proposes to use the model of
formation and implementation of the staff strategy as
the way of improving the quality management system
at the enterprise, according to which the main compo-
nents of the personnel strategy development is usage of
labor potential on the basis of more qualitative perfor-
mance of management functions based on the results of
assessment of the personal contribution of employees,
their motivation to develop.

Separately should be accent that the scientific re-
search of G. V. Shulyar [4], the attention is focused on
the building of systematic approach to personnel moti-
vation through needs in the quality management sys-
tem. According to the author’s conclusions, the use of
penalties and moral and punitive measures for non-
compliance with the quality requirements is impractical
because there is a risk of reduced productivity and
initiative personnel. So then, the motivating measures
need to be taken comprehensively and most important-
ly — it is advisable to inform the personnel about the
possibility to meet his needs in case of an effective
activity in the quality assurance system in the compa-
ny. Thus, the factor of motivation is a dynamic phe-
nomenon, which means that the parameters of motiva-
tion can be changed and direct the employee to the
decision required production goals.

A leading American scientist in the branch of
management G. L. Daft notes: "The motivation of em-
ployers affects to productivity, and a part of the man-
ager's job is to guide motivated to achieve the organi-
zation's objectives" [5, p. 49].

The fast response to the needs of market and
competitor’s actions depends on the competence of
managerial staff, the style and methods of manage-
ment. A precondition for the survival of the enterprise
in the conditions of tough competition is appropriate
and timely response by senior staff on environmental
change and record of trends of social development. It’s
necessary to create a set of measures for the motivation
of management personnel, including the establishment
of an effective organizational culture, where it is take
the main place. So, there is extremely important the
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issues of formation and implementation of incentive
systems managers at domestic enterprises as the most
important catalyst that can increase the rate of econom-
ic activity contribute to the achievement of personal
and organizational goals.

The interaction of organizational culture and work
motivation is determined by their total focus of labor
behavior. But the important fact is that in economic
science a holistic concept had not yet developed that
integrates the provisions of the theories of organiza-
tional culture and motivation of the personnel in the
quality management system in a logically interconnect-
ed, unified knowledge system about the principles of
social regulation of labor behavior.

An important step in the research of the motiva-
tional functions of organizational culture belongs to the
foreign scientists, such as S. Adams, V. Vroom, E.
Lawler, A. Maslow, L. Porter, A. 1. Prigozhin, T. A.
Salamanda, V. A. Spivak, S. V. Shekshnya, and others.
Some works of domestic scientists are dedicated to
thorough research of some aspects of the relationship
of organizational culture and motivation, as well as D.
P. Bohinya, A. A. Grishnov, V. M. Danyuk, E. M.
Libanova, A. M. Kolota, V. M. Petuh.

According to S. Robbins, an organizational cul-
ture defines the way of the company, i.e. formes some
features that emphasize its uniqueness; influences the
distribution of organizational identity; promotes
growth in the level of consciousness and contains the
controls that determine the behavior of employees [6,
p. 248]. So, the culture helps to retain the integrity of
the company through the establishment of acceptable
standards of thinking and behavior.

An organizational culture is the glue that unites
and activates the personnel of the enterprise to address
issues of quality improvement and continuous im-
provement. It is culture that plays a significant role in
ensuring the effective management of staff and is seen
as a powerful strategic tool to Orient all employees on
organizational goals, encourage initiative, to ensure
dedication, to reach an understanding. Thanks to the
culture as the basis of the motivational mechanism for
the identification of strategic thinking staff, resulting in
improved quality and competitiveness of products on
the national and international markets [7].

So, from the one side, the organizational culture
embodies the system of personnel motivation and
from another side corresponds to the enter-
prise’strategy. The culture allows to us to focus all
units on common goals, mobilize the initiative of em-
ployees of creative attitude to work, and to identify and
strengthen competitive advantage.

An organizational culture on ways to improve the
efficiency and quality of its results by its nature and
essence of the company's is a tool which allows to
direct the efforts and capabilities of all departments of
the organization and its members to achieve common

goals on the principles of mutual understanding, co-
creation and mutual complement [8].

There are needs and values, which lead to certain
actions in the basis of motivation mechanism of staff
conduct, therefore, the organizational culture can shape
the motivational field, which will unite employees
around company goals, will be encouraged to work
creatively and effectively both for its own benefit and
the benefit of the company [9, p. 89].

Especially important means of influence on
working behavior of employees are the methods of
promotion, opportunities for professional and career
growth, enhanced job satisfaction. So, for example, V.
V. Usacheva argues that "organizational culture and
system of work with personnel perform for each other
internal factors of influence, because chages of organi-
zational culture change necessitate a corresponding
change in personnel work from the one hand. On the
other, areas of work with staff to strengthen and devel-
op organizational culture, in turn, receive it as a basis
for its further improvement" [11, p. 7].

Thus, according to V. Usacheva "..the im-
portance of purposeful introduction of modern methods
of work with personnel at Ukrainian enterprises that
provide a higher level of coordination of interaction of
employees of enterprises..." [11, p. 11].

Motivation is the process of purposeful develop
employee interest in the work and its results. The pro-
cess of formation, obtaining and maintaining the re-
quired level of product quality is closely linked to the
needs of personnel involved in the process of creating
products. The incentives of workers to domestic enter-
prises in the quality management systems are insuffi-
cient: awards, often don't reflect the employer's contri-
bution to ensuring product quality, and among the
stimulus dominated by fines for the appearance of the
goods of improper quality (or defective) [12].

Z. K. Samaybekova wrote that an interaction of
organizational culture motivation of staff, identifies the
following measures to improve the level of organiza-
tional culture: improvement of the system of remunera-
tion, promotion, incentive systems [13, p. 12]. Building
a system of motivation based on the organizational
culture of the company, approval of traditional (tangi-
ble and intangible) funds incentives with specific
tools — the values, norms, mission companies not only
have a significant impact on the economic results of
the company, but help run the internal mechanism of
motivation — motivation in the work itself, which ulti-
mately ensures the quality of working life.

Mission, goals and strategic priorities of the com-
pany can effectively be performed only in the context
of value-oriented management. American scientists N.
Huzlead, W.Becker and G. Beattie notice "...strategic
thinking (...the degree of understanding by staff of the
strategy of the firm, the understanding of the strategy
and the level of availability of relevant competences
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and the desire to implement this strategy)... has a sig-
nificant impact on the quality of the strategy" [14,
p. 141].

As noted by O. V. Harchishina, the motivating
function of organizational culture is very closely linked
to the mechanism of implementation of management
decisions, therefore, it also provides the impact of cul-
ture on the success of the company. Motivational func-
tion reflects the practical value of the concept of organ-
izational culture as it indicates the possibility of
achieving a particular economic result, and therefore
creates conditions for quantitative measurement of
indicators that illustrate the effectiveness of the organi-
zational culture [15, p. 152]. Generally, the quality
management system of labor at the enterprise - is a set
of actions and activities to improve the functions of
planning, organizing and controlling the process of
improving the quality of work and staff motivation to
implement it with the aim of increasing the efficiency
and competitiveness of the enterprise [16]. Thus, for
any enterprise is necessary to develop and implement a
clear system of quality management of labor that will
ensure its competitiveness [17].

So then, the motivational function of the organiza-
tional culture becomes as a standard focus, the effec-
tiveness of the company, offers the opportunity to build
long-term results achieved, to ensure the quality of
work life of staff. The multiple using of complex of
values and goals management, as well as traditional
means of motivation, and specific funds of the organi-
zational culture is important for realization of motiva-
tional function.
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Maxkcumenko L. O., ¥Y3yn M. B. MoruBauiii-
HUIl acHeKT oprasizamiiiHoi KyJ1bTypH B cHCTeMi
YIPaBJIiHHSA SIKICTIO HA MiAMPUEMCTBI

CraTTss TNpHCBSYCHA aHANI3y Koja IHTaHb,
MOB’S3aHUX 13 PO3MIIAZOM BIUIMBY OpraHi3awiifHOi Ky-
JIBTYpH Ha €(DEKTUBHICTh MOTHUBAIIIHHOTO MEXaHI3My B
MPOIIeCi CTPATETIYHOTO YIPABIIHHS MiAPHEMCTBOM.
Po3risiHyTO 0COONMMBOCTI TiCHOIO B32a€EMO3B’SI3KY B
JIAHIIOTY OpraHizalliiHa KyJbTypa—MoTHBaIlis—e(ek-
THBHICTH IisUTBHOCTI KoMITaHii. BcTtaHoBieno, mo Bu-
COKHI piBEeHb OpraHisamiiiHOi KyJbTYpH BHUCTyIa€e
KIIFOYOBUM (PaKTOPOM JTOBTOCTPOKOBOTO YCIIIXY TiAI-
pPHEMCTBA, 32 PAXYHOK BIUIMBY Ha MOTHBALIIIO TPYIOBOI
JISUTBHOCTI MepcoHaTy. Bu3HaueHa 3a1eHiCTh TOTOB-
HOCTI KOMIIAHii 3ifCHIOBaTH MacIITaOHI TepeTBO-
PEHHS 3 BIPOBAHKCHHS CTpATETil MiIBUIICHHS SKOCTI
MPOAYKIIi BiJ iX Hijed Ta OpraHi3alifHAX MiHHOCTEU
npariBHUKiB. OOTPYHTOBAHO HEOOXITHICTH CTBOPCHHS
JIIEBOTO, aJaNTHBHOTO JO HOBUX BHMOT, MEXaHi3My
MOTHBAIII IpaIli IePCOHANY K BaXIHBOI YMOBH eek-
THUBHOI mistnbHOCTI KoMmaHii. B Xomi mocimimKeHHS
BHUSBIICHO BIUIMB MOTHBAIlii TpAIliBHUKIB Ha SKICTh
npoaykiii. BcraHoBieHO, 110 opraHizamiiHa KyJibTypa
MOEHYE MOTHBALIIIO TIEPCOHATY 1 CTPATETii0 MiIIpH-
€MCTBa. 3alpONOHOBAHO KOMILIEKC HAMPSMKIB MO0
(hopMyBaHHS €EKTHBHOI OpraHi3aliifHOT KyJIbTypH 5K
YHMHHUKA MOTHUBAIIl IEPCOHAY B CHCTEMi YIPaBIiHHS
SIKICTIO Ha TIIPUEMCTBI.

Kniouosi cnosa: opranizaniiiHa KyJibTypa, MOTH-
BalIlisl IEPCOHAITY, CHCTEMa YIPABIiHHS SKOCTI.

Maxkcumenko U. A., ¥Y3yn M. B. MotuBanu-
OHHBI aCHEeKT OPraHM3aUMOHHON KYJIbTYPHI B
cucTeMe yInpaBjeHUsl Ka4ecTBOM Ha NpeANnpUusiTHU

Cratbsi MOCBSIIIIEHA aHAIH3y Kpyra BOIIPOCOB,
CBSI3aHHBIX C PACCMOTPEHHEM BIMSHUS OpTaHU-
3alMOHHON KyJAbTYpHl HA J(PQPEKTUBHOCTH MOTH-
BaIlIOHHOTO MEXaHH3Ma B MPOIIECCE CTPATErMYECKOTO
yIpaBIeHHs MPEeANpUsITHEM. PaccMOTpeHbl 0COOCHHO-
CTM TECHOU B3aUMOCBS3UM B LMK OPraHU3AIMOHHAS
KYJIbTYpa—MOTHBAMSI—()(QEKTHBHOCTD AEATEIBHOCTU
KOMITaHUH. Y CTaHOBIIEHO, YTO BBICOKHH YPOBEHb Op-
TaHU3ALMOHHON KYJIBTYPbl BBICTYMAET KIIOYEBBIM
(aKTOpPOM JOJTOCPOYHOTO YCIexa MPEATPHSATHS, 32
CYET BIUSHUS HA MOTHBAILIUIO TPYAOBOM JIEATEIHHOCTH
nepconana. OrmpeneneHa 3aBUCUMOCTh TOTOBHOCTH
KOMIIaHHW OCYILECTBJIATh MaciuTaOHble mpeoOpa3oBa-
HUS BHEJIPEHUS CTpATeTni MOBBINICHUSI KAYeCTBa Mpo-
JTYKIUU OT MX LEeJell M OpraHu3alMOHHBIX IIEHHOCTEN

pabotaukoB. OOOCHOBaHa HEOOXOIUMOCTh CO3JIaHUS
JCWCTBCHHOTO, AIalITUBHOTO K HOBBIM TPEOOBaHMUSIM,
MEXaHHW3Ma MOTHBAIIMHU TPy/la TIEPCOHATIA KaK BaXKHOTO
ycnoBust d((GEKTHBHOW NEsATEIBHOCTH KOMIIAHWH. B
XOZIC MCCIICJIOBAHUS BBISBIICHO BIIMSHHE MOTHBAIMU
pabOTHUKOB Ha KayecTBO MPOAYKIHHU. YCTaHOBJICHO,
9TO OpraHM3allMOHHAs KYyJIbTypa OOBEIMHSICT MOTH-
BaI[MI0 TIEpCOHANa W CTpareruto mpemnpustus. [Ipen-
JIO’)KEH KOMILJIEKC HAIPaBIEHUH IO (OPMHPOBAHUIO
3¢ (EeKTUBHON OpPraHU3alMOHHON KYJIBTYpPHI Kak (hak-
TOpa MOTHBAIIMU IEPCOHANA B CHUCTEME YIPABICHUS
Ka4eCTBOM Ha MPEIIPUATHH.

Kniouegvle cnosa: opraHu3allMOHHAS KYJIbTYpa,
MOTHUBAIIMS TIEPCOHANA, CHCTEMa YIPABICHHUS Ka4ecT-
BOM.

Maksymenko I. O., Uzun M. V. Motivational
Aspect of Organizational Culture in the Quality
Management System at the Enterprise

The article is devoted to the analysis of the range
of issues associated with the review of the impact of
organizational culture on the effectiveness of motiva-
tional mechanism of strategic management. Describes
the features of the close link in the chain of organiza-
tional culture—motivation—efficiency of the company. It
is established that a high level of organizational culture
is a key factor in the long-term success of the enter-
prise, due to the influence on motivation of labor activ-
ity of the personnel. It’s determined a dependence of
the willingness of companies to implement large-scale
transformations of the implementation of strategies to
improve product quality from their organizational
goals and values employees. It’s grounded the necessi-
ty of creation of effective, adaptive to new require-
ments, the mechanism of motivation of the personnel,
as an important condition of effective activity of the
company. The study revealed the influence of employ-
ee motivation on product quality. It is established that
organizational culture unites staff motivation and strat-
egy of the company. Authors propose a complex of
directions for the formation of an effective organiza-
tional culture as a factor of motivation of the personnel
in the quality management system at the enterprise.

Key words: organizational culture, personnel mo-
tivation, quality management system.
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CONCEPTUAL APPROACHES TO FORMING A STRATEGY
OF INNOVATION-BASED DEVELOPMENT OF THE COAL INDUSTRY*

Problem setting. The innovation-based develop-
ment is a strategic priority for the economic policy of
Ukraine, and the scientific and technological develop-
ment of industrial enterprises is considered as one of
the major problems of the national economy. The ac-
cession to the WTO provides for a significant accelera-
tion of innovation processes aimed at increasing pro-
duction and sales of new competitive products, the
expansion of production activities and access to the
world markets.

The experience of developed foreign countries
convinces that a sustainable socio-economic growth is
achieved only on the basis of innovation through the
active use of modern scientific research. Only under
such conditions the plans on production of high-quality
products, resource-saving intensification, increase of
production efficiency, products competitiveness assur-
ance on the domestic and global markets are imple-
mented.

One of the determining factors of accelerated eco-
nomic growth is the activation of innovative activities
of enterprises and the transition of Ukraine to an inno-
vative model of the economic development. And “...
the dominant of the state policy in relation to the coal
industry, as it is noted by the researchers of the Insti-
tute of Industrial Economics of NAS of Ukraine, is to
enhance the efficiency of coal mining rather than the
achievement of its predefined volume at any price” [1].

The proposals offered by the scientists to improve
and stabilize the work of the coal industry include:
accelerating the restructuring of the industry followed
by putting of highly-unprofitable mines out of opera-
tion mostly through conservation and modernization of
promising mines (the appropriate social protection for
the workers released being provided); legal regulation
of the state support system for coal mining companies
giving it incentive character; establishment of the regu-
latory and methodological framework for attracting
private investment in public sector of the industry
through joint development of coal deposits by public
and private enterprises; implementation of the anticipa-

tory strategy aimed at creating fundamentally new,
innovative tools and technologies necessary for
Ukrainian mines to extract the coal from thin problem-
atic layers [1]. According to leading scientists, “For-
mation of the innovation economy supposes the crea-
tion of such an institutional environment where innova-
tion is the main source of maximization of owner’s
individual incomes” [2, p. 19].

*- The research was conducted within the research
project of IIE of NAS of Ukraine “Developing the
institutional environment for the industrial production
in Ukraine with consideration of features of the indus-
try” (state registration number 0113U004371).

Innovative economic model is based directly on
obtaining new research results and their technological
introduction in production, providing thus the GDP
growth mainly due to the production and sale of high-
tech products and services. Its main purpose is to im-
prove the competitiveness of the national economy
through the use of domestic and global scientific, tech-
nical and educational potential.

The problem of the development and use of the
innovation potential is of special importance, what is
explained by the need to address the strategic objec-
tives at the micro and macro levels. At the same time,
one can observe an organic entry of the Ukrainian
economy into the world economy. Technological de-
velopment is practically carried out in all industries and
contributes to strengthening of the innovative nature of
production activities and forming of a special sphere of
innovation sphere with specificity and actors character-
istic of it. A necessary condition for the formation of
the innovation sphere is the determination of the mech-
anisms of innovation processes development. Now, the
innovative activity is considered as one of the most
important factors in improving the efficiency of indus-
trial production. Intensification of innovation requires
new approaches to the organization of the relationship
between all participants of the innovation process,
consolidation of certain functions for the relevant au-
thorities.
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Analysis of recent researches and publications.
Problems of formation of the industrial innovation
development strategy with cosideration of sectoral
specificity are studied by many scholars, including O.
Amosha, 1. Buleev, V. Vyshnevskyi, A. Voronkova,
V. Heyets, V. Holyan, T. Grynko, V.Dementyev,
A. Zemlyankin, A. Kabanov, T.M. Kachala, Yu. Kin-
dzerskyi, Yu. Kovalenko, L. Kuzmenko, T. Melnyk,
K. Pavlov, Yu. Petrunya, L. Rassuzhday, L. Stary-
chenko, D. Cherevatskyi, A. Chukhno, N. Chukhray,
L. Fedulova, N. Shchepkina and others. The researches
of leading scientists are the scientific basis for the de-

velopment of further scientific-methodological posi-
tions, methodological and applied scientific recom-
mendations on forming the strategy of innovation-
based development of the coal industry.

The task of this study is to justify the conceptual
approaches to the formation of the strategy of innova-
tion-based development of the national coal industry.

The main material of the study. The study de-
fines conceptual approaches to the formation of inno-
vation-based development of the coal industry (Fig. 1).
Let us consider each of these approaches.

Conceptual approaches to forming the strategy of
innovation-based development of the coal industry

A 4

Application of portfolio approach to management of
innovation projects in the coal mines

Considering the uncertainties and risk in the investment
and innovation projects in the field of coal production

A 4

State regulation of market mechanisms in the implementation

A 4

of innovation-based development of the coal industry

A 4

Capitalization of coal enterprises
on the basis of production modernization

A 4

Intensification of innovative activity in the coal mines

A 4

Trends in institutional changes in the innovation-based
development of the coal industry

A 4

Organizational-economic mechanism of
innovation-based development management in the coal industry

Fig. 1. Directions of forming a strategy for innovation-based
development of the coal industry on the conceptual foundations

The modern theory of portfolio investments was
proposed by the American economist and Nobel laure-
ate in economics Harry Markowitz [3], the basic con-
cept of which is reduced to the following: the behavior
of capital market players is determined not only by
obtaining of the expected return on their investment,
but on all the securities, according to the market of
capital research in the U.S., which are traded on the
market and which are in demand. In certain circum-
stances, low-income securities may seem more attrac-
tive for some investors than high-income ones. Thus,
to determine the choice of security the investor is guid-

ed not only by the expected return, but also by a possi-
ble risk. The main problem facing the investor is to
achieve the maximum level of expected return on in-
vestment under a given level of risk and to reduce a
potential risk for the expected return. The aim of every
investor — more income with less risk.

Basics of H. Markowitz’s theory of optimal port-
folio are:

indicators of measurement of risk level, proposed
first. Earlier, the risk was measured intuitively. The
risk is the degree of error in the prediction of income;
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investment risk, which can be reduced by the di-
versification of investments through the increase of the
number of components of the investment portfolio. In
this case, those portfolio assets are chosen the revenues
of which have different focuses and do not depend on
the same factors. The relationship between incomes is
measured by the correlation coefficient “r”. The nega-
tive correlation reduces the risk, the positive increases
it;

differences between the risk and income of one
financial instrument and the risk and income portfolio,
which consists of several financial instruments;

choice of assets by a rational investor that provide
less risk under a given level of income, or providing a
bigger income under a given level of risk.

Thus, a so-called efficient portfolio is formed. In
the theory, the line that connects all effective invest-
ments is called the limit of effectiveness.

The modern theory and practice of investment
management considers an innovation investment pro-
ject as a set of interrelated activities designed to
achieve predefined goals for a limited period of time
and under the budget established (plan of cost). This
project is an integrated system that requires certain
resources for its implementation, i.e., requires the in-
vestment of capital, has a specific life cycle, is created
and functions in the external environment under the
influence of many factors. However, to predict precise-
ly the extent and the nature of impact of each of the
factors or their combination on the characteristics of
the project is almost impossible, that is, keeping any
project is closely connected with the concept of risk.

The need of risk management for the investment
project is explained by the specific features inherent in
real investment: the scale of investment in facilities
that are the complex natural and industrial systems;
high capital intensity and constant dependence on natu-
ral, technological and human impacts; complexity of
the relationship between hazard (risks) and possible
damage [4].

Thus, the problem of making investment decisions
is reduced to the analysis of the adequacy of the plan of
anticipated development of events and probable conse-
quences of its impact on the expected outcome.

The higher the investor assesses the risk of the
project, the greater his requirements for the profitabil-
ity of the project. When making calculations, this is
reflected by an increase in the discount rate due to the
inclusion of the so-called “risk premium”. Obviously,
the increase in the discount rate reduces the estimated
effectiveness of the investment project. This reduction
should take into account possible losses associated
with the risk events. Discount rate reflects the profita-
bility of alternative investments, but the above alterna-
tive investments are also generally associated with risk.
To avoid the double consideration of the risk, the cal-
culations use as a rule risk-free alternative investments

(such as government bonds). Thus, the need to consid-
er the risk in the discount rate generates a new concept
— the discount rate that takes into account risk.

Analysis of uncertainty factors in the design, se-
lection and implementation of investment projects is
multifaceted and is provided [5]:

technically — by changing the requirements to the
content and composition of project materials, as well as
through the development of the organizational and
economic mechanism that allows to adapt the project to
changing conditions;

methodically — through the use of such models of
functioning of investment facilities and methods of
evaluating the effectiveness of investment projects
(methods for calculating the indicators of expected
effectiveness), which provide as complete and ade-
quate account of uncertainties as possible;

organizationally — through the creation of new or-
ganizational structures, and / or involvement of new
members in the project in order to reduce or redistrib-
ute the risk.

Based on the analysis of existing approaches of
scientific schools and generalization of advanced inter-
national experience, the system is offered that includes
the measures on the state regulation of innovation-
based development of production under modernization,
structural economic reforms and intensification of
integration processes (Fig. 2).

The world experience shows that the coal indus-
tries of leading economies around the world connect
their development with innovative modernization
aimed at the development and implementation of tech-
nologies for complex processing of coal. At the same
time, large-scale closure of mines leads to the loss of
already disclosed industrial coal reserves and worsen-
ing of the social situation in the coal-mining regions.
The problems facing the coal industry can be solved
due to the mechanisms of companies’ capitalization
that are reflected in the new long-term coal policy [6;
71.

To give ground in favor of ways of improving the
mechanisms of capitalization by increasing the value
added in the chain of enterprises value increase on the
basis of innovative modernization of the coal produc-
tion the following is proposed [8]:

using the categories of production (enterprise)
capitalization as applied to the development of coal
mines;

conducting innovative modernization of coal pro-
duction to form a chain of the economic value added
by switching from goods production for a narrow ener-
gy use to getting products new for the industry, i.e., a
complex coal processing.

Capitalization as the process involves an extended
reproductive value. Capitalization is the first step to-
wards the establishment of production activity, which
enables the extended reproduction of all assets avail-
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State regulation of innovation-based development coal production

A 4

Improving the institutional framework for international scientific-technical
and innovation cooperation

\ 4

Developing the system of intellectual property rights protection

\ 4

Stimulating domestic demand for domestic innovation of coal enterprises

A 4

Forming the mechanism of insurance coverage
for investment and innovation projects in coal mining [9]

\ 4

Active involvement of Ukrainian scientists in international projects in the mining industry and
encouraging mobility of researchers

Fig. 2. Measures of state regulation of market mechanisms
in the implementation of innovation-based development of the coal industry

able at the enterprise. It should be noted that to ensure
that the assets are not destroyed, they have to earn the
money at least on their own repair. In this sense, capi-
talization is a minimum condition that ensures a slow
but progressive growth (development) of the company.

The indicator of capitalization is the value of
(company’s) asset — a single asset can be expensive but
have a low market capitalization. To solve the prob-
lems of the industry capitalization, the factors of capi-
talization are divided into three levels (Fig. 3):

lower level — the level of the enterprise (micro-
level) — a set of different resources, assets, including
the ability of individual workers, each of which re-
quires the capitalization of in order to develop;

average — sectoral (meso-level) — the state regula-
tion of capitalization, which is reflected in the policy of
the state development of the industry aimed at creating
a favorable investment climate and possible getting of
credit and other resources;

upper level — the integrated needs of the country,
society's identity. Manageability of capitalization at
enterprise level will depend on whether the society
truly determined the integral value priorities of capital-
ization which are reflected in the level of GDP, gov-
ernment policy, regulatory and legislative framework.
To do this, a draft standard of activities with capitaliza-
tion is formed and given to companies, their resources
and assets built in the chain of added value production.

The analysis of the scientific literature shows that
despite the presence of a large number of publications
on problems of capitalization there are no works deal-
ing with management of capitalization in the coal in-

dustry, which is mainly explained by a high unprofita-
bility of coal-mining enterprises. The solution to this
problem lies in the innovative modernization of the
industry. Innovation-based development of the coal
industry is associated with the improvement of ma-
chinery and technology of coal mining, and borrowing
of foreign technologies is offered as a source of devel-
opment of this area. At the same time, the analysis of
global trends in innovation-based development of the
coal industry is associated with the development and
implementation of technologies for complex pro-
cessing of coal.

Management of the coal and energy sector takes
into account the principles of social and economic
programming which are characterized by: the need to
take into account the nature of the coal-mining regions
development caused by the closure of coal-mining
enterprises; consideration of a city-forming factor of
coal-mining enterprises in order to determine the con-
ditions for operation of the mining areas after working
out or cessation of the deposit exploitation; considera-
tion of market conditions for the fuel and energy re-
sources; consideration of investment made by partici-
pants of transformations when choosing measures of
socio-economic development of the area; need to con-
sider external and converting entities as a single eco-
nomic complex areas taking into account the economic,
social and environmental factors.

To introduce new innovative technologies for
complex processing of coal and to create industrial
clusters it is advisable to use the following tools:
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Fig. 3. Factors of coal-mining enterprises capitalization [§]

granting benefits for income tax to the companies
which implement technologies of integrated use of
mineral resources. The benefit can be granted on a
competitive basis and for the project’s payback period;

abolition of duty on import of equipment and
VAT on it in order to reduce capital expenditures for
purchasing the equipment for complex processing of
coal;

development of the credit mechanism for the
companies which wish to introduce innovative tech-
nologies;

development of the organizational-economic
mechanism of providing public money and government
guarantees, creation of budgetary environmental funds,

where the implementation of these technologies will
allow to obtain a significant environmental and eco-
nomic effect.

Modernization of technological processes occur-
ring at coal-mining companies on the basis of complex
processing of coal will increase: the investment attrac-
tiveness of coal-mining companies because of the pro-
spect for making profit in a shorter period; capital
funds through the implementation of additional prod-
ucts; capitalization of coal-mining companies, coal
companies due to obtaining of additional economic
value and their inclusion in the chain of values.

The institutional environment is one of the main
factors that determine the dynamics and nature of the
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development of certain economic sectors, in particular
the coal industry. The current strategy of rational use of
mineral resources is not based only on market opportu-
nities. Even in the developed countries, the market
mechanism does not provide solution of the problem of
strategic development of mineral resources use, envi-
ronmental protection, sustainable economic security.
So, the government regulation is necessary.

Institutional changes are considered on the basis
of the total life cycle of any system. For example, in
Ukraine, where there was a phase of liquidation, disap-
pearance of old institutions the phase of the emergence
of new institutions is determined, the stage of institu-
tional designing. When creating new institutions, one
can use both a government forced choice of a new
institution through the mechanism of the political mar-
ket and the voluntary adoption of new factors by coal-
mining companies through the mechanism of market
institutions, which should be created.

In Ukraine, there are still no large-scale institu-
tional innovations that the state could carry out because
the transition to the market means only price liberaliza-
tion and the introduction of private ownership of pro-
duction assets (means of production).

However, the real input of price liberalization oc-
curred long before the adoption of the normative doc-
ument that would formalize, allow punishment without
a promise for the things which for a few years were a
normal practice for coal-mining companies. They are a
barter exchange, contract prices, and a black coal mar-
ket, etc. As for the introduction of private ownership,
in fact, the privatization is again becoming a formaliza-
tion of property distribution that already took place in
the pre-reform period [10].

It may be noted that in the country as a whole and
in the coal industry, in particular, there is a market of
different institutes of exchange that has been developed
and operates, i.e., the market in the equilibrium stage:

a small proportion of the civilized market (with a
government guarantor of property eligibility and their
changes), while its predominant part is distributed
between private clan agreements and nationalized clan
agreements (with a government guarantor that acts
selectively, i.e., not on the basis of the law but on the
basis of individual decisions made by the executive).

At present, the codes and standards for mining
operations which concern all aspects of coal mining are
revised, including those from the exploration to closure
of enterprises and settlement of issues in the further
stage. However, there is a need to solve the problems
concerning the issuance of licenses for mining with
clear requirements for the provision of data and report-
ing by the entities, the assurance of full transparency in
this and all subsequent stages of the coal companies
operation.

In the coal sector, to some extent, the transfor-
mation of property relations is carried out on the basis

of privatization of state-owned enterprises, creation of
integrated structures [11], but the institutional prob-
lems concerning the impact changes of the organiza-
tional methods on sectoral restructuring and socio-
economic development of mining regions should be
still solved, as well as the transition to market regula-
tion on the basis of the principles of production effi-
ciency, etc. [12, 13]. There are still unresolved issues
concerning structural changes, namely: the technical
upgrading of production, replacement of physically and
morally obsolete fixed assets, ecologization of produc-
tion, transition to advanced and resource-saving tech-
nologies, reduction of negative anthropogenic effects
on the environment of coal enterprises, especially coal
mines, which are in the stage of liquidation [14].

The institutional basis for functioning of the or-
ganizational and economic mechanism of enterprise’s
innovation-based management should provide funding,
material and personnel support in the sphere of produc-
tion, labor organization, marketing services [15, 16,
17].

The economic mechanisms of activation of the in-
novation processes of coal production include: the
restructuring of payables to budgets and off-budget
funds by increasing debt maturities; cancellation of
penalties; reduction of interest by restructuring; partial
or full reimbursement of interest paid on bank loans
from the budget.

To stimulate the innovative activity the following
tax instruments are used: a special tax regime for coal
enterprises implementing innovation; exception of
expenses for research and experimental developments
related to primary production activities from the
amount of taxable income; exemption from taxation of
coal enterprise’s funds invested in risky projects;
providing investment tax credits to companies invest-
ing in their modernization and measures on rational use
of energy; introduction of tax incentives for companies
that conduct R & D: the introduction of tax privileges
for the cost of patents; income tax reduction; writing-
off R & D costs on the cost of coal products; tax cred-
its for investment in research and development; tax
credit to increase R & D expenditure; use of credit
insurance system (guarantee a return to 50% of loans
for 15-20 years); providing companies with subsidies
for research and development of new products or tech-
nological processes (e.g., up to 40% of the cost for
innovation); targeted free subsidies to the enterprises
that are mastering new technology (for the purchase
and installation of new technological equipment, im-
plementation of improvements for up to three years,
etc.); subsidies for small-sized industrial enterprises to
purchase and lease of software and computer equip-
ment (up to 25% of the cost).

The ways of personnel support proposed for the
innovation-based development of the coal industry
include: the renewal of the material and technical base

145

Exonomiunmii Bicauk Jlonbacy Ne 4(38), 2014



Yu. Z. Drachuk, L. M. Rassuzhday, N. V. Trushkina

for the sectoral science and training of highly-qualified
personnel on the basis of changes in the national legis-
lation on the transfer of the cost from a taxable income;
increase of public demand for postgraduate and doctor-
al studies of technical professions; ongoing training of
staff in search of new ideas, research and new technol-
ogies.

In the time of the formation of the scientific and
technical infrastructure in modern Ukraine it is expedi-
ent to:

create cluster structures the operation of which
can accelerate the processes of the economic growth,
boost the innovative activity and the level of region
competitiveness; apply intersectoral cooperation of
companies included in the cluster, which promotes job
growth, the spread of advanced technologies and the
flow of investments into the national economy;

establish the industrial and technological infra-
structure (centers for collective use of high-tech
equipment, technological clusters, innovation and
technology centers and technological parks, innova-
tion-industrial complexes);

introduce consulting activities (foreign economic
consulting, technological, marketing consulting, tech-
nology transfer centers, consulting in the field of eco-
nomics and finance);

create a financial infrastructure (guarantee struc-
tures and funds, budgetary and extra-budgetary funds
for the technological development, venture funds);

form the infrastructure for personnel training (ex-
perts in the field of technology management, personnel
in innovation);

develop an information infrastructure (regional in-
formation networks, resource agencies to support small
business, the state system of scientific and technical
information).

One of the ways of organizing the form of manag-
ing the scientific work in the coal industry is an inte-
grated scientific and technical center “Vuhleinnovatsi-
ya”, the implementation of which requires coordinated
actions of managers of existing research institutions
and their labor groups. Creation of the Center is the
first step towards reforming the management of a sec-
toral science with involvement of research and design
institutions.

The effectiveness of the organizational and eco-
nomic mechanism for managing the innovation-based
development of an industrial enterprise is based on: the
consistency; involvement of all levels of enterprise’s
management cycle in the innovation processes; integri-
ty and unity of the management system; formation of
long-term fundamentals of innovation policy at the
enterprise; introduction of standards system with appli-
cation of adequate economic sanctions for non-
compliance of established requirements; responsibility
of enterprise’s services for achieving the end result of
innovation-based development, increasing interest of

the employees in proactive and strict performance of
their duties; adequacy and efficiency of reflection of
the mechanism functioning and accounting a maximum
number of factors of impact which form the quantita-
tive values of interim and final economic indicators of
enterprise’s innovation-based development.

The defined directions of innovation-based devel-
opment of the coal industry will promote the formation
of innovation infrastructure, enhancement of the eco-
nomic, financial incentives and public funding of prior-
ity measures to boost innovative activities, creation of
an information environment; improve the scientific and
regulatory support to the innovation sector of the in-
dustry.

Conclusions. Strategy of innovative activities of
any industry is a coordinated set of innovative solu-
tions that initially affect the activities of the company
(country, industry) and have a long and sometimes
difficult to reversible effects. Innovations are of great
importance for the country because they determine its
potential for a long term development. As a result,
these innovations become a strategic driver of the eco-
nomic growth both of business and the country. In
Ukraine, where the coal industry is unprofitable and is
characterized by severe and extremely difficult geolog-
ical conditions of work, the creation of the efficient
mechanism to stimulate innovation with the optimal
combination of 'automatic' market and direct state
regulators is of great importance. In this relation, a
considerable work is carried to upgrade and develop
the regulatory framework and methodological for
achieving a scientific and technological progress in
market conditions, taking into account specifics of the
industry.

Analysis of the literature shows that there is a
two-way relationship between the economic growth
and improvement of institutions. In the process of
structural economic modernization the institutional
changes should be taken into account. If the institu-
tional trajectory is consistent with the resources, tech-
nological and institutional constraints, has the mecha-
nisms that provide changes in institutions and prevent
the emergence of institutional traps — it will be socially
perspective.

The main objectives of the strategy of innovation-
based development of the domestic coal industry can
be the increase of coal production, enhancement of
productivity and safety, improvement of coal quality
and reduction of its cost. Proceeding from these objec-
tives, the strategy of innovation-based development of
the coal industry should be based on the implementa-
tion of the following priority directions:

technical re-equipment of coal production, includ-
ing the development of technologies for underground
mining with a preferential use of mechanized complex-
es of a new technical level in the stopes, the industrial
utilization of coal mine methane;

146

Exonomiunuii Bicauk Jlonbacy Ne 4(38), 2014



Yu. Z. Drachuk, L. M. Rassuzhday, N. V. Trushkina

implementation of measures to enhance the poten-
tial and role of the sectoral science according to scien-
tific-technological, design and experimental directions;

renewal of the material and technical base of the
sectoral science and training highly-qualified scientific
personnel.

Conceptual approaches to forming a strategy of
innovation-based development of the national coal
industry are contained in the current concepts of the
development and reform of the industry. The problem
is to establish an effective mechanism of their imple-
mentation. The use of the above organizational and
economic mechanism will provide a comprehensive
solution of problems concerning the innovation-based
development of the coal industry.
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HApauyk 1O. 3., Paccy:xknaii JI. M., Tpymkina
H. B. KonuenrtyanbHi minxogm a0 ¢opmyBaHHS
cTparerii iHHOBALiliHOr0 PO3BUTKY BYTiJILHOI MPo-
MMCJIOBOCTI

VY crarTi OOIpYHTOBaHO KOHIENITYaJbHI ITiXOIH
1o QopmyBaHHsS cTparerii iHHOBAI[IHHOTO pPO3BUTKY
HaI[IOHAJIbHOT BYTiIBHOT MPOMHCIOBOCTI, SIKi TOJISATA-
I0Th Y BU3HAYCHHI OCHOB 3aCTOCYBaHHsI MOPT(ETHHOTO
MiAXOJY IO YIIPaBIiHHS IHHOBAI[IITHUMHE TPOCKTAMH Ha
MiJIPUEMCTBI; BpaXyBaHHI YMHHHMKIB HEBHU3HAUEHOCTI
1 pU3HKY MU OIHII IHHOBAIIMHUX MPOEKTIB; JepKa-
BHOMY pETYJIIOBaHHI PHHKOBHX MEXaHI3MIB y 3iiMc-
HEHHI iHHOBAIlIHOTO PO3BUTKY BYTUIBHOI Traiy3i; J0-
BEJICHHI JIOUIJIBHOCTI KamiTamizamii Byrieno0yBHHX
MIATPUEMCTB 332 PaXyHOK MOJEPHi3allii BUPOOHUIITBA;
aKTHBi3alii IHHOBAI[IfHOI HNISUTBHOCTI HAa BYTUTBHHX
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MIANPUEMCTBAX; TEHICHIISX IHCTHTYIIOHATGHUX 3MiH
B IHHOBaliHHOMY PO3BUTKY BYT1UIbHOI MPOMHCIOBOCTI;
YIOCKOHAJICHH] OpraHi3amiiHO-eKOHOMIYHOTO MEXaHi-
3My YIpaBJiHHS IHHOBalifHAM PO3BUTKOM BYTLIBHOT
MPOMHMCIIOBOCTI.

BusnaueHo, 10 cTpareris iHHOBAIIHHOTO PO3BU-
TKy BYTUIBHOI raiy3i mae 0OasyBaTucs Ha peanizarii
TaKuX TPIOPUTETHUX HANPSIMIB: TEXHIYHE IMEPEOCHa-
IICHHS BYIIe00yBHOTO BHPOOHHWIITBA, BKIIOYAKOYN
3a0e3IMevYeHHsT PO3BUTKY TEXHOJIOTII MiI3eMHOTO BHJI0-
OyBaHHS 3 MEPEBAXHUM BHUKOPUCTAHHAM Y OYHCHHX
BHOOSIX MEXaHI30BaHUX KOMIUIEKCIB HOBOTO TE€XHIYHO-
TO PiBHS, TPOMHUCIIOBY YTHJII3AIIII0 MAXTHOIO METaHY;
3MICHEHHS 3aXOiB 3 WIJBUIICHHS IOTCHI[aNy Ta
MOCWICHHI pOJi Tramy3eBoi HayKH 3a HayKOBO-
TEXHOJIOTIYHUMH, TPOEKTHO-KOHCTPYKTOPCHKHMHU 1
JTOCITi THO-EKCIIEPUMEHTATBHIMY [[UISIMH;, BiJTHOBJICHHS
MarepiallbHO-TEXHIYHOI 0a3n raimy3eBoi HayKH Ta Iij-
TOTOBKAa HAYKOBHX KaJpiB BUIIIOT KBai(iKallii.

Kniouosi crnosa: KOHIENTYa bHI MIAXOMH, CTpaTe-
rii, IHHOBaIiHHUIA PO3BUTOK, BYT1IEHA POMHCIIOBICTb.

HApauyk 1O. C., Paccyxnaii JI. H., Tpymkuna
H. B. KonuenryanbHble moaxoabl K ¢opMupoBa-
HMIO CTpaTerMy MHHOBALMOHHOIO Pa3BUTHSA YIoJib-
HO¥ NPOMBIILJIEHHOCTH

B crathe 000CHOBaHbBI KOHLENTYaIbHBIE MOIX0bI
K (DOPMHUPOBAHHIO CTPATETUH MHHOBALIMOHHOTO Pa3BH-
THUS HallMOHAIBHOW YTOJbHON MPOMBIIUIEHHOCTH, KO-
TOpbIE COCTOAT B ONpEAETICHHMH OCHOB NPUMEHEHHS
nopT(ETBHOrO MOAX0/a K YIPABICHUI0 HHHOBAIMOH-
HBIMU TIPOEKTaM{ Ha IMPEANPHATHH; ydeTe (haKTOpOB
HEOTPENEICHHOCTH U PUCKA MPU OLIEHKE HHHOBALIMOH-
HBIX TIPOEKTOB; TOCYJapCTBEHHOM pEryJIMPOBAHUU
PBIHOYHBIX MEXAaHU3MOB IPU OCYIIECTBIEHUH UHHOBA-
LIMOHHOTO DPAa3BUTHs YrOJbHOW OTpaciy; IOBEIEHUU
LIEJIECO00Pa3HOCTH KaNUTAIN3alUN YIJIe00BIBAIOIINX
NPEeNIPUATUI 32 CUET MOJEPHHU3ALMU IIPOU3BOICTBA;
aKTUBU3allMM WHHOBALIMOHHOM  NEATEILHOCTU  Ha
YTOJIbHBIX MPENNPUATUAX; TEHICHLUUAX HHCTUTYLHO-
HaJbHBIX W3MEHEHHH B WMHHOBALIMOHHOM Pa3BUTHUU
YIOJIbBHOM IPOMBIIIJIEHHOCTH; COBEPLIEHCTBOBaHUU
OpraHU3alMOHHO-KOHOMUYECKOTO MEXaHHW3Ma YIpaB-
JIeHUs MHHOBAL[MOHHBIM Pa3BUTHEM YTOJIBHOM Hpo-
MBIILIEHHOCTH.

OnpeneneHo, YTO CTpaTerusi WHHOBALIMOHHOTO
pa3BUTHUS YrOJbLHOW OTpaciid JOJbKHA Oa3upoBaThcs Ha
peain3alluy TaKUX IPUOPUTETHBIX HAINpaBJICHUM: TeX-
HUYECKOE MEPEOCHAIICHUE YTIIeT00BIBAIOIIETO IPOU3-
BOJZICTBA, BKJIIOYasi 00ecreyeHrne pa3BUTH TEXHOIOTUN

MOJ3EMHON JOOBIYM C MPEUMYLIECTBEHHBIM HC-
MOJI30BAaHUEM B OUYMCTHBIX 3a004X MEXaHM3HPOBAaH-
HBIX KOMIUIEKCOB HOBOTO TEXHHYECKOTO YPOBHS, IPO-
MBILUICHHYIO YTWIM3AlMI0 IIAXTHOTO METaHa; OCy-
LIECTBJICHUE MEPOIPUATUN MO MOBBILIEHUIO TOTEHIIM-
aJla ¥ YCWJICHHUIO POJIM OTPACICBON HAYKH IO HAyIHO-
TEXHOJIOTMYECKUM, TPOEKTHO-KOHCTPYKTOPCKHM U
ONBITHO-3KCIIEPUMEHTAIBHBIM ~ LENIIM;  OOHOBJICHHE
MaTepUATBHO-TEXHUIECKON 0a3bl OTPACcIICBOM HAYKH U
MOJTOTOBKA HAYYHBIX KaJPOB BHICIICH KBATH(DUKAIINH.

Kniouesvie cnosa: KOHLENTyallbHbIE MOAXOJB,
CTpaTeruy, HHHOBALIMOHHOE PA3BUTHE, YrOJNbHAS IPO-
MBIIIJICHHOCTb.

Drachuk Yu. Z., Rassuzhday L. M., Trushkina
N. V. Conceptual Approaches to Forming a Strate-
gy of Innovation-Based Development of the Coal
Industry

The paper substantiates conceptual approaches to
forming a strategy of innovation-based development of
the national coal industry, which consist in defining the
basis for using a portfolio approach to the management
of innovation projects at the enterprise; consideration
of uncertainty and risk factors when evaluating innova-
tion projects; government regulation of market mecha-
nisms in the implementation of innovation-based de-
velopment of the coal industry; prove of coal-mining
enterprises’ capitalization by production moderniza-
tion; boosting innovative activities in the coal mines;
institutional changes in the innovation-based develop-
ment of the coal industry; improvement of the organi-
zational and economic mechanism for managing the
innovation-based development of the coal industry.

It was determined that the strategy of innovation-
based development of the coal industry should be
based on the implementation of the following priority
directions: technical re-equipment of coal production,
including the development of underground mining
technologies with preferential use of mechanized com-
plexes of a new technological level in the stopes, the
industrial utilization of coal mine methane; implemen-
tation of measures to enhance the role of the sectoral
science for scientific and technological, academic and
experimental purposes; renewal of the material and
technical base of the sectoral science and training high-
ly-qualified scientific personnel.

Keywords: conceptual approaches, strategy, inno-
vation-based development, coal industry.
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COAL MINING IN SOCIOEKONOMIC ASPECT

Arguments in support of the article. It is un-
doubtedly true that the crisis of the Ukrainian coal
industry has become a permanent phenomenon and
today it is unrealistic to explain it only with technolog-
ical or geological problems. Given the fact that the
economy is not closed on itself the system, it is im-
mersed in the society, its culture, its own system of
relationships. Surely, there is certain autonomy of the
economy, but it is incorrect and counterproductive to
consider the economy as a system that develops freely.
So, amid a significant increase in the level and quality
of life in many countries of the world, coal industry, as
a source of employment, is becoming increasingly
unattractive. Virtually all the economically developed
countries, with the exception of Australia and Taiwan,
have already abandoned coal as the primary fuel. Much
of what happens in economic systems, can be better
explained by "external" phenomena.

Review of the literature. In modern conditions of
globalization, the development of economy of one
particular state can't be carried out separately. The
world system sets vectors of development not only on
policy but also the state economy as a whole, as well as
on various branches. The scientific works devoted to
studying of tendencies of changes in the world system
of environmental management, technological devel-
opment, the analysis of a condition the coal industry of
Ukraine are written by A.Amosha, L.Starichenko,
M.Ilyashov, D.Cherevatskyi, Yu.Yashenko, M.Soldak,
A.Yanovskyi, V.Traud, , V.Lyashenko. Researches are
dedicated to the influence of social aspects of devel-
opment of an industrial economy, the region, state,
formation of the human capital, socioeconomic identi-
fication of conditions of a sustainable development in
the works of number of the other scientist

The purpose of the work is to conduct socioeco-
nomic studies designed to reveal the ratio of the impact
of economic and social factors on the development of
coal mining on the example of the leading Ukrainian
metallurgical Corporation "Metinvest", which has coal
assets in the US and Ukraine.

Presentation of the main material. For a long
time numerous works of domestic scholars with the
aim to understand the causes of the degradation of the
coal industry [1, 2, 3] and attempts to rectify the situa-

tion made at the government level, have not led to any
meaningful results. Experts relate this to the complexi-
ty of the mining and geological conditions, deteriora-
tion of the mining Fund and the unattractiveness of the
industry.

Certain economic relationships in the process of
production and distribution, the nature of which every
time corresponds to a specific socio-historical condi-
tions, it is possible at the same time to say that these
relationships, which are formed in a more or less stable
and long-term trends, have no objective reasons to
exist and cannot be determined as the laws of devel-
opment [4, p.16].

Europe has seen a sequence of closures of the coal
mines of Belgium in 1992, 1994 - Portugal, in 2005 -
France, and the last German mine is expected to termi-
nate its existance in 2018. During Soviet times, such a
fate was awaited for Donbass also [5]. But there is an
American coal paradox, which in marked contrast to
that of the European experience based on the the min-
ing and geological conditions of the national coal pro-
duction, determines the turnout to be untenable. As
expressed by the President and CEO of coal company's
world-class Arch Coal, "some companies will leave the
market, while others, such as Arch, will reduce the
scale of their activities, in hope for improved market
conditions" [6]. Mine is the "Maple" (West Virginia,
United States, Appalachian basin), having a capacity of
720 thousand tons of coal per year 230 people
statewide, is economically inefficient, whereas in
Ukraine, such an enterprise would be served by no less
than 1.5 thousand men. During the crisis in company
Walter Energy the owner of the “Maple” mine was
forced to reduce the time of operation of the mine by
30% [7]. And this takes place in a country with exem-
plary deposits of coal.

Having studied the problems of coal industry of
Ukraine for a long time D. Cherevatskyi [8, p.42]
gave an interesting thought that "the domestic economy
does not need mines, it needs coal. Coal as a raw mate-
rial for the steel industry; coal as a fuel for energy. It is
in Australia or South Africa, the coal industry is a ma-
jor source of export, of filling the budget, macroeco-
nomic support". This conclusion is based on the judg-
ment of one of the leaders of the domestic steel busi-
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ness L.Siroy, made in 2007: “Metinvest, and other
companies with their own coke production, find it
more profitable to purchase high-quality Australian
coal for $ 110/t FOB than to invest hundreds of million
in the Ukrainian coal mining, which ultimately will
cost $ 90/t [9].

Consistently pursuing the policy, Metinvest ac-
quired West Virginia coal company called United Coal
Company (UCC) which was composed of 4 mines and
quarry for the extraction of thermal and coking coal.
One of the list is the Affinity Mine, a coal mine found-
ed in 1910-ies but in the last quarter-century was con-
servated due to unprofitability. “I couldn’t imagine it, -
said Danny Bar, Mayor of the city of Sofia (where the
mine is located), - that will ever see the Affinity mine
working again. But once there was a talk of reopening,
a burst of activity began. Now there's a housing boom,
and you will not find a vacant land available for
rent” [10].

The capacity of restored mine with a newly con-
structed processing factory is 1.4 million tonnes of
coking coal premium class per year. The acquisition of
the mine at a cost of Metinvest 900 thousand dollars,
whereas investment in the revival of the mine amount-
ed to 115 million dollars. The economic efficiency of a
coal project in UCC immediately turned out to be
negative. It should be mentioned that by wage rates
American miners are a leading category of "Metinvest"
(almost $132 thousand per person per year), which
closely follows the Swiss company Metinvest Interna-
tional SA ($211 thousand/year), but nearly 12 times
exceeding the salary of the staff in Ukrainian Mining
Division "Metinvest" (about $11 thousand/year) [11].

In 2012, due to the market conditions, UCC had to
reduce the volume of coal production by 4 times from
2 million tonnes to 507 thousand and lay off 325 work-
ers - every fifth employee of an American company,
moreover in 2013 halt the production that has already
caused massive layoffs [12].

Metinvest as a vertically integrated structure has
withstood the economic failures of links located at the
base of the pyramid so far. A more difficult situation is
in the Russian Corporation Severstal - sale of North
American coal business, which may return no more
than 40% of its funds invested a few years earlier. It is
a vital measure to take for the sake of the holding. The
world steel market has up to 500 million tonnes of
overcapacity today as the result of the rapid develop-
ment of industry in the first decade of this century. The
serious consequences of the crisis have affected
Mechel, the holding company that owns the controlling
shares of metallurgical, coal energy companies and
ports located in 11 regions of Russia, the United States,
Lithuania and Ukraine. It is also the world leader in
coking coal production, and the second holder of world
coking coal resources. Having said that, purchasing

and active development of Elgin field has not only
brought to the bankruptcy carbon but the metallurgical
business group too [13].

Another turning issue for Metinvest mines is in-
dustrial injuries. Since the ceremonial commissioning
of the Affinity complex 16 miners have been injured or
killed. Since the beginning of 2013, the Office of labor
protection and industrial hygiene in mining USA
(MSHA) has found out that 66 cases of security
breaches at the mine belonged Metinvest. The Affinity
was rendered 68 warnings and imposed a fine of
126 thousand dollars just over one year period.

However, the matter of security at Affinity has
always been an issue. In early January 2006 the major
accident occurred in the same West Virginia, 13 miners
was trapped underground by the explosion of methane.
Only one of them managed to survive [14]; April 6,
2010 as the result of the largest explosion at the mine
since 1984 in 50 km to the South from Charleston USA
25 people were killed [15], etc. Even the undoubted
achievements of American management in the field of
safety in the coal industry are not in the strength to
completely eliminate the effects of natural and human
factors that significantly reduce the attractiveness of
the coal business.

In fact, it seems that social processes inherent in
the present will further complicate the situation in the
coal industry. According to A.Gal’chinskyi “new lay-
ers of untapped human energy are not idling in the
plain of the new cycle of system’s integration and uni-
fication, as this is continuously insisted by some politi-
cians and scientists, but on the opposite flank of the
vast expanses of the individual, in the identification of
freedom as the impersonation of the real personality. In
accordance with this the capacity of large economic
groups who typically were placed in the "symbols" of
industrialism are weakening. The era of dominance of
the "massive" remains in the past” [16, p.8]. This is
more than true for coal mine production method which
is lifethretening and physically strenious, far from
creativity. The thing that people are now willing to
work in underground conditions for the salary they are
given (which is 12 times less than that of the miners’ in
America), is Path Dependence.

According to one of the residents of the village at
the mine in the Central region of Donbass: “Our life is
predetermined here: the guys go to the mine, and the
girls - to "Styrole" (Ukraine's largest plant for the pro-
duction of organic fertilizers). Rarely does anyone
manage to follow another path.” Such a way of living
in the settlements surrounding mines has formed by
generations.

However, in the large cities, the propensity to "so-
cial comfort", in the words of F.Borodkin, famous
Russian socioeconomist, increasingly deters the people
from working at the mine. “Until the mid-late twentieth
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century the society and mutual relationship among
people had always been the tools of economic activity,
from families up to the global industrial corporations
and States. But then, throughout the lifetime of almost
one generation, management became a driver to a com-
fortable lifestyle” [17, p. 122; 18, p. 145].

This is reflected in increased requirements to the
wage rates, working conditions (mechanization), which
is the effect of the mythical Ouroboros -Snake that
bites itself in the tail: the higher the salary, the more
complex and more expensive equipment is, and the
stricter security requirements are set, the more expen-
sive coal mining becomes. The social component sup-
presses the economic one, embosses commercial
ground from under the coal business. The same pattern
is true for Germany where the highest social and envi-
ronmental standards drove a German mine to unrecov-
erable loss. Even the unthinkable high productivity and
safe secure technology, is not a lever of economic effi-
ciency, and if it hadn’t been for the intervention of the
state, the German coal industry would have gone into
oblivion long ago.

The inconsistence of Ukrainian coal mining gov-
ernance has resulted, in society puting "a blind eye" on
the phenomenon of "kopanky". A primitive technolo-
gy, which disregards safety and sanitation, evades tax,
paltry salaries, becomes a regular occurance in de-
pressed regions.

In sientific-academic hearings held in February
2013, Institute of industrial economics of the National
Academy of Sciences of Ukraine [19], a famous Colli-
er, doctor of technical Sciences, professor, MP Yu-
khym Zvyabhilskyi emotionally and categorically called
‘kopanky’ a state-level crime on a large scale. “Some-
body carries this coal by the state rail, not on wheelbar-
rows or cart, —Y.Zvyahilskyi expressed his indigna-
tion,- someone sells it by wholesale that someone buys
and uses as an energy source, while legal coal has no
marketing”. The MP expressed the hope that the gov-
ernment is aware of the need to take emergency
measures, because the industry is dying. "Kopanky and
imports are destroying the domestic coal market."

On the other hand, metallurgists, as mentioned
above, do not think and perceive Coal imports only.
There are many similarities to the arrangement of the
mining settlements in the traditional coal mining re-
gions in Ukraine and the USA. The so-called Coal
Camps around American mines is a school, a church, a
shop, a theater, a modest accommodation. The same is
in Ukraine - only until recent times churches were not
apart of it, and the theater was called the culture centre.

With the onset of the crisis in the coal industry
and mine closure villages get deserted in both coun-
tries. The closer the mine is to the large city, the more
houses are abandoned. Some of them turn into ruins.
Whole areas become zones of environmental neglect

and man-made disasters. Such situations are a common
feature of old-industrial region of Ukraine, not only in
the Donbass.

Conclusion. The relevance of these studies is to
expand the American coal paradox, important for un-
derstanding the essence of the development of coal
mining industries at the present stage of the global
economy. The submissions of research carried out on
the example Corporation "Metinvest", which has coal
assets in the Donbas and in the Appalachian (United
States), indicate that the social factor in the progress of
negative processes is greater than the natural condi-
tions of the fields. The economy cannot withstand the
social burden and resolving this contradiction should
be the central objective of socio-economic studies of
the immediate future.
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3aso3noBa 10. C. ByrieBuao0yTok y couioe-
KOHOMIYHOMY acleKTi

Po3rnsiHyTO CHiBBIHONIEHHS €KOHOMIYHHX 1 CO-
miabHUX (AKTOPIB Y PO3BUTKY BYIJTIEBUAOOYTKY Ha
TIPUKJIAJl BEPTHKAIBHO-IHTETPOBaHUX KoMmaHiid. Ha-
BEJCHO BIAMIHHOCTI BITUM3HSHHX Ta 3apyOiXKHHUIX
aKkTUBIB. PO3KPHUTO CyTHICTh TPOIIECIB PO3BUTKY BYT-
Neno0yBHUX Tally3ed Ha Cy4acHOMY eTali iCHyBaHHS
CBITOBOTO €KOHOMIYHOro rocmoaapcTBa. OIiHEHO

BIUIMB COI[IOEKOHOMIYHHMX aCIIEKTIB, IO ITOSCHIOIOTH
aMEpPUKaHChKiN BYTUIBHUN TIapagoKc.

Kniouosi crnosa: ByrinbHUN Tmapaziokc, COLiabHi
MPOIIECH, KpH3a, BYriTbHA IPOMUCIIOBICTh, BEPTHKAIb-
HO-IHTETPOBAaHUH XOJIJIMHT, COIIIOEKOHOMIKA.

3ago3HoBa 10. C. Yrieno0biua B COMM0OIKOHO-
MHYECKOM aACIEeKTe

PaccMOTpeHO COOTHOIIIEHHE JKOHOMUYECKUX |
COLMANBHBIX ()AaKTOPOB B Pa3BUTHU YTIeNOOBMH Ha
MpUMEpPe BEPTHKAITLHO-UHTETPUPOBAHHBIX KOMIIAHUU.
JaroTcst pa3nuuusi OTEUECTBEHHBIX, M 3apyOeKHBIX
aKTUBOB. PackpbiTa CyIIHOCTh NPOLIECCOB Pa3BUTHS
YIIIe00BIBAIOIINX OTpaciied Ha COBPEMEHHOM JTarie
CYILLECTBOBAHUS MHPOBOIO 3KOHOMHYECKOTO XO3sii-
crBa. OIEHEHO BIMSHUE COLHO3KOHOMHYECKHUX aCIIEK-
TOB OOBSACHSIONIMX aAMEPUKAHCKUI YroJibHBIA IMmapa-
JTOKC.

Knrouesvie cnosa: yronpHbIN Mapagokc, COMHAb-
HBIE TIPOIIECCHI, KPU3KC, YTOJIbHAS MPOMBINIICHHOCTD,
BEPTUKAJILHO-UHTETPUPOBAHHBIA XOJJIMHT, COILMO3KO-
HOMMKA.

Zaloznova Yu. S. Coal Mining in Socioeconom-
ic Aspect

The article investigate the correlation of economic
and social factors in the development of coal mining on
example of vertically integrated companies with both
domestic and foreign assets. The effect of socioeco-
nomic aspects which have led to the American paradox
of coal is studied to understand the essence of the coal
mining industry at the present stage of the global eco-
nomic management.

Keywords: coal paradox, social processes, the cri-
sis, coal industry, vertically integrated holding compa-
ny, socioeconomics.
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SCIENTIFIC BASIS OF HUMAN DEVELOPMENT STATE
ADMINISTRATION IN UKRAINE!

Background. Development of the polity "life in a
new way" through the introduction of PPB system
(Prediction, Programming, Budgeting) of human de-
velopment in socio-economic terms, the regions and
the country as a whole, involves the formation of the
scientific and educational and staffing mechanism of
governance at the national and regional levels.

Scientific achievements of the Economic Re-
search Institute of the Ministry of Economic Develop-
ment and Trade of Ukraine, the Research Institute of
the State financial educational and scientific institu-
tions "Academy of Financial Management" of the
Ministry of Finance of Ukraine, the private higher
education institution "Bukovynskiy University", V.I.
Vernadsky Institute of Natural Economy, S.A. Podo-
linsky Institute of Physical Economy allows us to gen-
eralize the recommendations and proposals for the
formation of scientific and educational and staffing
functions, procedures and processes of "life in a new
way” state administration during the years of inde-
pendence.

Problem. The article is a rationale for the estab-
lishment of the state educational and scientific institu-
tion, the Academy of Economic Administration, based
on the Economic Research Institute. It is also consid-
ered to be a part of the Department of Economics of
the National Academy of Sciences of Ukraine and
directly subordinated to the Cabinet of Ministers of
Ukraine (compared to the Academy of Financial Man-
agement, established within the Research Institute of
the Ministry of Finance of Ukraine, and to obtain a
dual subordination — both to the Ministry mentioned
above and to the Department of Economics of the Na-
tional Academy of Sciences of Ukraine).

Academy of Economic Management is able to
implement:

1. Introduction, improvement and development of
current scientific methods of National and Regional
human development formation programs developed by
the Department of Economics of the National Acade-
my of Sciences of Ukraine in the system long, medium
and short-term forecasts, programs and plans for socio-
economic development at the national and regional
levels .

2. The National and Regional human development
programs monitoring of state administrative divisions

and applied theme of Masters Dissertations and
research recommendations.

3. The proposals justification for further system
scientific researches of economic and statistical indica-
tors, social norms, human development norms and
standards of their reference values for each region and
for the country as a whole.

Main material. The Economic Research Institute
(ERI) was established in March 1961 as a major re-
search institution in the field of spatial planning meth-
odology for comprehensive economic and social de-
velopment of the republic and its regions in Ukraine
and among former Soviet Union republics.

It is particularly deserved to pay special attention
to the following comment on doubled sector model of
economic management of Ukraine established in the
Economic Research Institute and includes a mechanism
for coordination of national, sectoral, regional and
individual reproductive processes (V.F. Stolyarov,
V.M. Ilyin, V.S. Fedorenko, V.P. Kryvoborodenko) [4-
6]. Today this model is valid in the Chinese economy.

In this model, the public sector is the first one to
incorporate various forms of state control ownership in
all reproductive processes through the development
and implementation of Prediction, Programming, social
and economic development administration planning of
regions, districts, villages, towns and the state as a
whole. The model first sector is identical to only state
ownership, and provides the introduction of public-
private partnership elements based on the principles of
social responsibility.

The second one in this model is to be a casual sec-
tor of the national economy state managing and in-
cludes enterprises, firms, organizations and businesses
which activities in terms of deployment of market rela-
tions in the production of goods or services are not
regulated by the specified above Prediction, Program-
ming and Planning. That is a sector of free enterprise.

Owing to this methodological approach to the
state management it was ensured a consistent evolu-
tionary transition from the administrative-command
system of planned management to state regulation of
social and economic development in a market econo-
my. A proportionality of sector model of a ("public"
and "free enterprise") have changed sequentially,

V‘ Shinkaryuk, O. V. (2014, Jan 15). State administration formation of regional human development in Ukraine.
(Z. Cekerevac, Ed.) MEST Journal, 3(1), 104-113. doi:10.12709/mest.03.03.01.12.
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simultaneously with the development of market rela-
tions, ensuring integrity, self-organization and stability
of the national economy as an organic unity at the na-
tional socio-economic system.

It would be advisable to use advanced position of
doubled sector economic model for the formation of
the polity "life in a new way" in the Research Institute
of the State financial educational and scientific institu-
tions "Academy of Financial Management" of the Min-
istry of Finance of Ukraine:

— Identities multiculturalism recognition owner-
ship in the structure of the public sector of the national
economy;

— Addition to national economy focus (external
influence of state regulator) with its desire to achieve
goals (an intrinsic property of the national economy);

— State influence mainly in the area of scientific
and technological potential of the model first sector;

— Differentiated development of social norms;

— Socio-economic development transformation
of in public procurement;

— Complex construction of the national economy
in aggregate economic Matrix density (characterizes
the distribution of social labor in the economic space of
probabilities that determine the density of the distribu-
tion) and state regulators;

— The separation of powers between Center and
local government as the basis for the coordination of
the entire national economy with the development of
local economies;

— The scope of innovation determination and
planning of the necessary specialists (scientific and
practical), their rational allocation by social norms on
human labor and other territories.

Accelerated implementation Anglo-Saxon model
"shock without therapy" in the transition from a
planned economy to a market one in Ukraine led to the
productive capacity of the economy and of Ukrainian
people logistics lifestyle destruction, and as a result -
the spiritual structure of all segments of the Ukrainian
society.

We can assume that the geopolitical forming sce-
nario of the "golden billion" humanity on Earth is actu-
ally implemented and continues to be implemented in
Ukraine. In the early years of the market economy
introduction a domestic economic science was exclud-
ed from the training procedures and the decision mak-
ing on strategic management of the national economy
with elements of planning.

The Revolution of Dignity in Ukraine oriented the
society to the indispensable epistemological analysis
and synthesis of spiritual and ideological components
of own socio-cultural nature of the Ukrainian people
with the best achievements of mankind.

The fundamental basis of the "life in a new way"
polity are organic components of the national system
of the Ukrainian society values and the current under-

standing of the areas of sustainable human develop-
ment ("Nature's Wisdom"), which, in their turn, are
based on philosophical and ideological ideas of out-
standing Ukrainians S.A. Podolinsky and V.I. Vernad-
sky.

That is, the state administration formation of the
"life in a new way" in Ukraine through the use of the
Human Development Concept becomes a global mis-
sion of our country. It becomes possible to make only
after reviewing the role and place of national econom-
ics in the development of Ukrainian society.

And nowadays it is the establishing the State fi-
nancial educational and scientific institutions (SFESI)
"Academy of economic administration» at the Eco-
nomic Research Institute of the Ministry of Economic
Development and Trade of Ukraine in the Department
of Economics and the National Academy of Sciences
and directly subordinated to the Cabinet of Ministers of
Ukraine. The Academy of economic administration
should not only have The Scientific Research Plan
(SRP) but also the plan of the SRP results implementa-
tion conducted by the Institute of the Department of
Economics of the National Academy of Sciences of
Ukraine (NASU) as well as recommendations based on
the results of universities, master’s and doctoral re-
search and scientific institutions of the Ministry of
Education and Science of Ukraine in the social sphere,
based on National and Regional programs of human
development.

The Economic Research Institute (ERI) initiative
for the Academy of Economic Studies establishment in
1993-1994 was the impetus for the establishment of the
State educational and scientific institution (SESI) "In-
stitute of Economics and Forecasting", directly subor-
dinated to the Cabinet of Ministers of Ukraine, in the
first stage, (Decree of to the Cabinet of Ministers of
Ukraine since 19.07. 1997 Ne 772"On the establish-
ment of the Institute of Economic Forecasting"), and
then, the National Academy of Sciences of Ukraine
(NASU) (Decree of the Presidium of NASU since
09.05.1997, Ne 298).

If the Academy of Economic Studies at the Eco-
nomic Research Institute (ERI) of former State Plan-
ning Committee of Ukraine (directly subordinated to
the Cabinet of Ministers of Ukraine and incorporated
into the Department of Economics of the National
Academy of Sciences of Ukraine (NASU)) with its
wider authority and responsibility governance toward
socio-economic impact assessment of the Government
and the President of Ukraine Decrees had been estab-
lished earlier, some of the decrees would have been

! The continuation. The beginning see : Shinkaryuk,
0. V. (2014, Jan 15). State administration formation of
regional human development in Ukraine. (Z. Cekerevac,
Ed.) MEST Journal, 3(1), 104-113. doi:10.12709/
mest.03.03.01.12
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refined or even wouldn’t have been accepted (similar
with scientific assessment of socio-economic impact of
Laws of Ukraine enactment by Verhovna Rada of
Ukraine specialized unit, the Chief Scientific Expert
Department). The former employees of The Economic
Research Institute (ERI) as well as of The National
Security and Defense Council of Ukraine became the
employees of the Chief Scientific Expert Department.

The development of the Programs of development
or specific sectors reforming of national economy is
appropriate to entrust to the State financial educational
and scientific institutions (SFESI) "The Institute of
Economics and Forecasting", which, in addition to
their own, prepares consolidated national reports based
on local papers of all Institutes of Economics Depart-
ment of NASU. And also these Programs of develop-
ment or specific sectors reforming of national economy
should not only be entrusted to  experts, consultants
and experts from various skill levels and different sci-
entific schools that practiced in the past in the Cabinet
of Ministers of Ukraine and the Administration of the
President of Ukraine. Their state projects should be
estimated also by specialists of the Institute of Eco-
nomics and the Bureau of National Academy of Sci-
ences.

For example, in 2010, after the publication pro-
gram of NASU academician Valeriy Heyets "Liberal
democratic foundations: a course on modernization of
Ukraine" [9] the State financial educational and scien-
tific institutions (SFESI) "The Institute of Economics
and Forecasting" prepared the National Report "The
New Deal: the reform in Ukraine. 2010-2015 " [10]
and the annual President of Ukraine Proclamation to
the Verkhovna Rada of Ukraine "Modernization of
Ukraine is our strategic choice" was based on the mate-
rials of this report [11].

In turn, the Institute of Industrial Economics
(NASU) (Donetsk) has developed scientific methods of
monitoring the stages and processes of modernization
of Ukraine and its economic regions based on the expe-
rience of China [12]. All mentioned above has in-
creased the scientific management level of the national
economy for sustainable development.

In addition to these important documents of state
influence on the socio-economic development of re-
gions and Ukraine as a whole, the Institutions of Eco-
nomics Department (NASU) should develop the pro-
jects of the State comprehensive reform programs of
the national economy (O.S.Yemelyanov [2]) that, after
review by The National Security and Defense Council
of Ukraine, have been adopted on a joint session of the
Verkhovna Rada of Ukraine, the Cabinet of Ministers
of Ukraine and the President of Ukraine (with the par-
ticipation of the Bureau of Economics NASU),based
on scientific expertise specialists of the Institute for
Strategic Studies and the Institute of legislation of the

Verkhovna Rada of Ukraine) and public discussion
(including the participation of foreign experts).

With the change of Government and the President
of Ukraine it has to be maintained a strategic course of
the national economy reforming, without the new radi-
cal reform usage of "shock therapy", it should be kept
the leading components of the institutional mechanism
of its methodological support (this part was recently
the Committee on Economic Reforms under the Presi-
dent of Ukraine) [13].

Based on the objectives of integrated programs in
the context of the polity "life in a new way," Cabinet of
Ministers of Ukraine shall conduct to clarify the quan-
tity, structure, functions of staffing number of minis-
tries and departments of the socio-economic profile,
sufficient for the development and implementation of
programs and plans for socio-economic development
of Ukraine and its regions, in which national and re-
gional programs of human development would have
been the leading element, and their routines with a set
of appropriate measures in education, health care, pen-
sion and social security, etc. would have been the
objects of reform. However, the reforms in education
and health must be made according to the criteria of
indices increase of national and regional human devel-
opment, not from the standpoint of minimization of
state and local budgets for their operation. Failure in
the state to regulate the processes of socio-economic
development and the country could lead to deteriora-
tion of the National and Regional Human Development
Indices.

National reports and projects of Government Ac-
tion Programs and annual President of Ukraine Proc-
lamation to the Verkhovna Rada of Ukraine are also
advisable to be prepared as forecast-analytical con-
struction materials of all the Institutions of Economics
Department (NASU). It is in these materials the pro-
jects of new Government Actions may be presented,
such as the introduction of PPB system (Prediction,
Programming, Budgeting) of human development
through the development of National and Regional
Programs based on the principles and provisions of
fiscal federalism that requires the establishment of
Chief Research Institute of socio-economic profile of
these issues at the Economic Research Institute of the
Ministry of Economic Development and Trade of
Ukraine.

Conclusions. In the eve of the 50th anniversary
The Economic Research Institute (ERI) clarified its
mission, which is to be the informational, analytical
and scientific support of the Ministry of Economic
Development and Trade of Ukraine in the development
and implementation of economic policy and with an
aim to improve the market economy, ensuring its func-
tioning, improving the level and quality of life on this
basis, promoting socio development.
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The Economic Research Institute (ERI) strategic
aim is to acquire and consolidate the informal status of
the leading scientific institution in Ukraine to develop
a methodology for strategic planning, information,
methodological and organizational support of econom-
ic and social development programs at the macro and
meso level, the formation of economic policy measures
and their implementation mechanism [15].

The Institute science activity is carried out to the
primary and secondary thematic The Economic Re-
search Institute (ERI) research plan, formed on the
basis of the relevant contracts and agreements with the
Ministry of Economic Development and Trade of
Ukraine and other organizations.

The main thematic plan problems are defined by
tasks of the Ministry of Economic Development and
Trade of Ukraine for the development and implementa-
tion of state economic policy of Ukraine in the follow-
ing areas [16]:

1. A comprehensive analysis of the economy main
trends (by institutional sectors and markets).

2. Modeling of economic development.

3. Methodological principles for the development
of strategic and program documents of economic and
social development of the country and regions.

4. Tools of strategic and program documents im-
plementing of economic and social development.

5. Monitoring of economic and social develop-
ment of Ukraine.

The Institute actively collaborates with the Cabi-
net of Ministers of Ukraine, the standing committees of
the Verkhovna Rada of Ukraine, Ministries and De-
partments, regional authorities, the National Academy
of Sciences of Ukraine.

The Economic Research Institute (ERI) doctoral
studies are engaged in academic training for central
and local authorities, local governments, research insti-
tutions and other economics. All graduate students,
doctoral students and scientific degree applicants are
assigned to the relevant departments of the Institute
and are directly involved in the implementation of
planned research on topical issues of development of
Ukraine.

The specialized Academic Council for the Protec-
tion of theses on specialties 08.00.03 "Economics and
management of national economy" and 08.00.08
"Money, Finance and Credit” is presented in the Eco-
nomic Research Institute (ERI). Leadership of the In-
stitute has provided the priority development of its own
scientific methods of strategic planning based on the
needs of institutionalization of state of the national
economy in the future.

The Economic Research Institute (ERI) is able to
start the work on the "Scheduled Code of Ukraine"
(similar to the Budget Code of Ukraine) with 30 years
of fruitful collaboration with the former State Planning
Committee (Gosplan) of Ukraine, and considerable

library collection and archive of research papers on
methodology of current, medium-term and long-term
planning.

B 2011 pomi, kpimM 3IiHCHEHHS TIAHOBHUX JOCII-
JDKEHb, [HCTHTYTOM OyJIO MIATOTOBJIEHO Ta MEpelIaHO
JI0 LIEHTPAJIbHUX OPTaHiB JIep>KaBHOI BIAAN Psi| JOIO-
BIIHUX 3alMCOK, pEKOMEHAIlIi Ta 1HIIUX MaTepiajib.
Cepen HUX CITiJ] BII3HAYUTH:

In 2011, in addition to the implementation of
planned research, the Institute has prepared and sub-
mitted to the central government a number of memo-
randa, recommendations and other materials. Among
them should be noted:

— Proposals to improve the project of Law of
Ukraine "On state strategic planning";

— Analytical materials for Consensus forecast
"Ukraine: Prospects for Development";

— A set of analytical materials on import substi-
tution policy and its possible implementation in
Ukraine;

— Proposals to improve the mechanisms of long-
term lending to the real sector and households;

— Information on the current status and trends of
investment and production of high and medium tech-
nology industries in Ukraine in 1998-2009 pp.;

— Proposal of a plan to the State's policy to
change the structure of the real economy, to increase
the technological level of production and increase the
share of manufacturing, focusing on the domestic mar-
ket;

— Policy Brief overview of the general trends
and results of operation in Ukraine for special (free)
economic zones and territories of priority development
with special investment regime.

The Economic Research Institute (ERI) with the
Ministry of Economic Development and Trade of
Ukraine created a unique state document based on
Prognosis of integrated development of the national
economy and social sphere for the first time since in-
dependence, in 2011. Unfortunately, the project of the
State Economic and Social Development of Ukraine
for 2012 objectively caused rapid adjustment of the
State Budget of Ukraine for 2012, which was directly
connected with the objectives for its implementation
("Market needs help ...of the former State Planning
Committee (Gosplan)" [2 p. 53]).

That is, the State Program of economic and social
development of Ukraine and the State Budget of
Ukraine should be treated as a single government doc-
ument that contains a set of planning guidelines and
address problems of development macroeconomics,
industries, regions and departments and supported the
definition of specific terms of their implementation of
responsible and targeted on specific issues, while the
forming the polity "life in a new way".

Scientific and methodological support to achieve
an whole forecasting, planning and budgeting of hu-
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man development at the national and regional level can
provide the Economic Research Institute (ERI) to be
part of the Institutes of Economics Department of
NASU and be subordinated to the Cabinet of Ministers
of Ukraine.

Organizing its activities as Chief Research Insti-
tute of socio-economic profile, the Research Institute
of the State financial educational and scientific institu-
tions "Academy of Financial Management" of the Min-
istry of Finance of Ukraine should make joint mid-term
e Scientific research work plans with the State Institu-
tion "Research Institute of industrial relations" at the
Ministry of Social Policy of Ukraine, with the State
Enterprise "Scientific and Technical Complex statisti-
cal Research" (Institute of Statistics and Research and
Design Institute of Statistic Technology) at the State
Statistics Service of Ukraine and the Institute of legis-
lation of the Verkhovna Rada of Ukraine.

In terms of the development of the polity "life in a
new way" it is appropriate to put the functional ap-
proach in the foundation of ministries and departments
of the socio-economic profile and to determine their
powers (rights and responsibilities) according to the
processes and procedures for national and regional
human development programs. These programs must
be central (top chains) while forming the state pro-
grams and plans for socio-economic development and
regional, state and local budgets Ukraine.
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Jep>KaBHOTO YIPABIIHHS (OKUTTSIM MO-HOBOMY» B YK-
paiHi.

Knouosi crosa: MexaHi3M, eKOHOMIKa, YIIpaBiIiH-
Hs, 3a0e3ledyeHHs, KOOPAWHAISA, HAIllOHAIbHHMH,
perioHalbHUA.

Iunkapiok O. B. Hay4Hble 0cHOBBI rocyaap-
CTBEHHOI'0 YIPAaBJIEHUs YeJIOBeYeCKHUM Pa3BUTHEM
B YKpanHe

B cratbe Ha OCHOBE pacKpbITHS POJIM U MecTa
HayuHo-uccnenoBaTeibckoro 9KOHOMUYECKOTO  HH-
crutyta (HUDOU) OpBiiero [ocrmana YkpanHbBI B
YIPaBJICHUHM HapOIHBIM XO3HCTBOM PacKphiTa pojib U
MECTO OTE€YECTBEHHONW YKOHOMHUYECKOH HAyKU B Hayd-
HO-METOJUUYECKOM OO0ECHEUCHUU TIOCyJapCTBEHHOIO
BO3JCICTBUA Ha COLUAIBHO-9)KOHOMUYECKOE Pa3BUTHE
rocygapctsa U peruoHoB. OOOCHOBaHa Lienecoodpas-
HocTh co3nanus ['YHY «Akanemusi 5KOHOMUYECKOTO
ynpasieHus». OIpeneneHbl HallpaBlIE€HUS U 3aladu
JeSITeIHOCTH AKaleMuH 110 (QOPMHUPOBAHUIO HAYIHO-
obOpa3zoBareibHOro obecreueHus MexaHu3ma rocyaap-
CTBEHHOI'O YIPABJIEHMS <OKU3Hb II0-HOBOMY» B YKpa-
HHE.

Kuroueguvle cnosa: MexaHU3M, 5KOHOMHKA, yIIpaB-
JeHue, obecrieueHnue, KOOpAUHALMS, HAIMOHAJIbHBIM,
pErHOHATbHBIN.

Shinkaryuk O. V. Scientific Basic of Human
Development State Administration in Ukraine

On the basis of the disclosure of the role and place
of the Research Economic Institute (INAH) of the
former State Planning Commity of Ukraine the role
and place of national economic science in the scientific
and methodological support of state influence on the
socio-economic development of the state and regions.
The expediency of the creation of the mode of "Acad-
emy of Economic Management" is disclosed. The di-
rections and objectives of the Academy on the for-
mation of scientific and educational governance provi-
sion which may be called "life in a new way" in
Ukraine.

Keywords: mechanism, economics, management,
maintenance, coordination, national, regional.
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THE OPTIMIZATION MODEL OF WORKING TIME FUND ALLOCATION
IN THE THEORY OF MARGINAL UTILITY

Today Ukrainian economy is in the state of severe
crisis. The hopes of the 1990s for the thriving market
economy failed. The attempts to put the state economy
on market platform, to privatize state-owned enterpris-
es, to liberalize prices were all vain. Different political
forces have always tried to promote their successful

economic policy when proclaiming rapid growth of
state economy in their time. But the long-run compara-
tive study leads to deplorable results. Comparative
sampling statistics on selective economic sectors over
the period of 1970-2010 [1,2] bear witness to the eco-
nomic hardship of Ukrainian (see Table 1).

Table 1
Selective commodity production output in Ukraine over the period of 1970-2010
Commodity list Unit of Years
measurement 1970 1980 1990 2000 2010
Electrical power generation billion 137,6 236,0 298.5 171,4 188,8
kWh
Iron ore and concentrates out- million 111,0 125,0 105,0 55,9 78,5
put tons
Flour production thousand 7526 7485 7671 3076 2632
tons
Iron production million 41,4 46,5 449 25,7 27,4
tons
Steel production million 46,2 49,9 48,5 25,8 17,5
tons
Agricultural  sector tractors thousand 148 136 106 4,0 5,2
production units

The data analysis in Table 1 shows that the eco-
nomic collapse in Ukraine in the late 1990s had disas-
trous consequences. Those losses have not been cov-
ered yet. Despite the positive dynamic of the produc-
tion output in Ukraine over the past ten years, Ukraini-
an economy has not reached the level of maturity of
1970-80s yet.

The given situation provokes scientists-
economists into analyzing the causes of the economic
emergency state along with the ways to overcome this
crisis. The following causes are given: major blunders
in home and foreign policies (including economic poli-
cy) made by the government and the head of the state,
the lack of investment, economic and political instabil-
ity, ineffective legislative and regulatory framework
etc. The given conclusion has reasonable grounds. The
results of the analysis are to logically lead to the search
of realistic well-grounded ways out of the situation. In
this regard the scientists and politicians are not unani-
mous as for the solution.

One of the causes of unsatisfactory economic state
is due to the ignorance about low workforce productiv-
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ity and the absence of the relative incentive mecha-
nism. In spite of the extensive scientific research into
this problem, the comprehensive management of la-
bour concept has not been developed to perfectly fit
into Ukrainian market environment. The existing for-
eign experience does not demonstrate the single ap-
proach to solve the problem albeit the developed coun-
tries achieved much more results in tackling the ques-
tions of well-grounded standards of wages and social
security. This statement is supported by the data of
Table 2. The countries under analysis were chosen
according to the compatibility of the number of their
population (except for the Russian Federation). The
low remuneration of labour rate in Ukraine to a great
extent comes from the low level of workforce produc-
tivity and the high level of energy and material con-
sumption in the industries.

Despite the above said selective analysis of the
relative figures in Ukraine and developed countries
(Table 3) shows that developed countries outperform
Ukraine by remuneration of labour rate.

(0]
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Table 2
Comparative figures in Ukraine and developed countries over 2010
Population, Unemployment GDP per Salary,
Countries million people rate person, US dollar
% US dollar
Ukraine 45,7 8,1 6055 2822
The United Kingdom 62,2 7,8 32459 3930,4!
Spain 46,1 20,1 26967 3059,6!
Italy 60,5 8,4 27081 3200,2!
Canada 34,1 8,0 35445 3590,4
Poland 38,2 9,6 17342 1069,9
France 64,9 9,7 29598 4001,2!
The Russian Federation 141,8 7,5 14166 698.5
! — according to 2009 [2].
Table 3

Relative GDP figures and salaries in different countries in 2010

Countries Relative excess Relative excess of salary
GDP per person of an employee
Ukraine 1,00 1,00
The United Kingdom 5,36 13,93
Spain 4,45 10,8
Italy 4,47 11,34
Canada 5,85 12,72
Poland 2,86 3,79
France 4,89 14,18
The Russian Federation 2,34 2,47

Table 3 makes it clear that the excess of employ-
ee’s salary significantly outruns the figure of the excess
of GDP per person in the majority of the developed
countries. In the United Kingdom the GDP rate per
person is 5,36 times more than in Ukraine and as far as
the salary rate concerns, the excess comes to 13,93.
Poland and the Russian Federation have the smallest
differences as the post-soviet states undergo similar
problems and tendencies when establishing market
economy. To a large extent the given problem has the
nature of “vicious circle”: the low remuneration of
labour rate leads to the low workforce productivity and
vice versa the low workforce productivity gives no
chance to salary growth. Consequently the problem of
effective incentive for the staff productivity under the
market-based circumstances is critical for Ukrainian
economy. The author suggests solving that problem by
means of the theory of marginal utility.

The theory of marginal utility appeared at the end
of the 19" century. This theory contradicted the fun-
damental principles of the the labour theory of value by
K. Marx. Scientific research conducted in this direction
was characterized by soviet ideologists as “apologetic”,
“bourgeois”, “vulgar” and “pseudoscientific”. That
attitude undergoes sustainable change, and the works
by Carl Menger, Eugen von Bohm Bawerk, Friedrich
von Wieser, Joseph Schumpeter, Antuan Auguste

Walras, Alfred Marshall and other scientists become
the benchmarks for the research of our scientists-
economists. In Ukraine the methodological issues of
the theory of marginal utility have been lately in focus
of S.V.Glivenko [3], [.D.Pogorelovska [4], N.N.Ivanov
[5], LV.Golovataya [6, 7], Y.V Petrovskaya [8], A.M.
Zaytseva [9], M.I. Kernitskaya [10], M.M.Artus
[11,12], M.F.Goncharenko [13], L.V.Pinchuk [14] and
others. Still the potential of the theory of marginal
utility is not currently used in full swing. First of all it
concerns practical issues.

There is no doubt that the theory of marginal utili-
ty is not a perfect instrument and has some obvious
disadvantages to work on. The theory of marginal
utility has yet to tackle the questions that have been
previously ignored by Marxist economics. These are
the following questions:

1. Classic barter trade on the market platform is
voluntary-driven partnership model. If according to
the labour theory of value only the commodity of equal
value can be the subject to barter, then we ask: “Why
does this barter take place?”. Karl Marx deviated from
that question himself, believing that “The use values of
the commodity make the subject to special discipline —
commodity science” [15]. The given statement makes
the process of use value assessment on market platform
almost useless. Having assessed all the labour results,
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it is possible to define the “real” (or socially necessary)
value of commodity, but we cannot answer the ques-
tion if the customer going to buy this commodity. On
condition of waiting for the “market recognition” of the
commodity the assessment of labour value of the
commodity loses its significance. At the same time the
theory of marginal utility makes it possible to achieve
so called “demand curves”.

2. The statement of barter trade on equal value ba-
sis does not explain the mechanism of setting monopo-
ly price from the economic perspective. Despite the
fact that the theory of pricing under monopoly is stud-
ied by economics in detail, one of the questions is still
on the table: “Why do some consumers refuse to buy
commodity at monopoly price and why is this price
acceptable to the others?” Only the theory of marginal
utility has the answer to this question.

3. Labour theory of value presupposes that during
the employment the capitalist acquires the commodity
of special type — workforce. At the same time the ques-
tion of the intensive use of this commodity (the ques-
tion of intensive labour) is completely ignored. Reject-
ing all the contrary points of view in the theory, Marx-
ist economics was yet bound to acknowledge the im-
portance of incentive mechanisms. The assumption that
wages are the price of labour but not of the workforce
has been interpreted as sacrilege. At the same time the
theory of marginal utility has sufficient theoretical
basis to prove the relation between the salary rate and
the rate of workforce productivity.

The classic economics has not had the unanimous
approach in tackling the contradictory question of ef-
fective staff motivation. There is no single defined and
shaped opinion on this issue in classic economic study
as well as among the modern scientists. We can single
out several streams in the works of prominent authors:

1. Adam Smith (1723-1790) focuses on the differ-
ences between piece wages and time wages in his work
«An inquiry into the nature and causes of the wealth of
nations» (1776) in chapter 8 of the Book 1, dedicated
to the questions of wages and salaries, he describes the
situations, when profitable piece wages stimulate
workmen so that they exhaust themselves with work
and “are very apt to overwork themselves, and to ruin
their health and constitution in a few years.” [16, P.75].
That insight brought Smith to the conclusion that time
wages are more preferable as the workman gets fixed
wages for previously determined task. That Smith’s
assumption may yet be regarded as contradictory from
the point of view of work overloads liquidation.

2. Frederick Winslow Taylor (1856 —1915) was
one of the first management consultants and pioneers
of scientific management. In his work “The Principles
of Scientific Management”, Taylor cast the new light
on the contrary tendency, which he called “soldiering”
[17, P.226-236]. That was common practice that took
place when the workmen were “deliberately working

slowly so as to avoid doing a full day's work” [17,
C.227]. It is quite transparent in his work that Taylor
highly doubts the effective monitoring of the manage-
ment in order to liquidate the “loafing or soldiering”
tendency. Taylor gives the illustrative answer of some
master when monitoring the site “Well, I can keep
them from sitting down, but the devil can't make them
get a move on while they are at work!”[17, P.231].
This way Taylor admitted that without motivation
workers would always slow down the productive ca-
pacity of work.

3. Max Weber (1864-1920) in his work “The
Protestant Ethic and the Spirit of Capitalism” (1905)
shows the differences in the attitudes of separate work-
ers: either to be extremely devoted to their craft and
earn a lot or to earn enough to satisfy their traditionally
established needs [18, P.80-81]. In Weber’s opinion
the attitude of the workman to labour is dictated by
inner ethical, cultural and religious factors: the
Protestants, being under their religious beliefs, meet
the needs of capitalistic society. That is why Protestant
descendants are more successful in business. Statistical
data supports Weber’s view and gives his position
reasonable ground. At the same time Tom Bethel pro-
vides numerous facts that disapprove the priority of
institute of religion. Bethel gives the institute of prop-
erty the primary position under the conditions of mar-
ket economy and he is very persuasive stating that
under the equal conditions enterprise and organization,
established on the basis of collective property, are less
effective than private enterprises [19, P.51-65].

The defined problems were given careful study
both by foreign and “home” scientists. Significant
results were achieved when tackling the problems that
occurred under different conditions. One of the results
of the research on this platform was the assumption of
the absence of a universal method. It means that the
solvation of particular problems and the generation of
the relevant practical recommendations can be realized
on the scientific basis but have its individual nature.

The basic tasks of the present article are the fol-
lowing:

- the analysis and the grounds of the possibility
and rationale to apply the theory of marginal utility in
order to give the reason to wise allocation of the re-
sources (time in particular) for achieving maximum
utility;

- the analysis of the optimization of the working
day time in the context of the theory of marginal utili-
ty;

- the development of the model to apply the theo-
ry of marginal utility when performing the tasks to
optimize time allocation;

- the approbation of the developed model under
real conditions.

The basic idea of the research given in the article
can be formulated the following way. The process of
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the employment can be overlooked as a certain act of
the resources (commodity) exchange and each of them
has particular value for a person: a person exchanges a
piece of his spare time (which has its value) for some
material reward (which also has its value). Standing on
the ground of the theory of marginal utility it is possi-
ble to state that the given exchange is possible till the
total utility of spare time exceeds the utility of total
money reward. It means that one can define the optimal
allocation of total daily time fund of a person where the
total utility of the labour reward and the useful time left
will be maximal.

The author makes the following assumptions dur-
ing the research:

1. It is admitted in the classic the theory of mar-
ginal utility that the marginal utility lessens with yet
another item of benefit. Despite that the statement is
not correct enough. For the majority of the material
benefits the marginal utility of the benefit initially
grows and then goes down. That is why it is more rea-
sonable to apply the quadratic but not the linear de-
pendence for the mathematical description of the total
utility of the benefit. The application of the quadratic
dependence explains the fact that the unlimited use of
the benefits provokes the total result of this use (utility)
to fall rather than grow (benefit excesses do harm). The
application of the linear dependence makes the mathe-
matical tools of the analyzed models less complicated.
In that case one should previously agree on the admis-
sible determination domain i.e. the interval of argu-
ment range where utility function can be regarded as
linear dependence.

2. When the process of the exchange of spare time
for the labour reward is considered, it is important to
keep it in mind that to ensure the minimal level of
physiological survival man needs some minimum of
primary benefits. He needs time to sleep and money to
meet immediate life demands (food, accommodation).
In this regard when conducting the research it is neces-
sary to exclude this time from the model for the sake of
its accuracy. The given assumption leads to the critical
conclusion that the utility of one and the same benefit
cannot be overlooked on the whole scale of its use.

3.When considering the “value” of working time
it is indispensable to take into account the intensifica-
tion of a working process that in its turn leads to the
change of workforce productivity.

The labour theory of value focuses on two types
of labour: simple and complicated. Certain amount of
complicated labour can be treated as equal by its value
to certain bigger amount of simple labour.

The cost of an hour of a complicated labour grew
on account of training and preparation etc. The experi-
ence admits the influence of different types of motiva-
tion when one and the same person performs his task
more or less actively. We should bear in mind the fact
that the modern economy has different industrial pro-

cesses that can be divided into two groups according to
this quality:

1) the processes that accept the intensification of
industrial process;

2) the processes that do not accept the intensifica-
tion of workforce labour exploitation.

4. The given article focuses exclusively on the sit-
uation of hired labour. This restriction makes it possi-
ble for the research to cut any other institutes ( proper-
ty, cooperation, corporate management etc), that can
affect basic factors, influencing the value of the re-
sources under analysis: option of extra benefit, option
to invest some amount of money the employee earned,
the intensification of the labour.

5. Quadratic form of the dependence of marginal
utility is satisfactory only for such types of benefits
that can be regarded as primary (or vital). At the same
time some types of the secondary benefits that have
social nature cannot be described with the help of
quadratic equations. The utility of such types of bene-
fits is constantly on the increase and at the same time
the speed of utility is constantly on the decrease.

The present article focuses on the optimization of
the daily time fund allocation of one person for the
following sectors: sleep, rest (spare time), and the work
aiming at labour reward. The modeling of the utility
function of the benefits under analysis was presented
by the following functions:

1. Sleep utility function:

Us=25x-1,56-x2 €))
2. Rest utility function:
Ur=12,5x - 0,39-x> 2
3. Wages utility function:
Uw= ﬂ 3)
1+e'™

X — time, that a person spends to receive certain
type of benefit;

t — active time when an employee earns minimum
living wages.

Dependences
Fig. 1.

Graph 1 illustrates the dependence that has partic-
ular qualities:

1. Sleep utility function and rest utility function
are presented in the form of quadratic dependences.
For such benefit like sleep, maximum of the benefit
utility (100%) is reached at t=8h and maximum of rest
benefit utility is reached at t=16h. There is no doubt
that the given figures for separate people can change,
but the model gives average figures.

2. Wages utility function is presented by sigmoid
(logistic curve) and t value was taken equal from 1 to
16 hours in other words the workforce productivity
level can vary in significant range.

(1)-(3) are presented below on
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Fig 1. Dependences of the utility level of different types of benefits

The above given model is the result of optimiza-
tion calculations performed in Excel spreadsheets.
Here we solve the task of the maximization of the total
integrated utility for a person at common daily time
fund restriction of 24 hours. Table 4 and Fig. 2 illus-
trate the results of the calculations. The following
conclusions can be drawn on the basis of Table 4 and
Fig. 2:

— at the maximum utility level equal to 300, the
achieved utility will be less, that is explained by the
24-hour restriction of daily time fund;

— the optimal working time of one employee al-
ways exceed the active time that covers minimum
standard of living;

— the optimal sleep time along with the optimal
spare time grow progressively as the workforce
productivity grows;

— in case of low workforce productivity optimal
sleep time and optimal rest time are reallocated in fa-
vour of sleep (this conclusion does not contradict the
reality as it is).

The research covered in the article resulted in the
following conclusions:

1. The research given in the article is grounded on
the statistical average data. Actual value of the recom-
mendations will be much higher, if the analogous re-
search is conducted for different categories of employ-
ees with the identified wages rate. Analogous approach
can be also applied to the environments of the selected
sectors and enterprises.

Table 4

The variants of optimal daily working time fund allocation
in relation to the workforce productivity level

The active time that covers min- The optimal The optimal rest | The optimal work- The total inte-
imum standard of living, hour sleep time, hour time, hour ing time, hour grated utility

1 7,1 12,4 4,5 290

2 6,9 11,7 54 288

3 6,8 11,1 6,1 284

4 6,6 10,4 7,0 280

5 6,4 9,7 7,9 275

6 6,2 9,0 8,8 270

7 6,1 8,3 9,6 264

8 59 7,5 10,6 258

9 5,7 6,8 11,5 251

10 5,5 6,1 12,4 244

11 5,3 5,4 13,3 236

12 5,2 4,6 14,2 227

13 5,0 3,9 15,1 218

14 4,8 3,1 16,1 208

15 4,6 2,4 17,0 198

16 4,4 1,7 17,9 187
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Fig. 2. Optimal daily working time fund allocation

2. Standard of living figure significantly influ-
ences the figures in the model. Two critical points
should be considered when using it in the model:

- the accurate calculations for this figure in terms
of the specific environment;

- the compulsory use of the minimum wages value
figure in the model (basically, the wages must exceed
the minimum standard of living).

3. The subject of the further scientific research in
this direction is about the study of complex influence
of both wages rate and minimum standard of living rate
(or rather minimal wages rate) on optimal daily work-
ing hours of an employee.

On the ground of the conclusions the authors
reached they outlines the following suggestions and
recommendations along with the further research
trends:

1. The problem of the optimal working time fund
allocation is quite challenging and its successful solva-
tion needs the real environment of a particular enter-
prise.

2. The application of the developed model in the
particular enterprise environment presupposes the real
minimum wage rate identification for particular envi-
ronment: region, sector, enterprise, occupation etc.

3. The use of the suggested approach helps to de-
fine the optimal daily working hours as well as to solve
the inverse problem of fixing the appropriate standard
wages as a an incentive to daily productive labour. At
the same time in the environment of a particular enter-
prise managers get the chance to efficiently tap into
workforce potential in several ways:

- changing the working practices of the staff and
the daily working hours (under the existing legisla-
tion);

- changing the existing remuneration practices;

- optimizing the wage amount.

4. Advantageous line in further development of
the given model is in its expansion on account of the
introduction of the extra factor — the aptitude of an
employee (economically active person) for saving and
investment.

5. The suggested approach would be effective for
the workplaces assessment at the enterprise to reveal
the workforce potential.
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IlleBuenko B. B., Inakin B. M. OnTumizaniiina
MojieJib po3noaiity (poHay yacy npauiBHUKa B Teopii
TPAHUYHOI KOPUCHOCTI

B crarTi po3po0ieHo onTuMi3aiiiHy MOJIETh PO-
3moaLTy m1o60Boro (OHAY Yacy OKpeMOoro iHIuBiAa 3

BHUKOPHUCTaHHSIM TeOpil TPaHUYHOI KOPHCHOCTI. Buko-
pPHUCTaHHS 3allPOIIOHOBAHOTO MIJXOLy IO3BOIIIE HE
TIJIbKKA 3HAXOJUTH ONTHMAIBbHY TPHBAIICTH POOOYOTO
yacy MpailiBHUKA, aJie 1 BUPIIIYBATH MPOTHIICIKHE 3a-
BJIaHHSI — BCTAHOBIIIOBATH HEOOXIJHUI PiBEHb OILIATH
mpari IpariBHUKAa 3 METOI CTHMYIIOBAaHHS HOTO 0
IHTEeHCHBHOI Tpalli mpoTaroM pobouoi go6u. 3anpono-
HOBaHMH MiAXiJ] TOMUJIEHO BUKOPHCTOBYBATH B TIPOIIEC]
aTecrallii poOOYMX MiCIlb Ha IMiJNPHEMCTBI 3 METOIO
BHSIBIICHHSI MOYUIMBUX PE3EPBIB MiIBUIICHHA ¢(EKTH-
BHOCT1 BUKOPHUCTaHHS TPYAOBUX PECYPCIB.

Kmiouogi cnoea: TpaHUYHA KOPUCHICTH, MOJIEINb,
onruMisaris, GoHJ Yacy, MPOIyKTUBHICTH TIPAIIi.

IlleBuyenko B. B., Huaxun B. H. OnTumMu3zanu-
OHHAsl MOJeJb pacnpenejeHusi (poHIa BpeMeHH
pabdoTHHUKA B TEOPHUHU NMPeNeIbHOI M0JIe3HOCTH

B crartbe pa3paboraHa onTUMH3AIMOHHAS MOJCITH
pacnpeneneHus CyToOYHOTo OHIa BPEMEHHU OTJIEIBHO-
r0 WHAWBHU/A C HCIIOJH30BAaHUEM TEOPUU NPEICITbHON
roJsie3sHocTU. Vcnons30BaHue MpeIoKEHHOTO TMOIXO0-
Jla TIO3BOJISIET HE TOJBKO ONPEIEINATh ONTHMAIbHYIO
MIPOJIOJDKUTENNLHOCTL paboyero IHsS pabOTHWKA, HO U
pemare 00OpaTHYIO 3aJady — yCTaHABIMBAaTh HEOOXO-
VMBI YPOBEHb OIUIATHI TPyJa PaOOTHUKA C LENBIO
CTUMYJIMPOBAHUS €r0 K HHTEHCUBHOMY IPOW3BOIH-
TEJIBHOMY TPYyIdy B TeueHue pabodero mus. Ilpemio-
JKEHHBIM TIOX0JT OBUTIO OBl 1E1eCO00pa3HO HCIIONH30-
BaTh B MPOIIECCE aTTECTAMM Pa0OYUX MECT Ha TPeJ-
TIPUSTAN C IIETbI0 BBHISBICHUS BO3MOXKHBIX PE3EPBOB
MOBBIICHU 3()(HEKTUBHOCTH HCIOIB30BAHHUS TPYIO-
BBIX PECYPCOB.

Kniouegvie cnosa. npenenbHas MOJIE3HOCTh, MO-
JIeNib, ONTUMHU3ANUSA, (POHI BPEeMEHH, MPOU3BOIUTENb-
HOCTb TpyZa.

Shevchenko V. V., Inyakin V. M. The Optimi-
zation Model of Working Time Fund Allocation in
the Theory of Marginal Utility

The article presents the optimization model of the
allocation of daily working time fund per person with
the use of the theory of marginal utility. The use of the
suggested approach helps to define the optimal daily
working hours as well as to solve the inverse problem
of fixing the appropriate standard wages as a an incen-
tive to daily productive labour. The suggested approach
would be effective for the workplaces assessment at the
enterprise to reveal the workforce potential.

Keywords: marginal utility, the model, optimiza-
tion, time fund, workforce productivity.
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FORMATION MOTIVATIONAL MECHANISM OF LABOR MANAGEMENT
FOR THE MODERN ENTERPRISES

Motivation of all time was one of the most im-
portant components in the system management. Of
particular relevance motivation gets in a highly com-
petitive market products, solve the problem since the
conquest of markets is possible only with the estab-
lishment of proper motivation mechanism that can
encourage employees to efficiently, improve product
quality.

However, hyper trophic individualism and nega-
tive motivation, which are inherent in the command
economy type, still evident in many other Ukrainian
organizations of all forms of ownership and spheres of
activity. Most of the mechanisms of motivation can not
be used in Ukraine due to the fact that through evolu-
tion developed economy can not compare a situation
where knowledge economy emerging in the country
with sufficient rudiments industrial and autocratic tra-
ditions. That is why labor motivation in the establish-
ment and development of the knowledge economy in
Ukraine is an important social problem, whose solution
within each company is a critical issue.

In Ukraine there is a need to improve personnel
management incentive mechanisms for achieving stra-
tegic and tactical goals and collective enterprises, in-
cluding the following: obtain the desired individual and
collective performance and adequate remuneration,
profit maximization, improving product competitive-
ness, expand markets.

Since the beginning of the new millennium, world
economic processes are increasingly considered not
only through the prism of "economic intelligence" as
"economic stress". The latter is characterized not only
sustained financial crisis, but also numerous conflicts
tviternymy revolutions and man-made disasters. This
situation shows that the duality technocratic society is
not only to government technocrats on technique, but
on the contrary - technosphere power over society [1,
p. 25]. The extreme variability and dynamics of many
social and economic processes today proclaimed
knowledge economy leaves little choice but to create
new motivational orientations for Ukrainian workers
and their leaders, because the system of motives, ac-
tions and orientations representatives of the contempo-
rary intelligent and democratized society built other-
wise than in representatives of industrial society. Glob-
ality in thinking, to profess the principles of meritocra-
cy together with the simultaneous production and con-
sumption of information goods and services does not
allow current employees divided society into "us" and
"them". Therefore, new approaches to motivation,

including ukrainian intellectual management, will serve
to address the contradiction between human develop-
ment and the environment.

The aim of the paper is construction worker moti-
vation motivational mechanism, which would be able,
first, to serve the system generating knowledge-based
approach to deep penetration into the essence of the
problem and secondly, the balance of the employee in
his search for physical, emotional, mental and energy
fields to boost productivity as riparian socio-economic
system and the national economy.

The issue of motivation mechanism devoted to re-
search of many scientists. Theoretical and practical
issues of incentives and motivation of staff in the sys-
tem as discussed in the works of local scientists such as
A. Vasilenko, V. Horovoho, V. Pokotylova, N. Re-
zanova, V. Storozhuk V, V. Chornomaz, M. Shapoval,
L. Shvayko, A. Shevchenko, A. Shubin, etc., so foreign
scientists Stephen M. Davis, R. Waterman, J. . Haryn-
htona, M. Hammer, A. Charnes, W. Cooper, F. Crosby.

Speaking of priority to considering problems of
motivation for each of the stages of the innovation
process and the formation of effective motivation
mechanism, it should be noted that the focus of the
current conditions it should be given its inception ideas
as a source of generation of innovation based on the
potential human resources component of the innova-
tion potential of the state as a whole or individual en-
terprises, research organizations and the like. It is hu-
man resource with its inexhaustible intellectual poten-
tial is the driving force behind innovative transfor-
mations, so the development of creative motivation
(initiating innovation) is the key to overcoming inertia
subjects of labor management that exists today.

Motivation and stimulation activities should cer-
tainly be seen as a process that is carried out continu-
ously, which can be represented as a set of interrelated
elements due to one another and generally characteriz-
es the motivational mechanism of labor management.

Based on the essence of this definition, one could
argue that any mechanism provides for parts (elements,
links) that are in some way related to each other and
influence each other.

This is always possible to distinguish between
force (an element), having an effect and the object that
it is experiencing, whereby realized this action (lever-
age), and for which it is carried out, that is a concrete
result of the mechanism [2, p. 124].

By analogy with the description of the characteris-
tics of the concept of "mechanism" to seek the essence
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and principle of motivational mechanism of labor man-
agement must be clear about this:

» who makes the process of business motivation,
that encourages certain behaviors and who is experi-
encing inducing effect;

 what action directed motivation - motivation ob-
ject;

 what, specifically, want to achieve with incen-
tives that aim its implementation.

Motivational mechanism is a component of the
mechanism of interest in achieving maximum econom-
ic and social benefits of the company.

General basic element of market economy is the
motivation activities based on a combination of differ-
ent forms of ownership, accompanied by increased
freedom of choice of each person kind ytypu classes.
Freedom of choice is the basis of the personal will of
the people, the foundation disclosure of personal po-
tential.

Tree motivational mechanism should be in ac-
cordance with the tree mutual goals of society (and
hence areas), that each goal at all levels of objectives
must meet certain complex motivation (motivation
mechanism element or subsystem) that achieves this
goal. Thus, the starting point for determining the struc-
ture of motivational mechanism is considered signifi-
cant motivational structure detection system goals
(purpose - to achieve funds). This process is iterative in
nature, as a means of motivation goals. And if you can
not at a particular stage of social development to form
sufficient to achieve a particular goal motivational
complex target must be reviewed and brought into line
with the real possibilities of motivation (of money - to
the goal). For example, if the conditions of degradation
due to improperly targeted and poorly organized eco-
nomic reforms can not set wages, providing a sufficient
degree of motivation high labor productivity, should
rozmiryty rate of recovery and increase the competi-
tiveness of production (level goal) of the real level of
work motivation. This situation, however, can be cor-
rected if we can strengthen internal motivation of em-
ployees (work satisfaction motives and expectations of
success) [3, p. 83].

Of course in solving the problem limited to setting
goals and finding resources to achieve them, consider-
ing that existing in society motivational mechanism for
efficient use of resources to achieve the set goals of the
entire society. Practice shows that this is not so. Real
diversity of conditions and people employed by it,
makes it necessary in solving any problem to form
specific motivational mechanism.

Motivational mechanism as any system must have
integrity and efficient property isolation of its ele-
ments. This means that there are a lot of elements are
interdependent and changing one of these items require
certain changes in other elements. Yes, interdependent
pay, accept change in the quality of work. Change of

supporting one of these elements inevitably leads to the
necessity of supporting the changes of other elements.
Otherwise, the motivational mechanism is ineffective.
At the same time requires a certain degree of isolation
of elements to change of supporting one or another
element to some extent offset by other elements of
motivation mechanism, otherwise its effectiveness will
not be reliable. These elements can be, for example,
working conditions and differentiation of payment
depending on conditions.

Motivation mechanism should include elements of
different duration of their life cycle, with long, includ-
ing the "eternal", ie, changing only with a change in
human nature (the traditions of society), short is chang-
ing with the changing socio-economic or industrial
situation, and intermediate between long and short life
cycle. The composition of motivational mechanism to
ensure its stability and dynamic development by re-
placing most mobile elements [4, p. 211].

Distant intentions determine long life plans of
man. The image on which are formed intentions, moti-
vation is a complex field with many reflections thereon
values. The intentions are seen as the result of activity
of the subject that weighs these values and determining
feasibility and justification for their achievements.

From these considerations it follows that the com-
pany had to form the system performance goals. It is
necessary to achieve these goals was the closest and
(or) remote-intentioned managers, professionals, em-
ployees and each employee is involved in the process
of achieving goals. Only in this case it is possible to
"shift motives for purpose".On the basis of the re-
search, the model of the mechanism of motivation and
stimulation of labor management, which is shown in
fig. 1.

It should be noted that this view of motivation and
incentive mechanism is rather arbitrary, since in reality
each entity structure of this mechanism depends on
many factors: exercise motivation level (macro and
micro); stimulating features of each object; entity's
organizational structure; the nature of ongoing activi-
ties; selected strategies in innovation; Sustainable tra-
ditions, etc. [5, p. 85].

To understand the nature of the operation shown
in Fig. 1 mechanism useful to analyze its components
and the relationships that occur between them. This
model reflects the emergence of general principles and
actions of motivation. It can be seen in relation to the
macro- and micro-level implementation of safety man-
agement. So as subjects in the proposed scheme can
serve various actors of innovation processes related
complex system of relationships on the development,
implementation and effective use of various kinds of
innovations.

Objective 1 subject, making motivational impact,
is seeking the help of external influences on other sub-
ject-user innovation (subject 2) excite, develop, en-
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hance certain motives, prompting the latter to imple-
ment actions for motivating desired sub an object such
that lead to the desired end result, and in contrast,
weaken or try to exclude from the motivational struc-
ture subject 1 the motives that prevent the achievement
of the goal. The main objective of the entity that im-
plements the motivation is to build complex motyvout-
voryuyuchyh factors could cause the necessary changes

Subject 1 giving
motivational affact

i1

A
~

in the motivational structure of the subject. This sub-
ject 1 should be aware of the needs, interests, expecta-
tions and subject 2 somehow predict how these or other
factors affect the motivation and behavior in the future,
although it is difficult, as the impact from the outside is
always characterized by individual internal perception
of each situation [5, p. 87].

Subject 2 trv the motivational
effact

41

Neaads, intarasts, valuas,

The complex
motive creating
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J

axpeactations, aspirations

-

|
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Qualitative and quantitative The naturaof the
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v v

Fig. 1. Model motivational mechanism of labor management

External motif forming factors can be divided into
positive, such that cause a positive reaction and in-
creased activity of the subject in pursuing innovation
and negative, such that forced participation in innova-
tion (it may be a different kind of sanctions for non-
compliance of certain actions not competition planned
results). But we should not focus on the second group
of factors and can even be quite effective in some cas-
es, but restrict its influence on the motivation of the
subjects participating in innovative processes weaken
the overall level of motivation as a structure motifs
dominated not desire to achieve something, and fear of
punishment.

The grounds raised by external factors not directly
related to the nature of the activity called extrasensive
motives, these include: the motive of duty and respon-

sibility to society; motive of self-determination; the
desire to get the approval of other high social status;
reasons to avoid punishment. In the case of these rea-
sons are not attractive activity itself, but only that it is
connected (eg, power, material wealth, prestige), but
this is often not enough to leverage activities. It is im-
portant that extrasensive motives were supported by
procedural and substantive (intrasensive) motives,
when the activity of the subject caused no specific
influence of external factors, but by the process and
content of activities. An interesting what he does, na-
ture activities like exercise their intellectual and physi-
cal activity.

Formation of procedural and substantive reasons
is especially important in the implementation of labor
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management when it comes to creative work develop-
ment of innovative products.

You must create an environment in which the
leitmotiv in the motivational structure of the individual
would be the process of intellectual activity, not forget-
ting, of course, the role ekstrynsyvnyh factors in en-
hancing the overall level of motivation [6, p. 322].

Thus, as a result of external and internal generated
by the subject, motyvoutvoryuyuchyh factors formed a
certain motivational structure serving motives produc-
tions subject certain purposes, because in order to set a
goal, you must have the appropriate motive or combi-
nation. The objectives are closely related with the mo-
tives and also stimulate activity, induce make appropri-
ate efforts to achieve them, while the more specific the
general goal of achieving intermediate stages, the
marked chitshe means to achieve the goal, the more
force inducing action and the probability of goal [7, p.
44].

Goal setting can be made the subject of their own
(subject, try the motivational effect) and wonder out-
side. In the latter case, the link can be formed under the
influence of incentives on the purpose of the respective
motive. It is important to aim, set outside, adopted
subject was his personal view to the subject does not
perceive it as a task imposed, did not try to change it, it
requires an external matching aim intrinsic motivation
of the subject, and the inclusion of the subject in part in
setting goals, analyzing the conditions of its achieve-
ment. The next element of motivational mechanism of
labor management associated with the direct imple-
mentation of specific action based on the process of
stimulation to achieve their goals. Thus, the higher
level of general motivation and a decent level of stimu-
lation, the harder it is prone to make. By implementing
a particular course of action, the subject receives a
result, has the qualitative and quantitative characteris-
tics. The result, which brings the reward for the work
(it can be tangible and intangible). This result corre-
lates with the initial needs, interests, waiting as a sub-
ject that has a motivational effect, and the entity that
tested the action, and depending on the extent to which
the expected effect was received actually selected line
conduct further sub ' objects [8, p. 89].

The end result is an important factor that affects
the motivation of subjects participating in labor man-
agement: positive, appropriate expectations and surpas-
sing them, can significantly enhance the motivation to
continue to exercise that does not require re-shape the
motivational structure of the subject and enables
through a variety of incentives to maintain, consoli-
date, develop, enhance the action of various reasons;
and, conversely, a negative result that did not bring the
pleasure of management work, is the case, due to the
conditions of risk and uncertainty associated with in-
novation processes is their essential characteristic, can
destroy motivation terminate this motivational mecha-

16

nism. However, this does not mean that disappear need
to manage work, desire to perform in various subjects,
it implies a need to form another motivation for chang-
ing motyvoutvoryuyuchyh complex factors and, con-
sequently, the motifs that stimulate activity in innova-
tion.
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Ko3uneup A. PopmyBaHHSI MOTHBaUiiiHOTO
MeXaHi3My YNpaBJiHHS Tpamner isi Cy4acHOro
niAnpueEMCTBA

B crarTi 3amponoHOBaHO TOTJISA HAa MOTHUBAIIIO
MepCOHANy MIANPUEMCTB, IO Ja€ 3MOry IPOBECTH
OIIIHKY 0cOOJIMBOCTEH (DOPMYBaHHS HOBUX COIIAJIbHUX
[IHHOCTEH 1 MOTHBAIIITHUX OPIEHTHPIB EKOHOMIKU
3HaHb, SKi BUIO3MIHIOIOTh HOBEIHKY Cy4acHHX Ipalli-
BHUKIB.

PosrnsayTro poxp MoTtuBamii mpami B 3a0esre-
YeHHI PO3BHUTKY HiANPHUEMCTBA. 3’sCOBAaHO CYTHICTB
OCHOBHUX TEOPETUYHUX IIAXOMIB JIO MOTHBAIIii
MpaIiBHUKIB Ta X MOXJIHMBOCTI. BU3HaueHO MpOBiIHI
MOTHUBH TpodeciiiHOl TisUTEHOCTI sl PO3YMIHHS MOXK-
JIUBOCTEH 3aCTOCYBaHHS OCHOBHMX MOTHBAIIMHUX
TEOpii JIO MiIBUIICHHS 1HHOBAIIHOT aKTUBHOCTI TIep-
COHAITy.

CdopmoBaHO y3aralbHEHHH MOTHBAIIHHUK Me-
XaHI3M U1 CYy4acHOTO MiAMPHEMCTBA. 3’SICOBAHO, IO
ICHYIOUMH MeXaHi3M MOTHBAILIil BpaXx0OBY€e TaKi BaXKJIMBi
MOTHBH TNPO(MECiiHOI TBOPYOCTi, SK MOTHUBH Camope-
amizamii, MarepiaibHi Ta MOpallbHI CTUMYJIH, BOHHU
MOBHOIO MIpOI0 CHPUSIOTHh MiABUIICHHIO AKTHBHOCTI
MpaLiBHUKIB MiIPUEMCTBA. Bu3HaueHO OCHOBHI HLIS-
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XH TTOKpAIEHHS IpoIiecy GopMyBaHHS CHCTEMH MOTH-
Balii, 0 BKIIOYAIOTh HEOOXIAHICTL 3/iHiCHEHHS
MOCTIHHOTO MOHITOPUHTY MipH 3aJIOBOJICHHS TOTPeO
MPAIiBHAUKIB, OI[IHIOBAHHS ICHYFOUMX IHCTPYMEHTIB 3
MO3HIIA (POPMYBaHHS, PO3MIMPEHHS (HOPM Ta METOIIB
HaBYaHHS NPAIliBHUKIB.

Kniouosi cnosa: MoTuBalis NepcoHANy, MOTH-
BalliiHI Teopii, MeXaHi3M, CHCTeMa, MOTHBH, MMOTpeda,
iHTepec, MOTHBAIIHA JTisl, CTUMYJL.

Ko3unen A. ®opmMupoBanue MOTHBALIMOHHOTO
MeXaHHU3Ma yIpaBJieHUsl TPYAOM /ISl COBPeMeHHO-
ro npeanpusiTus

B crathe npeminoskeH B3I HA MOTHBAIUIO TIEp-
COHAJIa TPENIPUATHH, YTO MO3BOJISIET MPOBECTU OLCH-
Ky ocoOeHHocTel (OpPMHUPOBaHNS HOBBIX COLMATBHBIX
LIEHHOCTEH ¥ MOTHBAIMOHHBIX OPUCHTHPOB YKOHOMH-
KH 3HAHUH, KOTOpPBIE BHUIOU3MCHSIOT IMOBEJCHUE CO-
BPEMEHHBIX PA0OOTHUKOB.

PaccMmoTpeHbI posib MOTHBAIIUK TPYAa B oOecIie-
YCHUU Pa3BUTHS MPEANPHUATUS. BBIICHEHO CyNIHOCTH
OCHOBHBIX TEOPETHYECKHX IIOJXOJ0B K MOTHBAIUU
pabOTHUKOB W WX BO3MOXKHOCTH. OmpeneneHsl Bemy-
e MOTHBBI TPO(ECCHOHANBHOW NESTEIBHOCTH JUIS
MOHUMAHUSI BO3MOXKHOCTEH INPHMEHEHUS OCHOBHBIX
MOTHBAIIMOHHBIX TEOPUI K MOBBIIICHUIO HHHOBAIOH-
HOU aKTHBHOCTH MEPCOHATIA.

ChopmupoBaH 000OIIEHHBIH MOTHBAILIMOHHBII
MEXaHHU3M JUII COBPEMEHHOTO MpennpusiTus. BrrsicHe-
HO, YTO CYIIECTBYIOIIMIA MEXaHW3M MOTHBAIMU Y4H-
THIBACT TAKUE BAXKHBIC MOTUBBI MPO(ECCHOHATBHOTO
TBOPYECTBA, KaK MOTHBBI CaMOpeaM3aluy, MaTepH-
QIBHBIC U MOPAJBbHBIC CTUMYIIBI, OHH B IIOJHOH Mepe
CIOCOOCTBYIOT TOBBIIMICHUIO aKTUBHOCTH PabOTHHKOB
npeanpuatus. OnpeneneHsl OCHOBHBIE MyTH YITydIle-
HUS Tporiecca (pOpMHUPOBAHUSI CHCTEMBI MOTHBAIUH,
BKITIOYAIOIINE HEOOXOAMMOCTh OCYIIECTBIICHHS TTOCTO-
STHHOTO MOHHUTOpPHHTAa CTEHEHH YHOBICTBOPEHHUS IIO-
TpeOHOCTEli pPabOTHUKOB, OIIGHKA CYIIECTBYIOIIUX

WHCTPYMEHTOB C MO3UIMH (OPMUPOBAHUS, PaCIIHPE-
HUs HOpM B METOZIOB 00yUIeHUsS paOOTHUKOB.

Kniouegvie cnosa. motuBanys nepcoHaia, MOTH-
BalIMOHHbIE TEOPUH, MEXAaHWU3M, CHCTE€Ma, MOTHBBI,
MOTpeOHOCTH, HHTEPEChl, MOTHBALIMOHHOE BO3ZCH-
CTBUE, CTUMYIL.

Kozinets A. Formation Motivational Mecha-
nism of Labor Management for the Modern Enter-
prises

In the article the view of staff motivation enter-
prises, allowing to assess the characteristics of the
formation of new social values and motivational orien-
tations knowledge economy that modify the behavior
of modern people.

The role of work motivation in providing enter-
prise development. The essence of the major theoreti-
cal approaches to the motivation of employees and
their ability. Defined motives leading professional
work opportunities for understanding the application of
basic motivational theories to increase innovation ac-
tivity staff.

Formed generalized motivational mechanism for
the modern enterprise. It was found that the existing
mechanism of motivation into account such important
motives of professional work, the motives of self, ma-
terial and moral incentives, they fully contribute to the
activities of employees. The main ways to improve the
process of formation of motivation system, including
the need for continuous monitoring measures to meet
the needs of employees, evaluate existing tools from
the standpoint of the formation, expansion methods of
teaching staff.

Keywords: staff motivation, motivation theory,
mechanism, system, motives, needs, interests,
motivation, action, incentives.
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EVOLUTION OF SOCIAL PROTECTION: FROM THEORETICAL TO CONCEPTUAL
PENSION SYSTEM MODELS

Introduction. Development of the national pen-
sion system (retirement plans) is the result of the evo-
lution and is component part of the system of social
protection. At the same time the roots of social protec-
tion lie at the origins of human development and are
based on compassion and human treatment of deprived
and frail social groups. At the present stage the primary
targets of the pension system are providing material
support (moneyed assistance) for the elderly. In condi-
tions of the fixed in the Constitution of Ukraine princi-
ple of social welfare state pension provision requires
employment of appropriate up-to-date approaches for
their formation [1]. It is the concept of social welfare
state that became the constituent of Ukrainian national
ideology [2, p. 23]. In addition to this, the derivation of
social goals is social ideals. They reflect the values of
both the society and people’s wishes and ambitions.

It must be emphasized that implementation of this
mentioned constitutional norm shall be based on the
optimal model of social protection and pension provi-
sion as well as the availability of financial resources
sufficient for its functioning. Following the trend for
forming mixed forms of retirement plans, the three-
pillar concept of pension system came into operation in
Ukraine in 2004. It consists of the following pillars.
Pillar 1 - standardized, state-run pension system,
which offers basic coverage and is primarily focused
on reducing poverty. Pillar 2 — a funded system that
recipients and employers pay into; this includes pen-
sion funds and defined-contribution accounts/plans.
Pillar 3 — voluntary private funded accounts, including
individual savings plans, insurance, etc. [3; 4]. The
major principle of the three-level pension system — the
more that is paid in contributions now, the more will be
received in future benefits. The co-existence of the
three levels provides the stability of the pension system
by mitigating demographic and financial risks specific
to each level. Such mechanism allows consolidating
redistribution and saving constituents for the purpose
of state and non-state pension funds. As a result pen-
sion system in the present-day system of social protec-
tion plays the role of material security regulator for
people of advanced age. Along with this such compli-
cated system of retirement insurance shall be in the
first place financially balanced model. V. V. Kapylt-
sova points that all national economic models of de-
veloped countries (in all their variety) have powerful
social system the obligatory element of which stands as
the guarantee of their vitality and efficiency [2, p. 19].
However, transfer of foreign elements into other cul-
ture-historical ground, in the opinion of V. G. Pogo-
syan, is inefficient, and the elements remain alien in

the new environment [5, p. 48] that requires develop-
ment of appropriate adapt mechanisms. To find ways
of solving problems of satisfaction of growing needs
against a background of increasing demographic, envi-
ronmental and other risks is of prime importance.
Deepening of crisis developments and system disbal-
ances in different communities give ground to scholars
and practitioners to announce the necessity of changing
paradigm aspects of global change. Search and for-
mation of historically substantiated model of pension
system in such conditions is of key importance in so-
cial development.

Analysis of recent research and publications
based on the problem under consideration. Issues
related to different component parts of social protec-
tion and pension system are embodied in research of
many scholars and practitioners, among whom are V.
D. Roik, V. V. Kapyltsova, N. Yu. Borisenko, O. N.
Nikiforov, B. A. Zaichuk, L. A. Omelianovich, P. A.
Orlov-Karbu and others. However, the state of the
national pension scheme (system) as part of social
protection in transforming and unstable environment
speaks of the necessity for further study and improve-
ment of the model taking into account trends of social
development and present-day challenges. This explains
thematic justification.

Thus, object of the paper is analysis of some as-
pects related to forming model of the national pension
system, historically based on development of social
protection, identification of issues of concern and de-
termination of the lines to improve the model of pen-
sion system in the context of aspects of modern devel-
opment of society and existing risks.

Research methodology. Our research is based on
a system approach using general scientific methods:
generalization, analysis and synthesis. We used ab-
stract-logical method for making conclusions.

Problem description. It is important to empha-
size that human being was always in need of protection
from the moment of knowledgeable description of
environment and conditions of his existence. His phys-
ical entity is vulnerable (diseases, traumas, the infirmi-
ty of old age). Also it is difficult to get food or a means
for living by work (or by any other occupations) due to
limited physical capacities with increase of years that
deprives of the opportunity to make provision for the
individual. Depending on the stage of mankind devel-
opment the advanced in years and disabled members of
society always obtained appropriate social protection.
Considering evolution of social protection as constitu-
ent of history of society development, we point to the
features of historical process. L. Ye. Grinin and A. V.
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Korotaev note that historical process is neither me-
chanical sum of histories of many nations and societies
nor the process of movement and development of these
nations and environments as such in time. These au-
thors point to the growing and even cumulative process
of integration of society that has its direction and out-
come which lead to consistency of supersocial relations
[6, p. 102]. This points to gradual convergence of prob-
lems of social development and social process. It

should be mentioned that there are different approaches
to systematization and periodization (dating back) of
development of communities (social services) as con-
stituent of society development. H. A. Barlybaev gen-
eralizes approaches to periodization of social develop-
ment which are applied to illustrate social develop-
ment, development of social protection and pension
system (Fig. 1).

By levels of material
culture and degree of social

Dating back by eras
(B.C.and A.D.)

Dating back by types
of economy

maturity

S

Based on the principle of
production of goods 9
(L. Grinin)

Social protection

Pension system

Class-formation (ac-
cording to K. Marx)

Conventional (tra-

Civilization approach
(according to
A. Toynbee)

Modern (accord-
ing to
W. Rostow)

ditional) periodiza-

By ecological- tion (dating_ back)
noospheric criterion made l?y history
(Author) science

Fig. 1. Conceptual diagram of periodization of social development in the context of development
of social protection and pension system

Sources: Barlybaev, H. A. The Law of Ukraine "On Compulsory Pension Insurance”, the Law of Ukraine "On the

Non-State Pension Schemes", conclusions of the Author.

Each of the presented methodologies of periodiza-
tion of social development has its own features and
represents historical version of social process from its
own (specific) standpoint, content and appropriate
methodological instruments. For example, standard
dating back by eras (B. C. and A. D.) are illustrative of
social development with the help of universal reference
point and special system of chronology and calendar
[7, p. 810]. Respectively, all stages of development of
social protection and pension system correlate with the
given periodization (Author).

Dating back by types of economy reflects devel-
opment of social relations in the context of the levels
of their organization (natural, money economy, capital-
ist production, planned economy) [7, p. 810]. Such
form of periodization describes tying and correspond-
ence of a stage of history to the form of social and
pension relations (Author).

Class-formation periodization illustrates evolution
of social sphere in the context of transformation of
primitive communal, slave, feudal, capitalist, and
communist formations [7, p. 8—10]. Like previous pe-
riodization, such approach describes social and pension
relations in relation to class forms of society and serves
as reflection of its nature and level of development
(Author).

Conventional (traditional) periodization (dating
back) represents social evolution by means of generali-
zation of periods (epochs): primitive epoch (from orig-
ination of human being till the third millennium B. C.);
ancient world (from the second millennium B. C. till
the 5" century A. D.); Middle Ages (the 5" — the 17"
centuries A. D.); early modern period (the 18" — the
19" centuries); contemporary history (the 20" century)
[7, p. 8-10]. The relation of periodization to the fea-
tures of historic process illustrates genesis of the forms
of social protection from its sources and subsequent
transformation in compliance with the course of histor-
ic events (Author).

Modern periodization (according to W. Rostow)
represents evolution of social relations by description
of any community (society) or nation by the level of
social-economic and technological development irre-
spective of time and place of their existence (traditional
society, pre-industrial society, industrial society, post-
industrial society, and information society) [7, p. 8-
10]. This periodization in its full sense gives explana-
tions to the forms of social ties in society in applicable
periods (Author).

As to the civilization approach (according to
A. Toynbee), it takes origin and development of any
given world religion (three generations of human civi-
lization are recognized; now the fourth generation of
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local civilizations is originating) [7, p. 8—10]. Of great
significance in the appearance of elements of social
protection and formation in public conscience of rela-
tion to needy, vulnerable groups was Christianity. Its
principles provided the basis for institutional settings to
help such people, one of which is church (Author).

In periodization based on the principle of produc-
tion of goods according to L. Grinin social relations are
considered in the context of definite (industrial) for-
mations: 1) hunting-foraging; ii) agrarian-trade; iii)
industrial; iv) science-information [7, p. 8-10]. This
periodization describes evolution of social relations
from single and isolated to system and mass ones, the
basis of which form one or another form of production
organization (Author).

Periodization based on the levels of material cul-
ture and degree of social maturity is as follows: 1) em-
bryonic; ii) adjustment to terrestrial life; iii) leaning of
terrestrial life; iii) spiritual search; iv) material-
accumulative; intellectual-humanistic [7, p. 8—10]. This
periodization explains forms of social ties in communi-
ty (society) on the basis of evolution of man’s con-
sciousness, sole and interrelations inside society from
the view point of distribution of social product and
attitude to helpless and losers in definite periods of
development (Author).

Incremental load from the impact of human activi-
ties (including solution of social problems of increas-
ing people’s well-being) on ecosystem of our planet
makes advisable, in our opinion, to consider periodiza-
tion according to ecological-noospheric criterion: to
what extent provision of corresponding social relations
and human activity conforms to laws of nature and
makes changes in (disturbs) ecosystem. From this peri-
odization depends revealing of tendencies in the state
of ecosystem and corresponding risks of disturbing the
environment for providing human’s life that requires
development and introduction of development of social
services into practice. It cannot be denied that each of
interpretations of social constituent of the forms of
periodization differs also from the others and serves as
reflection of the definite state of society (its attitude to
the assistance of helpless and needy).

It should be emphasized that each of interpreta-
tions of social components of the forms of periodiza-
tion is also different from the others and reflects defi-
nite feature of society state and its attitude to the sup-
port of helpless and needy.

Along with this, the Author believes that criterion
according to which interpersonal relations and relations
of social strata and classes are considered as the basis
for identification of any given historic period, is fun-
damental for all formations [7, p. 10], where interper-
sonal relations for distribution and appropriation of the
outcomes of manual labor and intellectual work serve
as the driving force of development.

Researchers and practitioners agree that social
safety net for the individual is, in particular, the basis
for human treatment to helpless and needy groups of
people, which out of the range of family and family
relationship had the form of welfare. O. N. Nikiforova

takes up the position that initial form of beneficiation
was giving alms-gift [8, p. 5]. It was face-to-face and
had voluntary nature.

Controlled process of helping needy became car-
ried out by care operated on charity principles based on
commandment of Christ. The care covered the most
vulnerable categories of poor. However, the assistance
to the deprived was no state duty. It also rendered on
an individual basis.

Evolution of the initial forms of material support
for the vulnerable categories of people to social protec-
tion of them took place under the influence of econom-
ic, political and social relations. It is observed that the
basis of such development is the contradiction of peo-
ple’s needs and material conditions (financial means)
of satisfaction of them. The dominant factor in this
process is the law of growing needs, which controls
functioning both of the whole and parts that form it [2,
p- 39].

O. N. Nikiforova speaks of the existence of sever-
al stages of historic development of social protection
inside which, when considering in detail, one can see
elements of origination, establishing, and improving of
pension provision [8, p. 32]. These periods are: i)
communal assistance and alms-deed; ii) establishment
of care (charity) as a branch of state control; iii) defini-
tion of the system of pension provision of the general
state care; iv) development of insurance principles in
the system of state care; v) formation of pension provi-
sion; vi) period of development of social protection
according to principles of state provision [8, p. 32, 33,
34, 40, 45]. The mentioned periodization illustrates
transformation of non-organized types of beneficient
assistance into consistent assistance under auspices of
the state. It is significant that together with develop-
ment of system of social protection socialization of
economy also took place that involved support of
working people. It is observed that modern economic
theory considers socialization of economy as funda-
mental trend of social development and tends to trace
its action from the moment of occurrence of human
being on the Earth when joint manufacturing of tools
of trade and their purposeful use become the basis for
occurrence of laws of social relations [2, p. 23].

At the same time, S. A. Tsyganov and T. V.
Tabakov point that every state has their own way of
economic growth and methods of its achievement [9, p.
95]. And hence, their own specific features of for-
mation of social services are predetermined.

According to B. G. Pogosyan, one of the dominat-
ing cultural archetypes of Slavic ethnos is paternalism.
As reflection of this, in the value system of society the
pattern of powerful welfare state prevails [5, p. 116]. It
is recognized that society has to be responsible for
adequate standard of living of the aged. Pension system
of Ukraine predicated on the principles of paternalism
was functioning till 2003. In the periods of favorable
demographic situation and stable economy it could
provide high levels of retired pays (pensions). With
acquiring of independence in conditions of arriving
instability pension system became unable to fulfill its
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obligations. The peculiarity of the so-called transition
period (to market economy) is all-encompassing trans-
formations of all spheres of our society. It is observed
that the course of transformation processes is heavily
specified by the type of modernization. A concept of
modernization is usually employed to industrial society
and democratic political order. In this case it is accen-
tuated that modernization is importation by traditional
societies of new social roles and political institutions
formed under west democracies [10, p. 24]. The au-
thors distinguish two types of modernization: original
(spontaneous) modernization typical to countries that
survived transition to ordered social structures in the
course of gradual longtime development of internal
processes (USA, England) and secondary (reflected)
modernization inherent to countries, which for some
reasons or others fell behind in their development and
now by means of wide use of experience of the leading
states are trying to catch their living standards and
quality of living —aggiornamento on the heels. The
main factors of the secondary modernization are cul-
tural and social contacts with already-existing centers
of industrial and post-industrial culture [10, p. 24].

It is to be noted that such way was selected for
reformation of pension system in Ukraine. The choice
of new three-pillar concept of pension system based on
insurance principles implies breakaway of paternalistic
traditions in social protection. Significant plus of in-
surance mechanism is adjustment of scale of pension to
wage level (revenue) and length of pensionable service.
At the same time redistribution of responsibility for
formation of insurance assets of the state, employer
and employee towards the latter took place. The mech-
anism mentioned requires active and acknowledgeable
participation of an individual in pension relations, pos-
session of primary financial knowledge and availability
of established insurance traditions. Experience of mul-
tiple pension schemes show contradicting results. For
example, joint system of obligatory retirement insur-
ance with comparatively low level of retirement pay-
ments is not financially balanced. Non-state forms of
retirement insurance did not obtain a wide-spread cir-
culation, and during ten years no obligatory conditions
have been created for financial defined contributions to
be implemented.

Examining modernization path of development of
the post-soviet states, we can see that without appro-
priate institutional provision (Russia) it leads to eco-
nomic voluntarism and fall of living standards of peo-
ple, and evolutionary path of development (Belarus)
creates conditions for stable, irreversible character of
economic growth and provides inertia of motion,
which gives time and additional capabilities for unfa-
vorable situations to be corrected, in which case, transi-
tion from extensive to intensive marketable economies
is slowed down [10, p. 41]. Similar statement is also
made by A. I. Amosov, according to which accelera-
tion of social and economic evolution does not always
result in more advanced outcomes as opposed to
maintenance of traditional forms [11, p. 46].

Thus, arranging model of the national pension
system, we should bear in mind historical and cultural
aspect and institutional utilization of the capacity of
new, brought from outside, constituent parts of the
system.

Along with this, A. G. Ganzha underlines that the
model must be system-based; in order to bring it into
operation an axiom should be used, that is a limited set
of starting, evident enough, initial idealizations (ab-
stractions) taken without proof within the given con-
ception. The more items, events and processes the
model combines and explains, the better it will reflect
reality [12, p. 10].

We are of the opinion that axiom of pension sys-
tem model can be the whole of social relations con-
structed taking into account cultural, historical and
world components (global trends of development) that
provides material support in cases of loss of ability to
work because of age (as well as disability and other
cases) at the level sufficient for life support (in the
understanding relating to an actual environment).
However, any stable meeting of goal objective and
functioning of certain persons and groups based on
deliberately established plans, goals and system of
values is impossible without distinct and stable social
restrain in society [13, p. 23]. Taking into considera-
tion a high level of risk components in administrative
spheres, pension system model has to be risk-resistant.
Among the main risks we can distinguish: demograph-
ic risks (due to aging of population and financial load
on pension system); economic risks (economic imma-
turity of investment environment); financial risks (in-
sufficiency of financial instruments). Integral risk-
resistant pension system model is shown in Fig. 2.

We think that this model is an assembly of risk-
resistant components (constituents) of integral pension
system model: demographic, ecological, economic and
financial. Personal intellectual-spiritual-noospheric-
oriented component is the most important in the struc-
ture of pension system model. This is due to the overall
dependence of each of the components of pension sys-
tem on acknowledgeable acceptance of it by participant
of pension relations. The point to be emphasized is that
such participation is understood in the long run and
different role-playing accessory.

Significantly that stability is exterior form and re-
flex of internal structure of the system, therefore the
basis of stability of economy is built in macroeconomic
system [14, p. 35]. This means that level of develop-
ment of economy determines admitted parameters of
pension system model elements. However, stability of
pension system has to be provided in conditions of
implementation of social policy directed to raising the
well-being of the people.

G. M. Ivanova considers social policy as a system
of political, economic and financial decisions and
measures directed to maintaining social stability,
achieving social well-being and raising living stand-
ards, as well as corrective actions for specific social
problems [15, p. 28]. Efficient social policy has to
maintain such type of social dynamics, which, on the
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opinion of V. V. Kapyltsova, is oriented on progressive
transfer of social expectations into status positions [2,
p- 106].

At the same time, in conditions of modern stage
of social evolution a world community considers for-
mation of the global social policy in two directions.
The first one is solution of the problem relating to na-
tional social policy, convergence of national welfare
practices and working out of global social standards.
The second one is building transnational social policy
that assumes formation of the mechanism of global
social transfer, global social control and global social
rights [16, p. 52-53]. National social policy has been
formed taking into account world experience and has a
complex structure consisting of systems of social guar-
antees, social insurance and social care, in which case
guarantees of implementation of social protection are
given by the state. Efficient implementation of social
policy is possible only providing social responsibility
of the participants of social relations. The system of
social responsibility is a unity of elements where both

an individual and environment in any of its forms be-
ing collective party in charge of activity and responsi-
bility can be the subject of responsibility: social
groups, collective groups, peoples and states [17, p.
77-78]. We should emphasize that the main chain of
social responsibility is a man as a bearer of interests,
organizer of implementation and a source of criteria of
evaluation of social problems. According to A. Kolot,
it is appropriate to consider corporate social responsi-
bility as either component of social resources of busi-
ness organization or component of resource portfolio
[18, p. 20]. This quality is of special applicability in
conditions of implementation of three-pillar pension
schemes where insured person and employer of whom
quality of work place, of employees’ wage level and
the rate of accounting and payment discipline, which
provide account of years of work to record of insurance
and ultimately of scale of pension (rate of retirement
pension) depend, are responsible for the formation of
pension assets.

Integral risk-resistant pension system model

Cultural and historical component World (globalization) trends
of development
|
| |
Demographic Ecological component Economic Financial
component component component
\ \ \ \
Risks related Risks related Risks related Risks related
to demographic to environmental safety to economic to instability of
disbalances immaturity financial system
A 4 A 4 A 4 A 4
Necessity to change paradigm of social (planetary) development
4 4 4
Demographically Noospheric-oriented Innovation-oriented Crisis-resistant
stable model (com- model (component) model (component) oriented
ponent) of pension of pension system of pension system model (component)
system of pension system
L L L L
Personal intellectual-spiritual-noospheric-oriented component

Fig. 2. Integral risk-resistant pension system model

Sources: The Law of Ukraine "On Compulsory Pension Insurance”, the Law of Ukraine "On the Non-State Pen-

sion Schemes", conclusions of the Author.

N. Yu. Borisenko distinguishes three basic institu-
tions of state pension provision, the coupling of which

allows obtaining different combinations of national
pension schemes (pension system models). In pre-
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industrial period social care as a form of social protec-
tion was one and only help. Nowadays in developed
countries this institution plays a role of safety net for
persons for whom basic forms of social protection
became unobtainable or ineffective for some reasons or
others. Compulsory social insurance of all employees
and most of self-employed population, which is based
on joint income approach of financing, became a fre-
quent practice in industrial and post-industrial socie-
ties. Its goal is to maintain social risks of standard of
life achieved in employable period with the help of
collective (mass) forms of insurance. Welfare services
(systems of social security) of all developed countries
with socially responsible economy, of Central and East
European countries and former USSR were built on
principles of solidarity and ongoing funding. Personal
(voluntary or compulsory) retirement pension insur-
ance with the help of accumulation of adequate finan-
cial assets for whole life annuity in the early-industrial
societies played a role of the basic mechanism of self-
protection of employees and self-employed entrepre-
neurs in the period of cancellation of working life.
Nowadays it gained momentum as a form of compul-
sory personal retirement pension insurance within
countries of Latin America and in a number of coun-
tries with emerging economy [19, p. 107].

However, this classification, on our opinion, re-
quires addition of the element of social provision be-
cause it puts specific emphasis not on the accumulation
of money (low level of remuneration) but on maximal
duration of labour utilization. As distinct from insur-
ance principles, this form is based on length of pen-
sionable service (harmful working conditions) that
meets the priorities of public policy at the stage of
industrialization of the country. The main task in defi-
nition of the concept of reforming financial mechanism
of state pension provision is to determine optimal pro-
portions of employment of each of three abovemen-
tioned institutions of pension provision and forms of
development of each of them [19, p. 107].

We think that the key element for the formation of
the concept of modern pension system can be working
out of its ideology, in which one should take into ac-
count and combine demographic situation (correlation
of population in employable and unemployable age,
lifetime) and labour market conditions (level of unem-
ployment, the scope of shadow sector of economy;
long-establishing pattern of social system and achieved
ratio of its sociality (rate of GDP directed to pension
coverage; scope of constitutional social guarantees);
conducted social policy (differentiation ratio of em-
ployed population by wage including also differentia-
tion by separate regions of the country; purchasing
capacity of pensions and reproduction rate; develop-
ment of culture and traditions of social insurance that
combines principles of personal and joint and several
liability of participations of the system).

Important component of pension system is defini-
tion of the goals of pension system from the standpoint
of its main participants. As it appears from analytical
report of the NISS Risks, threats, priorities and conse-

quences of reformation of pension system in Ukraine,
for purposes of the individual the goals of pension
system are levelling of incomes throughout the whole
life cycle by means of accumulation and distribution of
savings (transfer of part of the assets from the period of
economic activity and getting wages to pension peri-
od). From the view point of the state, the main goals
are poverty reduction in the elderly and redistribution
of incomes from rich to poor [20, p. 5]. Government
expenditures for these purposes tend to reducing lately.
We believe that this contradicts to the basic principles
of social welfare state (which main target is high level
of welfare and creation of conditions for balanced
growth of man) and social insurance (correspondence
of rate of retirement pension to wage level (income)
and length of pensionable service). Thus, we are of the
opinion that this contradiction requires regulatory ad-
justment in provisions of retirement pension insurance.

Conclusions. In summary it can be said that
mechanism of three-pillar pension system model as
part of social protection in implementation of social
tasks has not yet developed its existing opportunities.
Three-pillar pension system model has not gained
ground as concerns instruments of retirement pension
insurance. When being formed, historical-cultural
component and world (global) tendencies of social
development were taken into account not to the full.
We think that in order to improve the concept of the
national pension system it is necessary to:

1) Work out and introduce into practice periodiza-
tion by ecologic-noospheric criterion: how provision of
social relations and human activities correspond to the
laws of nature and to what extent they introduce
changes into (disturb) ecosystem and indicators of
social services.

ii) Introduce integral risk-resistant pension system
model in which historical-cultural component and
world (global) tendencies of social development will
be taken into account.

iii) Work out and make regulative conceptual
trend of the main targets of pension system from the
view point of the state to provide high level of welfare
for all categories of pensioners taking into account
provisions of social state and insurance principles.

Implementation of the mentioned proposals will
allow making actual functioning of all three pillars of
pension system in accordance with historical-cultural
features of development of state and world trends of
social development and providing rise of social protec-
tion of population in the context of social-economic
development of Ukraine.

The outlooks of further studies can be solution of
problems relating to formation of integral conception
of pension system and harmonization of its functioning
in transforming social environment.
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Pap H. C. EBosonisi couiaibHOro 3aXMCTy: Bif
YMOIJISIAHOL 10 KOHLENTYaJbHOI MOJesli meHciiiHol
CHCTEMH

B craTTi g0ociiKeHO BaXKIIHMBI aCIIEKTH PO3BUTKY
BITYM3HAHOI [EHCIMHOI CUCTEMHM B KOHTEKCTI COLlialb-
HOI eBoJoLii CycmiabcTBa. BusBneHi Ta oKpecieHi
0co0IHMBOCTI 1 TIPOOIEMH MOJEpHI3allii BiTYM3HIHOTO
MIEHCIITHOTO CTpaxyBaHHS B YMOBaxX Cy4aCHHX PU3HKIB
Ta BUKIUKIB. 3alpOIOHOBAHI HANPSMKH  YIOCKOHa-
JICHHS KOHIEMIi MMEHCIHHOI CHCTEMH B KOHTEKCTI
ocobauBocTeit HalliOHAJILHOTO KyJIbTYPHO-
ICTOPUYHOTO PO3BUTKY 1 Cy4acCHHUX TEHIEHIIH, pU3HKIB
Ta BUKJIUKIB CYCITUIBHOTO PO3BUTKY.

KirodoBi croBa: TieHciiiHa cucTema, MOJepHi3a-
IIis, aKcioMa, 11e0JIorisl, TpOOJIeMH, IHTErpaibHa PU3H-
KOCTaja MOJEIb, PO3BUTOK.

Pan H. C. DBoaronus conyaJbLHOM 3aIUTHI: OT
YMO3PUTENbHOI 10 KOHUENTYAJbHOH MOJeIU TeH-
CHOHHOH CHCTEMBI

B crarbe mccnenoBaHbl BaKHBIE ACTIEKTHI Pa3BU-
THS OTEUYECTBEHHOM IIEHCHOHHON CHUCTEMBI B KOHTEK-
CT€ COLMAJILHOW JBOJIIOLMM 00IIecTBa. BEIABIECHBI U
0003Ha4YEeHbl OCOOCHHOCTH W TPOOJIEMbI MOJIEPHH3A-
UM OTEYECTBEHHOTO TIEHCHOHHOTO CTPaxOBaHUS B
YCIIOBUSIX COBPEMEHHBIX PHCKOB M BBI30BOB. IIpemio-
JKEHBI HAIIPABIICHUS YCOBEPIICHCTBOBAHUS KOHIICTIIIUN
MEHCHOHHON CHCTEMBI B KOHTEKCTE OCOOEHHOCTEMH
HAIMOHAIBHOTO KYJIbTYPHO-UCTOPHYECKOTO Pa3BHTHUS
Y COBPEMEHHBIX TCHJICHIIMH, PHCKOB M BBI30BOB 00IIIe-
CTBEHHOT'O Pa3BUTHSI.

KitoueBble cioBa: TIEHCHOHHAs CHCTEMa, MOep-
HU3allKs, AKCUOMa, WJICOJIOTHS, MpPOOJIEeMbl, HWHTE-
rpajbHasg pUCKOYCTOWYUBAS MOJEIb, pa3BUTHE.

Rad N. S. Evolution of Social Protection: from
Theoretical to Conceptual Pension System Models

The article analyzes important aspects of devel-
opment of pension system in Ukraine in the context of
social evolution of society. Modernization of pension
system provision in conditions of present-day risks and
challenges is distinguished and specified. Lines of
improving the concept of pension system in the context
of peculiarities of cultural-historical development and
current trends, risks and challenges of social develop-
ment are given.

Keywords: pension system, modernization, axiom,
ideology, problems, integral risk-resistant model, de-
velopment.
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