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ASPECTS TO CONSIDER WHEN SEARCHING FOR PERSUASIVE
STRATEGIES IN TOURISM DISCOURSE

GANNA ZAKHAROVA

Abstract. Tourism as a social phenomenon has attracted the attention of marketers throughout all
stages of its development. Successful cooperation between tourism entities and customers is based
on communication. The persuasive power of advertising language is very much experienced today.
The same happens in relation to tourism marketing materials. In fact, in order to attract the
attention of the viewers, the travel companies choose various signs to express their notion of the
brand. Hence, there exist different approaches in tourism marketing to attract and convince
potential tourists to book a tourism product. The present article elucidates and discusses important
aspects in relation to the language of tourism and the ways of its analysis for detecting persuasive
techniques that are used to allure potential tourists. In this regard, the speech impact on travel
advertising is realized by convincing a potential customer of the need for service / product. When
advertising a travel product, the advertiser influences the consumer, attracting various effective
means to intensify his desire to purchase travel services (travel product). The paper reviews the
elements of persuasive tourism marketing such as structured communication, storytelling,
copywriting, neuromarketing; Cialdini” (2001) persuasion techniques to influence people, namely,
reciprocation, commitment and consistency, social proof, liking, authority, and scarcity. The article
also highlights gender-targeting factors as important components in selecting an appropriate
persuasive strategy when designing tourism promotional materials. The result section provides the
real examples of deployment of the mentioned strategies in influencing the audience by the
websites of “Karpaty” and “Solva” resorts. All these techniques form a theoretical framework for
researches on persuasiveness and are worth attention as they play a main role in promotion of any
kind. The data collection of this study will provide updated information in relation to rhetoric of
tourism.

Keywords: tourism, persuasion, advertising, promotion, discourse, language, techniques,
marketing.

JEL Classification: Z13; Z39.

1. INTRODUCTION

Nowadays, tourism industry is one of the biggest industries in the world. It is presently one of the
fastest growing economic sectors. Since tourism involves the greatest people movement and is one of
the largest economic activities in the world, hence it has become a popular focus of research. As a
multidiscipline, tourism is also one of the exited research areas, in particular its language. Unlike other



8 Ganna Zakharova

industries, tourism is an information-intensive business, therefore the discourse of tourism mediates
the relationship between tourist and destination by manipulating various kinds of linguistic, visual,
audio, and audio-visual resources to persuade potential consumers and convert them into actual clients
[1]. The language of tourism is a highly specialized discourse which has its own established practices
and characteristics.

Tourism promotion is an essential source of information for the potential tourists. The main goal of
tourism advertisements is to portray the beautifulness and uniqueness of a certain place. Tourism
promotion engages people in decision-making concerning the destination they would like to travel to
[2]. Advertisement gives significance to the things, that is trying to sell emotions, sensations and
experiences that travellers look for. Moreover, promotion allows to a destination to differentiate to the
others and build its own identity. Advertisement allows positioning a destination in the tourist mind.
The function of all of them is to make all the possible efforts in order to try to make the would-be
customer to become a real tourist.

Potential tourists are not able to test-drive a destination before purchase, which results in an
inherent uncertainty for the tourists. In other words, a holiday is not something we can check
beforehand, and thus, promotion is the product and plays a bigger role in leisure and tourism than in
any other market. The consumer buys a holiday, purely on the basis of symbolic expectations
established promotionally through words, pictures, sounds or promises [3].

Preliminary results indicate that the search for the ideal touristic destination, the desire to go and
experience new places is supported both by strategic, persuasive language and by technological choices
used in tourism promotion [4]. Contexts have to be selected in order to persuade potential tourists to
choose the product or service advertised. Hence, representations are important in designing tourism
texts to be turned into objects of tourist consumption.

With such vast competition, the promoter needs to demonstrate the uniqueness of their product
using effective discourse techniques. Therefore, language of tourism is described as rhetoric since it
implies the power of speaker over the addressee. For this reason, the art of persuasive speaking and
writing is of paramount importance in tourism industry. Advertising discourse is persuasive because
the intention of any kind of advertising is to touch the target market and make that market aware of the
excellent characteristics that a product can offer. Tourism discourse is highly persuasive because its
ultimate purpose is to sell a product by describing a reality which has to be perceived by potential
tourists as authentic and which can give them the illusion of really living an “off-the-beaten-track”
holiday experience [5, p. 21].

2. THEORETICAL BACKGROUND

Advertising and promotion are two words frequently used nowadays. They are closely related and
in a continuous expansion. Both of them are expensive but at the same time money generating. More
than often the choice of a holiday depends on how well it was advertised or how persuasive or even
manipulative the message was. Advertising does not only influence a potential visitor’s initial choices
but it also influences perception and length of stay, which is an important bonus for any advertiser.
Consumers do not buy products or services, but the expectation of benefits that satisfy needs. To reach
desired advertising responses, it’s important to design advertisements that match these needs [6].

The challenge for tourism marketers is to stand out and create advertisements that can penetrate
through the clutter and get the attention they deserve. Furthermore, the growth in the number of
tourist destinations around the world has resulted in a similar product offer by different destinations.
Arguably, each destination today claims to have luxury accommodations, unique attractions, friendly
people and so on, and it becomes increasingly difficult for a destination to compete merely on the
grounds of its functional characteristics. Therefore, the knowledge on effective advertising in tourism is
not just important, it is crucial in this business.

In this globalized world, one of the important aspects to consider when promoting and advertising
a new product, whether it is in the tourism industry or in any other field, is the packaging of the
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product. The way of presenting a product is important in attracting new customers. The expansion of
tourism around the globe has created new and major questions for destination marketing. An
increasing tourist activity and a growing number of tourist destinations have resulted in a complex and
highly competitive global marketplace in which destinations compete for the attention of potential
tourists. An outcome of this situation is the need to create an efficient positioning strategy. A
destination should be favourably differentiated from other destinations in order to receive a place on
potential tourists” “shopping list” [7]. With such vast competition, the promoter needs to demonstrate
the uniqueness of their product.

To convince potential tourists to visit a particular place, marketing practitioners have to create an
appealing imagery of a place that would stand out from the other competing destinations and would fit
the needs and interests of a target market. Similar to tourism industry, the most important component
in this business is to create the desirable image in tourists’ mind. However, the product in the tourism
business is destination, it is therefore crucial for this industry to create and manage destination image
that suits effective marketing strategy.

Hence, the communication of a desirable and realistic image of the tourism destination to potential
tourists is predominant, as nothing will convince potential tourists to visit a destination unless they
possess a desirable image of that destination, and unless the marketing process is successful in
attracting tourists through the creation of such images. Before tourists choose a destination, they need
to have some information about destination and have the interest to go there. Therefore, destination
marketers have to create a positive destination’s image. Knowing how people judge space and place,
and upon which criteria they base these judgments, is extremely important for tourism marketers.

Therefore, promotional texts for destinations are not created by accident, but they follow a specific
and specialized language. Tourism discourse is a type of specialized discourse typically characterized
by stylistic choices and different strategies of persuasion [8; 9]. The persuasive power of language is
very much experienced both in printed and visual tourism media advertisements. Usually, marketers
only speak in positive terms of the services and attractions they seek to promote, they use. Whatever
communication medium is used, the language of tourism is one of persuasion and seduction, merging
macro-economic goals with attributed individual need satisfactions [10]. Marketers rely on powerful
discourses, shaping world-views of each destination. Before setting foot on certain soil, tourists already
have a mental image of what it will look like. Without seducing imaginaries, there probably would be
very little tourism at all.

Advertisers often use rhetorical devices, techniques and strategies to achieve their goals of moving
their audiences and/or changing their attitudes. Through the tools of persuasion, verbal messages
deliberately intend to affect the hearts and minds of the audience. Manipulation of language is highly
used in style, grammar, and word selection to affect the audience. Clarity is the most important in this
discourse based on simplicity in language [11]. The persuasive functions are expressed not only
through the lexical and syntactic means, but also by using pictures, photos, symbols, etc., that is, non-
linguistic or non-verbal elements. Tourism information, usually a combination of linguistic and
supporting visual elements, creates, codifies, and communicates certain mythical experiences [12].

In terms of internet commerce, persuasive marketing includes how a web page is designed.
Applying human psychology to web design, focusing on the part of the decision-making process that is
not consciously controlled, elements such as layout, copy, and typography, combined with the right
promotional messages, encourage website visitors to follow pre-planned pathways on the website, and
take specific actions, rather than giving them free reign of choice in how they interact with the website.
An e-commerce websites want to convert visits to sales, and persuasive marketing techniques ease that
process.

There are four primary elements of persuasive tourism marketing: structured communication,
storytelling, copywriting, and neuromarketing [13]. Structured communication is an important
component in promotion, an author has to plan his/her communication in order to control the flow of
information prepared to targeted audience. The goal of this technique is to guide the user of website
through messages to a call-to-action section. In website design, it means that the first page the customer
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sees does not immediately seek a sale, but instead presents the initial message and encourages further
exploration of the website.

Storytelling is about a narrative framework. It invokes invoke a customer’s emotional and
subconscious responses. Author can use different stratagies in order to provide a story, it may be
particular words, images, or even videos. It will evoke habitual emotional responses, such as affection,
familiarity, empathy, or desire

Storytelling has become an integral part of communication strategies in the tourism industry in
order to promote and differentiate destination brands. Applying storytelling techniques create a
wonderful story that can convince, persuade and inspire audience to purchase product or service or
visit destination. Employees, product and service are all part of the story. That is why storytelling is so
important.

Storytelling is one of the most used marketing strategies, especially in travel business. Tour
operators use storytelling to attract tourists and travellers and to get them to book their tours. They use
storytelling to inform their clients about the location/country, tour guides, cuisine and specific customs
and culture. This is what travellers are passionate about and care for the most. Stories motivate people,
they make ideas stick and help persuade them. Narratives of a place constitute an element of global
discourse where themes connected with tourism merge with topics related to cultural, social and
political life, constructing a preferred version of tale about vacation and recreating myths inherent in
the experience of travel [14; 10]. So, tour operators use storytelling to help them with that, which
inevitably leads to more bookings.

Demand for visual content is on the rise and the trend is likely to continue. Storytelling with visual
elements creates something that humans want to interact with. Great visuals, photos and videos
provide the possibility for an instant transmission into beautiful reality. As much as people like hearing
stories, they want you to show, especially when booking a trip. This trend is especially true in the travel
industry, where images are key to giving travelers a preview of destinations and tours. Visual
storytelling in adventure tourism is crucial. It is one of the most important pieces in trying to get people
interested in a region [15].

Copywriting stands for the usage of right words and phrases for headings, captions, product
descriptions, and other texts. There are various verbal techniques that can be chosen by the marketers
to capture the attention of reader.

Neuromarketing is the most important component of persuasion marketing, applying psychology to
the marketing message. In terms of website design, it means using colour scheme, effective messages,
or particular visual imagery to improve visitors’ response to the website. The major feature in
persuasion marketing is testimony from other people. Businesses typically display customer testimony
on their websites, developing a “wall of social proof” approach. Businesses post photos of happy and
attractive customers, so new customers are comfortable being associated with them [13].

Due to the growth of smartphone usage among the world’s population, we live in a world where
the general public are reviewers, videographers, photographers and publishers. In this fast-paced,
digitally-run world, attention-spans can be snapped away with the click of a fingers. People are able to
review a service or activity right at the moment of a tour. Opinions provided by other customers, who
have already used a product or service, are more reliable source for information these days. These can
be any form of content, such as images, videos, or text.

Gone are the days when people used to turn to Lonely Planet for a hotel review, or the lifestyle
section of a newspaper for a restaurant review. Nowadays people turn to online reviews when doing
research on a product or service. More and more people search for reviews before purchasing. Potential
customers are increasingly using peer-to-peer reviews and online sources to help them make a decision
before they book. When tourists look for an accommodation in a city they visit or want to find a nice
new restaurant to have dinner with friends, they read reviews beforehand. These reviews are more real
than those by a professional critic. Tourists contribute to the tourism language through communicating
their experiences. Feedback is a main tool for rating hotels, accommodation and amenities [16]. Reviews
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will help them make that choice, subsequently increasing a conversion rate at the same time. By having
reviews on a website, a tourism destination has a better chance of ranking for these search terms.

The marketers use feedback technique to help people change their attitudes or behaviours.
Customer feedback is considered to be the best tool of marketing for a travel company. Today’s
marketing is heavily based on experiences people have with products, services and brands. Customer
testimonials are great for building trust. A satisfied customer affirming the performance, quality and
value of a product or a service has a very strong influence on the potential customers. User-created
feedback is rapidly gaining traction as an input into the consumer purchase decision-making process
[15] as well as a driver for destination management strategies [17]Carvao S. Therefore, tourists’ reviews
can represent a significant source of information for tourism destinations in order to evaluate their
reputation and performance [18] and consequently can turn into the persuasive and convincing
elements of tourism destination promotion.

Based on his field observations, an eminent social psychologist Robert Cialdini proposes six
persuasion techniques to influence people, namely, reciprocation, commitment and consistency, social
proof, liking, authority, and scarcity [19]. These techniques are clearly observed in tourism promotional
texts. He explains that once persuaded, human may react automatically without conscious thought.
Reciprocation, commitment and consistency are techniques that can initiate communication and build
relationship between tourist destination and the customers. Credibility and confidence can be triggered
with authority and social proof techniques. At the same time, liking and scarcity techniques help to
trigger consumers” emotion, interest, or attention [20].

Reciprocation is about giving something or doing a favour to a customer without expecting anything
in return. However, in the end, the customer will feel obligated to repay the favour. This situation
creates a form of relationship between tourism destination and customer. In the case of selling, offering
an in-store sample can make a customer feels obligated to make a purchase. For example, tourism
websites may be able to offer complimentary gifts to attract potential customers.

Commitment and consistency technique lies in the fact that customers are bound to make a decision
based on previous commitment and they are consistent with what they think and do. Past actions
usually reflect on the next one. For example, a customer has the chance to describe a product criterion.
The seller will then present a few suitable products. In return, the customer feels obligated to buy at
least one of the offered products. This is due to human having some kind of an obsessive desire to be
(and to appear) consistent in what they think and do. Thus, tourism websites should allow customers to
request for information, and consequently, persuading them to remain on the site would be much
easier. Hence, “search” tool is important to allow customers to seek for much needed information about
the destination, attraction, hotel, and flight availability. This information must be properly arranged so
that the website can be seen as a one stop solution centre, and no further visit to other website is
required.

People love to imitate others and when they become uncertain, they will usually take cues from
others. Thus, providing evidence of what others are doing and how they do it, can serve as a social proof
that it is worth to be imitated, and hence influence the users to repeat the same actions. In tourism
websites, providing evidence that other people had travelled to interesting places, can lead to
persuasion. This technique works better if the person is someone close to the targeted customer.
According to TRAVELSATO (2011), 38% of travellers admit that they mostly listen to other people’s
reviews of a destination [20]. This technique is directly related to neuromarketing techniques
previously discussed.

Tourism texts must provide favourable and relevant images. Customers usually imagine what a
destination is like using bits of information or images that they have viewed. Once they form a solid
expectation of the place, the mental images will then help them decide. In order to assist customers to
create positive mental images, a good approach is to design a text that can encourage their liking.
Tangibility is one of the most significant factors of emotional design and helps to increase the level of
liking and interest. Effective and well-designed visuals that can be clicked, resized, or manipulated can
help form a bond or relationship between the customers and the visual interfaces. Therefore, tourism
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websites should not only follow the standard of user interface design guidelines, but also improve on
the interactivity of the interface in order to improve the website’s persuasiveness. The liking technique
can also be facilitated by providing happy images or messages. An image of a family chatting happily
while enjoying their dinner at a riverside restaurant can be a good trigger.

People tend to obey (or copy) authoritative figures. Sources of authority can be generic; it can be a
leader of an organization, celebrities, or even materials such as uniform, money or food. In the health
domain, for example, messages from somebody wearing a doctor’s uniform will be regarded as
important. In tourism, celebrities can play their part to promote destinations. Words of a well-known
international celebrity chef being at a place with wonderful cuisines can draw much more attention
than just an image of an unknown figure. This technique also works even though the celebrity figure is
not an expert in the domain.

Scarcity is one of the most popular techniques used in advertising. Perceived scarcity will generate
demand. For example, saying that offers are available for a “limited time only” or “limited stock only”
can trigger or instigate customers’ awareness that they must act fast, and hence encourages sales. In
tourism advertising, this technique can be easily incorporated into the text design.

When discussing the persuasive strategies in tourism promotional materials, gender is a significant
factor to consider. Gender is an important element in shaping consumer behaviour. Gender is
significantly linked to different consumer variables such as leisure activities and preferences including
tourism destination choices. As Aitchison [21] posits holiday experience can be evaluated as a process,
wherein gender relations are “constructed, legitimated, reproduced and reworked”, gender differences
are an important aspect for tourist destination. It has been shown that travel plans between genders can
differ. Males and females have different wants and thoughts [26]. Therefore, information on holiday
destinations may be processed differently and needs to be presented differently to each gender.
Females are likely to process all information comprehensively whereas males are likely to be influenced
by selected attributes.

Gender differences in tourism behaviour have been found to be related to factors involved in
destination choice, with women paying more attention to the issues of security, reliability, and social
benefits than men [22]. Men are more likely to choose a destination based on the sporting and action-
adventure activities available, whereas women are likely to choose a destination based on the culture,
healthcare, and security of the place. Research has shown that more women than men are more likely to
travel for leisure purposes; however women have tended to feel that there are limitations affecting
access to tourism, with factors of physical, social and family constraints creating barriers that may
discourage women in participating in leisure activities.

As gender is a functional factor in tourism marketing, therefore, marketers recognise that there are
gender differences in information processing when designing tourism destination materials. They
resort to the strategies that encourage and influence positive ideals of tourism to both genders.
Perceptual, preference and attitudinal gender differences influence how marketers present destination
information to holiday decision makers. Important attributes for ideal holiday destinations for one
gender are not the same as for the other. Therefore, the tourism marketers consider targeting males and
females differently when presenting information on tourism destinations [23].

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

As all languages have to be learned, the language of tourism, too, requires a process of socialization
for those who generate it. For better understanding and analysing tourism information from the
persuasive point of view, it is more than important to consider some aspects which almost each tourism
text involves to create persuasive unit. Paying attention to these details will give an opportunity to look
at the nature of tourism advertising and realise where this persuasive effect come from.

Often called “loaded language” [24] the language of tourism advertising aims to inform, persuade,
sell thus changing people’s opinions, choices and points of view. In this case, promotional texts for
destinations cannot be created by accident, but they follow a specific and specialized language.
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Therefore, due to the multimodality of the language of tourism, techniques of different types are
employed to attract the potential clients.

The purpose of this paper is to offer a general view on the different components of this type of
discourse in order to better understand its main persuasive features. I will undertake an explanatory
study from which we will see examples of the use of these techniques, in tourism promotional material
with the intention of persuading. I will consider the strategies deployed by the websites of “Karpaty”
hotel and resort and recreation-therapeutical complex “Solva Resort & SPA” accessed from https://san-
karpaty.com/ and http://solvahotel.com/en/ in order to encourage visitors to choose these places as their
travel destination. The selection of these websites is purposeful. All of them officially represent health
tourism and describe their varied tourism locations, healthcare services, nature attraction, and culture
in an attractive language. The data compiled was taken during 2019-2020.

The previously discussed techniques, namely, structured communication, storytelling, copywriting,
neuromarketing; Cialdini” (2001) persuasion techniques to influence people, namely, reciprocation,
commitment and consistency, social proof, liking, authority, and scarcity, will be considered in the
analysis of two corpuses. Each technique will be discussed that contribute to the persuasive effects and
shape consumers' attitudes and evaluation towards the services and ultimately influence their purchase
decision.

In doing so, this paper draws on various theories, approaches and methods to discourse analysis. In
order to obtain more insight into persuasive techniques, different studies are combined in a multi-
method analysis of the tourism texts. I will identify the most evident tools used to enhance the tourist
experience during the search phase, prior to the travel. Any single use of theories to analyze the
tourism discourse would be inadequate, less comprehensive and would not give a complete view on
the strategies used in order to persuade.

Thus, a closer look at the techniques will help us understand the way the discourse of tourism
operates and its role in tourism promotional documents. The research aims to present how semiotics
acts effectively realize the real business purpose. I will investigate how different elements adopted in
the tourism promotional materials construct the persuasive discourses of tourism. Hence, this paper
will look at how tourism advertising, from different perspectives, depends on certain elements in order
to promote a break away from everyday life.

This paper contributes to the field of tourism studies by focusing on the concept of persuasion and
on how persuasion is activated in tourism communication. In particular, the aim is to understand what
ways of communication can be considered as persuasive ones. The results of this study could be helpful
for those who design tourism websites or create tourism promotional materials.

4. RESULTS AND DISCUSSION

1. Structured communication. Focusing on the global view of two websites, one can notice that they
provide a meaning path through the sections of the sites that guides the viewer to taking action, the
main goal of the sites. There is a coherent balance of power among different elements making up the
websites layout. The designers visually prioritize key elements. The most important information is the
biggest on the page and demand the most attention. Visual tension is created through colour contrasts
and graphics that certainly contribute to the sites” design. The navigation bar is placed in a prominent
location so it is easy to find. Each menu item acts as a jumping point to the various pages that help
visitors learn more and convert.

The designer engages the viewer by figuring out where to take the next step. The viewer is guided
to discover information on the location of the resort, rest, treatment, accommodations, nutrition, and
other services in this institution, to view the customer testimonials, related articles on the latest news,
and prices with special offers. These content is clear and concise. The goal of it is to convince the
visitors to stay longer to further investigate what is offered. These messages are illustrated through
images, written text and videos that guide the user toward conversion. Creating coherence between
these elements, the authors organise them into a meaningful whole. Finally, the sites present call-to-
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action areas and buttons, namely, the contact details section and online booking form. They are the
most important element on the sites and all efforts are focused on getting people to click through.

2. Storytelling. The sites are abundant with photographs. The verbal texts are compact and fulfil
accompanying functions of description and commentary. The videos are used to demonstrate
experiences in action. These modes create and manage a wealth of information and meaning potential
in the websites, communicating emotion, setting a mood and delivering a message in the form of story.
The elements within each category come together providing complete information on the topic of the
section. Thus, the viewers have an impression that is a complete narrative.

From the perspective of narrative process, the pictures featuring in Feagurel adopt invisible vectors
formed by the depicted medical staff that mean motion. The viewer can perceive the action processes
realized by them. The personnel is presented as trained experts which are on hand with anything the
clients need to help them relax and unwind and get professional treatment. The actual healthcare
pictures can help users contextualize and better understand what this establishment can help them
accomplish. Hence, the viewer can visualize a story on how he/she could be treated in this
establishment.

Fig. 1. Photos of medical facilities of the hotel resort “Karpaty”. Source: developed by the author.

The last image in Figure 1 captured two women, and as it is a final image, the viewer understands
that they have already experienced the treatment. Despite the language and cultural barriers, the photo
conveys a sense of rapport and connection between the participants. The photo features content facial
characteristics of represented participants and is positively received by users. Through these sequence
of photos, the viewer receives a story of successful treatment. Therefore, the images are able to activate
affective responses of pleasure and transmit the meaning that, being in this health resort establishment,
the visitors can optimally combine treatment and recreation, as well as recover their power and feel
harmony of soul and body, bring joy back into their life.

3. Copywriting. Both websites present verbal messages composed by many strategies whose
objective is to present the beauty, attractiveness, and uniqueness of the tourism products. As the
analysis has demonstrated, verbal items have been accurately selected to create appealing and
convincing information. The most recurrent linguistic technique employed in the websites is the use of
nouns and positive adjectives. The keyword analysis showed that the most recurring nouns and
adjectives refer to specific “healthcare” elements creating the register of health tourism. The main key
word of both websites is “treatment”. It is constantly repeated in the corpuses to bring a positive feeling
to patients that seek solutions for their health disorders. The adjectives are expressive, persuasive,
convincing. The positive and recurrent terms, such as “therapeutic” and “healing”, are presenting the
resorts as the places where all the conditions are created to improve the visitors” health.
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The present simple dominates the texts, and there is a large presence of modals that express
possibility. The present is the tense used to convey the idea that something is true. Frequently used
modal verb “can” seems to express an invitation. Disguised imperatives stand for attempts to persuade,
recommend, urge, and finally get action from the potential tourist. Using the conditionals, the authors
want to make a suggestion to the reader and to highlight the idea that these places can make wish come
true.

4. Neuromarketing. The website of “Karpaty” resort strategically uses feedback areas showing how
trustworthy their product is. The website involves their clients as co-producers of the content. It must
be considered that tourists are both consumers and the producers of the content, making it highly
influential. Moreover, the website provides a separate section for the images of customers along with
their testimonials. These customers are famous people. The author gives the names of these people and
some quotes from them that are their success experiences and testimonials. The smiles on their faces
leave an impression of happiness. The symbolic message is that they are the satisfied clients. The
positive attitude of an influential person toward a place can be more appealing for tourists.

5. Reciprocation. Facilitating a communication and interaction with potential customers within
websites” environment, the producers design reciprocation, the situation that creates a form of
relationship between the site and the customer. The main step in this technique is the accessible
searching tool (navigation bar) that initiates communication. The instant personalisation features are
perceived in the texts through the interactive personal pronoun “you” and addressing the viewer with
a direct gaze in the visuals. These techniques were utilized frequently in the corpuses, revealing that
the websites aimed to establish a higher degree of interactivity with the reader. The viewer is invited to
interact as imaginary relation is established with him/her. This situation makes a customer feel
obligated to make a purchase.

6. Commitment and consistency. Both websites allow users to search for needed information about the
destinations and their attractions. The sites are interactive and well organized for excellent user
experience. The contents on the sites are successfully grouped and linked in order to navigate from one
page to another. There are different user interface components that help visitors find information and
encourage them to take desirable actions. The navigations feel like an invisible hand that helps users
find their way around the website. Implementing such a good internal linking strategy helps with a
good flow of information within the domain allowing the tourist to become well informed about the
places. Therefore, users will want to spend more time, increasing the dwell-time on it. The information
is properly arranged so the websites seem to be a one stop solution centre, and no further visit to other
website is required.

7. Social proof. The websites show signs of social proof; however, “Karpaty” resort makes more use
of this technique. “Solva” resort shows limited representation of social proof. Both websites pay
attention to improve the customer’s level of trust. The websites gain the trust of potential customers
through the photos of a high modality featuring experienced stuff and satisfied customers. The concept
of modality is related to the reliability of the message, since visuals can precisely represent everything.
Hence, high modality concerns with the representation of truth, certainty, credibility, and reliability.
Providing evidence of what others are doing and how they do it, can serve as a social proof that it is
worth to be imitated, and hence influence the users to repeat the same actions. The visually represented
participants wearing doctor’s uniforms are regarded as important component for enhancing trust and
confidence.

8. Liking. The sufficient use of liking has also demonstrated that triggering customers’ attention is
important. Liking technique helps to generate the consumers’ emotion, interest, and attention. The
dream-like atmosphere is created by both website through a number of techniques. The websites
present complex compositional structures that feature the resorts’ amenities and services in a very
attractive way for the viewer. The verbal items have been accurately selected. They create only positive
images in the readers through various techniques. They do not only send a message or some
information, but also attempt to persuade and even manipulate the reader. The visuals feature only
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pleasant scenes evoking only positive emotions. And finally, the cohesion between the linguistic and
visual elements provides favourable mental images in the users of websites that will help them decide.

9. Authority. The site of “Karpary” resort provides a separate section featuring the medical staff of
destination. The viewers see professionals that they can trust and feel comfortable with. Using real
photos of the resort’s employees adds credibility to this resort complex. By providing the section
showing the scans of various certificates obtained by “Karpaty” institution, the author wants to confirm
certain characteristics of organization positively and associate the resort with external parties. These
documents can be considered as trust indicators, as such professional accreditation build confidence by
certifying a qualification. Embedding this section into the site can boost credibility and trustworthiness.

10. Scarcity. The scarcity technique is only incorporated into “Karpaty” website design. Providing
the price reduction for a certain period of time, the resort instigates customers” awareness that they
must act fast, and hence encourages sales. The adoption of this technique that makes use of numerals
generates demand.

11. Gender targeting. Through different voices, the authors project the images of the resorts to the
external audience. The websites sets up connections between certain types of people and certain types
of services depicted on them. It means that there are sections for specific audiences. The communication
targets both male and female audiences. The activities depicted on the websites are suitable for any
gender. Moreover, both are considered to have medical needs. The author pays much attention to the
fact that women are more involved in the holiday decision-making process and provide expanded
information about the destination. Women are more reserved with their decisions and collect as much
information as possible before making decisions. They usually gather the information in advance and
then pick several options from which the joint decision can be made with the group. In this case,
“Karpaty” website provides the section “Karpaty is the first in the list of the best sanatoriums of
Truskavets” and section “Benefits” with all the linguistic and visual arguments (messages) of being the
best. Moreover, the section “Benefits” contains slogan “Two times better sanatorium of Truskavets,
Morshyn, Skhidnytsia!” to exert a kind of emotional manipulation on the potential tourists by encoding
the clear message within this slogan.

The factors, such as security, reliability, culture elements depicted on the sites are very important
and attractive for women. These issues are typical for a female-targeted promotion. They are likely to
choose this destination based on these attributes. The sporting and action-adventure activities available
on the sites are very appealing for a male audience, yet these sections address both genders.
Throughout the samples, the majority of leisure images featured females. The stereotypical images of
women are used to influence decisions of male audiences. The images are used to encourage men to
travel more for leisure purposes, as more women than men travel for leisure holidays.

5. CONCLUSIONS

Tourism has gained a prominent position in international business markets, and the constant flow
of information to promote destinations and attract potential clients is one of the most sensitive and
strategic keys to success. In other words, tourism industry owes much of its success to the way tourist
destinations are advertised, that is, to the content of tourism promotional texts. For this reason, the
language of tourism is of paramount importance.

The communication of a desirable and realistic image of the tourism destination to potential tourists
is predominant, as nothing will convince potential tourists to visit a destination unless they possess a
desirable image of that destination, and unless the marketing process is successful in attracting tourists
through the creation of such images. Hence, the advertisements make use of a wide range of techniques
to attain their ultimate goal: persuade and eventually sell. More than often, good advertising
techniques are the fine line between success and failure.

The present article has detected the strategies of tourism persuasive language basing on the
theories, such as structured communication, storytelling, copywriting, neuromarketing; Cialdini” (2001)
persuasion techniques to influence people, namely, reciprocation, commitment and consistency, social
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proof, liking, authority, and scarcity. Both corpuses under analysis have shown how they heavily rely
on a number of textual elements that can influence a reader. All of these techniques were detected in
both tourism website; however, “Solva” resort website presents some limitation of the deployment of
some of them.

Therefore, the language of tourism implies power of the speaker over the addressee, the art of
persuasive or impressive speaking or writing. The use of promotional material on websites has an
enormous power over the addressees due to the information they provide. The article identifies the
specific language forms and enticing strategies employed in these tourism materials to achieve
persuasion and to establish social control.

This article contributes to the field of tourism studies by focusing on how persuasion is activated in
tourism communication by tourism destinations. In particular, the aim was to understand what modes
of communication could be considered as persuasive ones. The results of this study could be helpful for
those who create tourism marketing materials.
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3axaposa I'anHa. Ilomyk mnepcyasuBHUX CTpaTeriii y TYPUCTUYHOMY peKAaMHOMY AUCKypci. Kyprar
Ipuxapnamcvoxozo ynisepcumemy imeni Bacurs Cmedanuxa, 7 (3) (2020), 7-18.

Typusm sIK coljiaabHe sIBUIlle IIpUBEpPTaB yBary AOCAiAHMKIB MapKeTOAOTiB yIIPOJ4OBXK YCiX eTamiB
CBOTO PO3BUTKY. B ocHOBI ycmimmuoi cmiBmpalii MixX cy0’€KTamMm TypUCTHYHOI AisIABHOCTI Ta KAi€HTaMu
nepeOyBae komyHikaris. [lepekonanBsa cuaa pexaaMHOI MOBMU ¥ IHCTPYMEHTIB MapKeTHUHIY Jy>Ke BigdyTHa
croroHi. HacmrpaBai, 11106 mpuBepHyTH yBary ITOKYIILIiB, TYPUCTMYHI KOMIIaHii BUOMpPaIOTh pisHi criocodn,
11100 IepeKoHaTH y IlepeBarax CBOro OpeHAy. ¥ CTaTTi BUCBITA€HO Ta OOTOBOPEHO BaKAMBi acIieKTU CTOCOBHO
MOBU TypMU3My Ta IIASIXiB JIOTO aHaAi3y AAsl BUABACHHs NEPeKOHAMBUX IPUIOMIB, SKi BUKOPUCTOBYIOThCS
AAs 3aAy4YeHHsl NOTEHILIMHMX TypUCTiB. ¥ 3B'3Ky 3 IJUM MOBAEHHEBUII BIIAMB Yy TYPUCTUYHIN pekaami
peaai3yeThCs I1ASIXOM IIepeKOHAHHsI ITOTeHITiITHOTO KAi€HTa y HeoOXigHocTi cepsicy/mpoaykTy. Pekaamyioun
TYPUCTUYHUI TIPOAYKT, peKAaMOJaBellb YMHUTD BIIAMB Ha CIIOXKMBaya, 3aly4Jaloun pizHi epekTusHi 3acody,
1100 aKTMBi3yBaTM IMOTO IparHeHH:A NpuUADaTU TYPUCTUYHI IOCAYTU (TypHpOAYKT). Posrasaaiorscs Taki
€4eMEeHTU TIepCya3VBHOIO TYPUCTMYHOIO MapKeTMHIY: CTPYKTypOBaHa KOMYHiKallis, PO3IIOBiAi icTopii,
KOIipalITUHI, HelpoMapKeTMHI; MeToau mnepekoHaHHs Cialdini’” (2001), mo BmAMBalOTE Ha AM0Aei
(B3a€MHICTD, IPUXUABHICTH Ta IIOCAiIJOBHICTh, COlliaAbHe MiATBepAKeHHs:, CUMIIaTisA, aBTOPUTET Ta Ae(piLU/IT).
Y crarTi TakOX BMCBiTA€HO (PaKTOpMU TeHAePHOI OpieHTallil K Ba’KAMBI KOMIIOHEHTU Yy BOOPi BiArIoBiaHOI
TepCyasMBHOI CTpaTerii mpu po3podLi pekAaMHUX MaTepiadis A4s TypusMy. Y po3Aili pe3yAbTaTiB HOJaHO
peaabHi NMpUKAagM 3aCTOCYBaHH:A 3a3HaueHMX CTpaTerili BIIAMBY Ha ayAmuTopiio Kypoprtis “Kapmatu” Ta
“Coabsa”. Yci i METOAMKM CTAHOBAATL TEOPeTUUHy 0a3y A4 A40CAiAXKeHDb IePCya3MBHOCTI i 3aCAyTOBYIOTh
Ha yBary, OCKiAbKM BOHM BiJiIrpalOTh IOAOBHY POAb y IPOCYBaHHI OyAb-sSKOro BMUAy. 30ip AaHMX IILOTO
AocaiAKeHHs 3a0e3I1e4NnTh OHOBAeHY iHPOPMaIil0 CTOCOBHO PUTOPUKU TYPU3MY.

KaiodoBi caoBa: TypusM, MOBAEHHEBUI BIIAUB, TYPUCTUIHUII pPeKAAMHUII AMUCKYpPC, BILAMBOBI
TeXHiKM, MapKeTUHI.
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Abstract. The paper analyzes various scientific approaches to assessing the effectiveness of
enterprise management. The advantages and disadvantages of using the four most common
methods of assessing the effectiveness of enterprises are substantiated, such as 1) comprehensive
assessment based on the methods of economic analysis; 2) analysis based on experimental
estimates; 3) using the scoring method; 4) assessment based on testing. Given the fact that currently
there is no single approach to assessing the effectiveness of enterprise management, including
agricultural enterprises, the article proposes the author's method of assessing the effectiveness of
management in agricultural enterprises. This methodology assumes that the effectiveness of
management in agricultural enterprises is determined by integrating three indicators: economic
efficiency of management, social efficiency of management, and organizational efficiency of
management. The proposed methodology includes the gradual integration of partial 19 indicators
in terms of economic, social, and organizational efficiency. Analysis of this phenomenon was
conducted based on agricultural enterprises of the Ivano-Frankivsk region aimed at testing the
developed methodology for assessing the effectiveness of management. The paper presents the
research of the influence of the number of employees on the level of management efficiency in
agricultural enterprises, the influence of enterprise size (by land area) on the level of management
efficiency in agricultural enterprises, and the influence of average employment per 100 hectares of
agricultural land on the level of agricultural management. The research was done using the
grouping method. According to the results of the study, it was established that the developed
methods for assessing the effectiveness of the management of agricultural enterprises can be used
in practice.

Keywords: management, management efficiency, agricultural enterprises, economic efficiency,
social efficiency, organizational efficiency.

JEL Classification: J5, Q12.

1. INTRODUCTION

The management of an agricultural enterprise is a combined economic and managerial category,
which characterizes a set of organizational and managerial measures to influence employees.

Modern management theory is actively developing in the world, as it is based on changing working
conditions of employees, the internal features of the development of individuals and managers.
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Given the wide popularity and branching of the modern management system of enterprises, the
lack of a single scientifically sound approach to assessing the effectiveness of management remains an
urgent problem. On the one hand, the existing pluralism of methodological approaches to assessing the
effectiveness of management allows the researcher to choose the method that best suits or solves the
problem. On the other hand, the variety of methods makes it impossible to conduct a comparative
description of the effectiveness of management in different enterprises, in different periods, and so on.
In turn, the lack of comparability hinders conducting an adequate, realistic assessment of the analyzed
process.

2. METHOD

In domestic and foreign science, the most common methods of assessing the effectiveness of
management in agricultural enterprises are:

1) comprehensive assessment based on the methods of economic analysis [1; 2; 3];

2) analysis based on experimental estimates [4, 5];

3) using the scoring method [6; 7; 8];

4) based on testing [9, 10].

Most scientists in the process of determining the effectiveness of personnel management use the
methods of economic analysis. This, in our opinion, is because, first, this method allows you to get the
most objective assessment, as it is based on financial and statistical data of the enterprise without the
involvement of experts or other stakeholders. Secondly, this technique has the greatest potential for
comparative analysis of individual enterprises or different reporting periods.

At the same time, an important disadvantage of applying only the methods of economic analysis is
that such a complex concept as the effectiveness of personnel management is difficult to describe by
several technical and economic indicators.

3. RESULTS AND DISCUSSION

With this in mind, we have developed our methodology for assessing the effectiveness of
management in agricultural enterprises. This method of assessing the effectiveness of management of
agricultural enterprises is based on the definition of 19 indicators (Tab. 1).

Levels of
management Indicators Method of calculation
efficiency
Bal fit, th d
a ance protit, thotisan Revenue from sales without production costs
UAH
The level of
© eVS of return on The ratio of profit to the value of fixed assets
capital, %
The level of product
N .eve. ,O }zro ue The ratio of profit to the cost of production
profitability, %
Costs of 1 UAH products, The ratio of cost to the cost of commodity
Economic efficiency kop. / UAH products

of management

Volume of commodity

products, UAH The cost of goods sold

The ratio of output to the total number of

Labor productivity, UAH workers employed in production

Number of employees, pers. | The average number of employees per year
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Levels of
management Indicators Method of calculation
efficiency
The ratio of productivity The ratio of productivity growth to average
growth and wages, % wage growth
Frequency of occupational The ratio of the number of cases of
injuries, % occupational injuries to the total number of
’ staff
. . o The ratio of proportion of the lack to the
Organizationa Product quality, points or % volume of production
efficiency of Level of labor discipline, The ratio of the number of cases of violation of
management violation/people or points labor and executive discipline to the total

number of staff

The ratio of the number of employees with
experience in the organization more than one
year (for a certain period) to the average
number of employees for the relevant period

Staff stability coefficient

.. . The ratio of absenteeism to the total number of
Coefficient of discipline .
man-hours for the relevant period

Remuneration fund, UAH General fund of basic and additional wages

Average salary per 1 worker, | The ratio of the general wage fund to the total
UAH / month number of staff

The ratio of the number of employees who
resigned from the organization during a certain
Staff turnover rate, coefficient | period (minus inevitably dismissed) to the

Social efficiency of

average number of employees for the relevant
management

period

The ratio of the number of working days

Uniformity of staff loading, (employment) of employees to the total

points number of working days in the period
Socio-psychological climate Established on the basis of specific sociological
of the team, points and psychological research

Tab. 1. The system of indicators for assessing the effectiveness of management in agricultural enterprises.
Source: developed by the authors.

All indicators are classified in three groups or levels of efficiency of personnel management:
economic, organizational and social.

The first level of management efficiency (economic) is characterized by the main performance
indicators of agricultural enterprises, which to some extent indicate the effectiveness or inefficiency of
management.

The second level of management efficiency (organizational) is described by a set of indicators
reflecting the working conditions of employees in the enterprise, the level of discipline and other
parameters of management efficiency of labor organization and production.

The third level of management efficiency (social) includes a number of indicators characterizing the
effectiveness of management in terms of effect for employees. This group of indicators is important
because it shows the degree of employee satisfaction with the created working conditions, the level of
wages and so on. It is obvious that the presence of a social effect will indicate changes in the
productivity of employees, and hence in the efficiency of the enterprise as a whole.

Indicators (listed in table 1) in terms of three levels of management efficiency are closely
interrelated, as they interdependent changes. Economic and social efficiency largely depends on the
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organized efficiency of personnel management.

In order to test the developed methods in practice, an assessment of the effectiveness of
management of agricultural enterprises in Ivano-Frankivsk region was done. The object of the study
was 103 enterprises of the region, reported in the form No 50-ag. The analysis was conducted for the
period 2015-2018.

According to the results of the calculations, it was determined that the highest level of management
efficiency was 0.27 in the enterprise of Rozhnyativ district, the highest indicator was in Rohatyn district
and amounted to 51.26.

To conduct further research and identify trends and factors affecting the effectiveness of personnel
management of agricultural enterprises, we divided the results in three groups (Tab. 2).

The average value

Nurr.lber‘of of the level of Number of enterprises by districts of the
Groups enterprises in the personnel region
group management
efficiency
Ivano-Frankivsk - 3; Bohorodchany - 4;
I group —up to Halytsky - 3; Horodenkivskyi - 4; Dolynsky -
17.27 58 9.34 2; Kolomyia - 9; Rohatynsky - 7;

Rozhnyativsky - 2; Sniatynsky - 10;
Tlumatsky - 6; Tysmenytskyi - 8

Ivano-Frankivsk - 1; Halytsky - 2;
Horodenkivskyi - 7; Kolomyia - 4;

II -
grotp 37 24.27 Nadvirnyansky - 1; Rohatynsky - 7;
17,28 - 34.28 .
Sniatynsky - 6;
Tlumatsky - 4, Tysmenytskyi - 5
Horodenkivskyi - 2; Kalush - 1;
III group - Kolomyia - 1; Rohatynsky - 1;
34.29 —and 8 44.49 Sniatynsky - 1;
more Tlumatsky - 1;

Tysmenytsky - 1.

Tab. 2. Grouping of agricultural enterprises of Ivano-Frankivsk region at the level of management efficiency.

Source: calculated on the basis of [11].

Table 2 summarizes a number of conclusions:

1) the most numerous group in terms of management efficiency is group I, where the integrated
analyzed indicator is up to 9.34. The number of enterprises included in this group is 58 units or 56% of
all agricultural enterprises in the region. This group includes enterprises of all levels of Ivano-Frankivsk
region. Undoubtedly, this indicates negative trends in the organization of management activities of
agricultural enterprises;

2) the second group of enterprises with the level of management efficiency according to the
integrated indicator Emp from 17.28 to 34.28 includes 37 enterprises or 36%, i.e. about a third of all
enterprises. The average value of the analyzed indicator Emp in the group is only 24.27.

3) the third group of enterprises with the level of management efficiency includes only 8
enterprises, which is only 7.8% of the total number of agricultural enterprises in Ivano-Frankivsk
region. The average value of the analyzed indicator is 44.49, which is 4.8 times higher than the indicator
for group I and 1.8 times higher than the average for group II. In the territorial aspect, the analysis
shows that such enterprises are presented, as a rule, by one unit in certain calculations. Additional
calculations and observations show that this group includes powerful agricultural enterprises of the
Landfarm agroholding group and other enterprises with foreign investment. For the most part, these
agricultural formations specialize in the animal sector.
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The next stage of the study is to establish the relationship of the analyzed integrated indicator with
the number of labor of the enterprise 1 (Tab. 3).

Number of The average value of The average number
Groups enterprises in the the level of of employees per 1
group management efficiency enterprise, pers.
I group —up to 17.27 58 9.34 26
II group — 17.28 — 34.28 37 24.27 34
I group — 34.29 — and more 8 44.49 86

Tab. 3. Analysis of the impact of the number of employees on the level of efficiency of their management.
Source: calculated on the basis of [11].

From the data of table 3 and some other performed calculations the conclusions are generalized.
There is a direct relationship between the level of efficiency of personnel management and the average
number of employees in agricultural enterprises. Thus, the highest level of efficiency of personnel
management is observed in those enterprises where there are more employees. Thus, the first group
according to the indictor Emp includes enterprises with an average number of employees of 26 people,
the second group includes agricultural formations, where the average number of employees is 34
people, the third group includes enterprises with an average number of employees of 86 people, which
is 3.5 times more than in group I enterprises and 2.5 times more than in group II enterprises.

This is due to the fact that in large enterprises, including enterprises with foreign investment, there
is an extensive management system, including personnel management, and new techniques are used in
the management of the enterprise and personnel.

Thus, the data in Table 3 show that there is a direct close relationship between the number of
employees in agricultural enterprises and the level of efficiency of their management. As the number of
employees increases, the effectiveness of the management process grows.

To deepen this study, an analysis was conducted to establish the relationship between the size of
enterprises (by land area) and the level of efficiency of personnel management (Tab. 4).

Based on the data in table 4, we can summarize a number of conclusions. Thus, there is a direct
relationship between the size of agricultural enterprises (by land area) and the level of efficiency of
personnel management. If in group I with the lowest level of management efficiency (Emp = 9.34) the
average farm size is 1041.9 ha, then in group II, where Emp is 24.27, i.e. 2.6 times more, the average size
of agricultural formations is 1255.8 hectares, which is 213.9 hectares or 1.2 times more than in group I.

Numb.er of The average value of the The arable land of 1
Groups enterprises in level of management .
. . enterprise, ha
the group efficiency
I group —up to 17.27 58 9.34 1041.9
II group — 17.28 — 34.28 37 24.27 1255.8
I group — 34.29 — and more 8 44.49 5376.7

Tab. 4. The influence of the size of enterprises (by land area) on the level of efficiency of enterprise management.
Source: calculated on the basis of [11].

In the third group of enterprises indicator Emp is 44.49, which is 1.8 times higher than in the second
group and 4.8 times higher than in the first group. Accordingly, the area of agricultural land per 1
enterprise in group III is 4.3 times larger than in group II and 5.2 times larger than in group I.

From the calculations it follows that in group III the average size of enterprises and other
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performance indicators of enterprises are much higher than in other enterprises of the region.
The next step in the study of causal relationships and dependencies is to analyze the impact of
staffing per 100 hectares of land on the level of efficiency of its management (Tab. 5).

Number of The average value of the | The average number of
Groups enterprises in level of management employees per 100
the group efficiency hectares of land, pers.
I group —up to 17.27 58 9.34 27
II group — 17.28 — 34.28 37 24.27 29
I group — 34.29 — and more 8 44.49 19

Tab. 5. Analysis of the impact of land supply of enterprises by staff on the level of efficiency
of its enterprise management. Source: calculated on the basis of [11].

From the data of table 5 and the data of other calculations we have a number of conclusions:

1) between the analyzed indicators there is no direct relationship in trends;

2) in the enterprises of groups I and II, where Emp is 9.34 and 24.27, respectively, the average
number of employees per 100 hectares of land was 27 and 29, respectively, i.e. almost the same. In the
third group of enterprises - where the Emp indicator is much higher - 44.49, the average number of
employees per 100 hectares of land is only 19;

3) additional analysis shows that the reasons for this are that a small number of enterprises of
group III - 8 units is characterized by a high level of technical and technological equipment,
organization of production and labor, which allows to use less manual labor, obtaining higher
performance. In addition, most companies in this group specialize in animal husbandry, including PJSC
“Avargard” (Tysmenytsia district), LLC “Rosan-Agro” (Rohatyn district), LLC “Stern-Agro” (Tlumach
district), LLC “Danosha” (Kalush district). These enterprises usually use the area of agricultural land to
obtain the necessary fodder base.

The results of research (Tab. 6) showed that the level of management efficiency is directly
dependent on the amount of resources involved in the production process. The larger the company, the
higher the concentration of production, the more rationally organized personnel management.

Group of enterprises by the level of efficiency
.Emp 17.28 - . Emp 34.
LLE 17.27
mp to 17.2 34.28 and more
Number of enterprises in the group 58 37 8
The average value of the level of efficiency 9.34 2407 44.49
of personnel management
The average number of. agricultural % 34 36
employees per enterprise, persons
Area of agricultural land per enterprise, ha 1042 1256 5377
The average number of employees per 100
) 25 2.7 1.6
hectares of agricultural land lands, persons

Tab. 6. Dependence on the effectiveness of agricultural management enterprises of lvano-Frankivsk region

from certain factors, on average for 2015-2018. Source: calculated on the basis of [11].
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Thus, based on the developed methodology for assessing the effectiveness of management of
agricultural enterprises a comprehensive analysis of agricultural formations of Ivano-Frankivsk region
was conducted. The main causal relationships and factors that affect the level of effectiveness of the
management process were identified.

4. CONCLUSIONS

Based on the development of various scientific approaches to assessing the effectiveness of
management of agricultural enterprises, we have developed our own methodology for assessing the
effectiveness of management of agricultural enterprises, based on an integrated assessment of three
components of enterprise management: economic efficiency, social management and organizational
management. Approbation of this method was based on the analysis of agricultural enterprises of
Ivano-Frankivsk for the period 2015-2018. In the process of assessing the effectiveness of management
of agricultural enterprises, the main factors influencing this process by using the grouping method
were investigated. The results of the approbation showed that the developed methodology for
assessing the effectiveness of management of agricultural enterprises can be used in practice.
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Jxy6is Basentmna, fIky6iB Poman, Makcumis Oais, I'puropyk Ipmua, Ilomaauuerns Haszapisi, Isamryk
Harazis. Ominka epeKTMBHOCTI yIpaBAiHHA CiAbCHKOTOCIIOAAPCHKUMM IAIIPMEMCTBAMIL MeTOAMKa Ta
aHaais TeHAeHIiN. XKypnaa Ipuxapnamcoxozo yrisepcumemy imeni Bacuas Cmepanuxa, 7 (3) (2020), 19-26.

Y crarti npoanaaizoBaHo pi3Hi HayKOBi IiAX0AM A0 34iiCHEHHS OLiHKM e(eKTUBHOCTI yIIpaBAiHHS
mignpueMmcrsaMu. OOIpyHTOBaHO IlepeBarM i HeAOAIKM BMKOPMCTaHHS YOTUPHOX HaAMMOMIMPEHIiIINX
MeTOAIB OIiHKM e(peKTUBHOCTI AisIABHOCTI MAIPUEMCTB: 1) KOMIIAeKCHa OLiHKa Ha MeTOAaX eKOHOMIYHOTO
aHaJi3y; 2) aHaAi3 Ha OCHOBI eKCIIepMMEHTHNX OIiHOK; 3) 3a 4OIIOMOTOIO0 0aABHOTO MeTOoAy; 4) Ha OCHOBI
TecTyBaHHs. BpaxoByloum Te, IIO Ha AaHMII 4ac BiACYTHINI €AMHMIT MigXi4 A0 OLIHKM e(deKTMBHOCTi
yIIpaBAiHHA HiATIPUEMCTBaMY, i B T.4. CiAbCBKOTOCTIOAAPCHKUMM ITiATIpUEMCTBaMH, Y CTaTTi 3alIPOIIOHOBaHO
aBTOPCBKY METOAMKY OLIiHKU e(eKTUBHOCTI MeHeA>XMEHTY Ha CiAbCBKOIOCIIOAapChKUX HMignpueMcts. JaHa
MeTo4duKa IlepeA0ada€, IO eQeKTUBHICTh VIPaBAiHHA Ha CiABCBKOIOCIIOAAPCHKUX —ITiATIPMEMCTBAX
BI3HAYA€ThCA IIASXOM IHTETPYBaHHAM TPbOX IIOKAa3HUKIB: €KOHOMI4HOI eQeKTUBHOCTI YIIpaBAiHHS,
coIiaAbHOL e(l)eKTI/IBHOCTi yHOpaBAiHHA Ta OpTraHi3aliliHOl e(l)eKTI/IBHOCTi yIIpaBAiHHsA. 3aIlpoIlOHOBaHa
MeTOAMKa Ilepebaya€ moeTarHe iHTeTpyBaHH: YaCTKOBMX 19 MOKa3HMKIB B pO3pisi eKOHOMIYHOI, COlliaAbHOI
Ta OpTraHizalliliHOl e(l)eKTI/IBHOCTi AiAAbBHOCTI. 3 MeTOIO0 ampoOallii po3poO.AeHOI MeTOAMKM OILIiHKM
e(eKTMBHOCTi yIpaBAiHHA IIPOBEeJeHO aHali3 A4aHOTO sBMINA Ha 0asi CiAbChKOTOCIOAAPCHKMX MiAIIPMEMCTB
Ipano-®Ppankiscpkoi o0aacti. Ha ocHOBI BUKOpMCTaHHS MeTOAY TPYITyBaHH: A0CAiA>KeHO BILAMB YMCeAbHOCTI
NpaliBHMUKIB Ha piBeHb e(PEeKTUBHOCTI MEHeAXXMEHTY Ha CiAbCbKOTOCIIOJAPChKMX IiAIIPMEMCTBAX, BILAWB
poaMipy migmpuemMcrsa (3a IAomIaMM 3eMeAb) Ha piBeHb e(QEeKTUBHOCTI MeHeAXXMEHTy Ha
CiABCBKOTOCIIOAAPCHKIX MAIIPMEMCTBAX Ta BILAMB cepeJHBOTrO piBH: 3abe3mnedeHOCTi mparnisHuKaMy Ha 100
ra CiABCBKOTOCIIOAQPCBKMX VIiAb Ha PpiBeHb eQeKTMBHOCTI yHOpaBAiHHA arpopopMyBaHHAMMU. 3a
pes3yAbpTaTaMI AOCAiAKE€HHs BCTaHOBJAEHO, IO po3pobieHa HaMM MeTOAMKa OLIHKM e(eKTMBHOCTI
YIIpaBAiHHSA CiAbCHKOTOCIIOAAPCHKUMM IiATIPYEMCTBAMY MOKe BUKOPUCTOBYBaTUCh Ha ITPaKTULI.

Karouosi caosa: ynpaBaiHHA, e(PeKTMBHICTh yHpaBAiHH:A, CiAbCHKOTOCIOAApChKi IiAIIpMEMCTBa,
eKOHOMiuHa e(peKTUBHICTH, colliaabHa eeKTIBHICTh, OpTaHi3ariliHa e(peKTUBHICTE.
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CLASSIFICATION OF STRATEGIES FOR SOCIO-ECONOMIC
DEVELOPMENT OF UNITED TERRITORIAL COMMUNITIES

NADIYA PYLYPIV, IRYNA PIATNYCHUK, SVIATOSLAV SOLOGUB

Abstract. The article deals with the classification of strategies for socio-economic development of
united territorial communities in a dynamic business environment. The purpose of the article is to
build a classification of strategies for socio-economic development of the united territorial
communities to increase the effectiveness of their development and implementation in practice.
Based on the conducted research, the author's vision of defining the essence of 'socio-economic
development of united territorial communities' was formed. It will contribute to a clearer
understanding of this category. We defined the characteristics that determine the socio-economic
development of the united territorial community. We evaluated the dynamics of the process of
creating territorial communities in Ukraine and identified opportunities for creating new
communities. To build a strategy for the socio-economic development of united territorial
communities that would meet the requirements of the modern business environment, as well as
satisfy the expectations that are set for it, we systemized various types of strategies into
classification groups. Among them: development strategies, strategies of management and
utilization of united territorial communities resources, gender-oriented strategies, strategies to
counter, strategies of the development of the economic sectors, strategies of the development of
UTC areas, digitalization strategies, communication and information strategies, management
strategies, European integration strategies. The developed classification of strategies will
contribute to a more accurate formation of strategic goals and actions, and contribute to the
effective implementation and realization of the developed strategy of united territorial
communities. The obtained results of the study serve as the basis for subsequent research in terms
of ensuring the socio-economic development of united territorial communities.

Keywords: strategy, socio-economic development, sustainable development, united territorial
communities, classification groups of strategies.

JEL Classification: R58, QO01.

1. INTRODUCTION

The current state of implementation of reforms in Ukraine largely depends on the processes of
decentralization, which form a new system of local self-government, through which territorial
communities are given the authority to use resources, have access to services to meet the needs of
citizens. Identification of priority directions and ways of development of the united territorial
community is declared in the strategy of socio-economic development.
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It should be noted that its formation should be carried out in accordance with the concept of
sustainable development, which is associated with improving the quality of all spheres of human life.
[1, p. 376]. Therefore, taking into account the social, environmental and economic priorities of
sustainable development will contribute to the socio-economic development of the united territorial
community to meet the needs of all interested parties: society, business and the state.

It is impossible to ensure the practical implementation of the socio-economic development strategy
of the united territorial community without considering the types of such strategies and identifying
them. Therefore, there is a need to conduct a study on classifications of strategies for socio-economic
development of united territorial communities to ensure their effective implementation in the modern
business environment through compliance with the concept of sustainable development.

2. THEORETICAL BACKGROUND

Before investigating the classification of strategies for socio-economic development of united
territorial communities, we consider it necessary to review the literature. As a result of studying
scientific sources, it is established that the term 'socio-economic development' characterizes the
relationship between the degree of economic development and the solution of socially significant
problematic issues of society and business entities operating in it. This definition also includes
transformational processes in the relations of economic entities with various social population groups
within the framework of the concept of sustainable development [2].

Some publications emphasize that it is possible to ensure the sustainable development of united
territorial communities if social responsibility is introduced, which covers such areas as respect for
human rights; compliance with the law; business and corporate ethics; environmental protection;
cooperation with stakeholders; compliance with international standards of conduct; care for the elderly;
transparency and reporting [3, p. 129].

It is worth mentioning that according to the ISO 26000 social responsibility standard, 'social
responsibility is the responsibility of an organization for the impact of its decisions and activities on
society and the environment, acting ethically and transparently, which contributes to the health and
well-being of society; takes into account the expectations of stakeholders and complies with current
legislation; meets international standards of conduct and is integrated into the activities of the entire
organization' (ISO, 2018b) [4, p. 37].

It is also investigated that scientists distinguish two points of view on the essence of regional
development:

— according to the first one, 'regional development is a multidimensional process, usually
considered as a set of different social and economic goals. According to M. Buianova, it is understood
as the functioning mode of the regional system, focused on the positive dynamics of the parameters of
population's level and quality of life, ensured by a stable and balanced reproduction of the social,
economic, resource and ecological potentials of territories' [5, p. 20];

— according to the second, in the view of T. Skufina, 'it should be understood as any, not necessarily
progressive, changes in economic and social components according to STP, the growing influence of
interregional and intersectoral competition, the growing importance of public administration of macro,
meso and microeconomic processes' [5, p. 33].

Scientists also emphasize that in general, sustainable development should be considered within a
single country, region or enterprise in the context of three components: economic, social and
environmental [6, p. 206]. This fact has a direct impact on the classification of strategies, including
strategies for the socio-economic development of united territorial communities.
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3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

To confirm our hypothesis, we studied the scientific works of leading researchers and strategic
documents that form strategic goals for the socio-economic development of communities, taking into
account sustainable development. We analyzed: 1) scientific publications in journals indexed by Scopus
the international scientific metric database. We considered only qualitative studies, the results of which
were published in high-level scientific publications, and therefore cited by other researchers; 2)
community development strategies; 3) public sphere development strategies. As for them, we analyzed
the content of national and regional strategies and countries associations to implement the best ones in
Ukrainian practice. It can also be useful for countries with similar levels of socio-economic
development.

The results presented in the article will encourage further research and help in the development of
strategies for the socio-economic development of united territorial communities.

4. RESULTS AND DISCUSSION

The study of special literature of research economists regarding the existing positions on
identifying the essence of socio-economic development allowed us to form the following author's
interpretation of the definition of socio-economic development of a united territorial community.

Socio-economic development of a united territorial community is a purposeful, natural change in
the economic state of a united territorial community through solving socially significant problems
aimed at observing the concept of sustainable development in a modern changing business
environment, as a result of which the community moves to a new qualitative state. The results
presented in the article will encourage further research and help in the development of strategies for
the socio-economic development of united territorial communities.

It should be noted that only the simultaneous presence of all three of the following characteristics
distinguishes development processes from other changes. Those are:

— cyclic reproduction of a permanent functioning system;

— the presence of development regularities with clearly defined strategic directions;

— there is a single line of priorities in different areas, which has a cumulative effect.

In our opinion, the characteristics that determine the socio-economic development of a united
territorial community (hereinafter UTC) should be considered:

— changes in the economic sphere — quantitative characteristics in the development of the territorial
community economic system, which provides an opportunity to assess the development of small and
medium-sized businesses, overcoming poverty, the efficiency of using energy resources; the efficiency
of using budget funds, investments, grants, other types of financial support; the amount of funding for
the implementation of the UTC social responsibility program, etc.;

— changes in internal business processes within the UTC (in particular, the management process,
main and security processes), which provide an assessment of trends in the effectiveness of the
implementation of the UTC's socio-economic development strategy, the success of achieving
sustainable development goals, the implementation of decisions by the management personnel of the
UTGC; the quality of services provided by suppliers (educational, cultural, medical institutions, etc.) and
enterprises that operate on the territory of the UTC; the functioning provision of the UTC with the
necessary resources; the budgeting process [7, p. 229; 8, p. 301];

— changes in the social sphere — assessment of the implementation of UTC social responsibility
program, satisfaction of the community population and their well-being, in particular in terms of social
living conditions, the quality of social services received, the level of consumers satisfaction and their
well-being. It makes possible to assess the level of social responsibility of UTC to society in the context
of the implementation of sustainable development goals;
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— changes in the environmental sphere — the impact of enterprises 'activities in the territory of UTC
on the environment, compliance with environmental requirements and enterprises' activities, which
will affect their business reputation and competitiveness [3, p. 134].

Changes in the above areas can be estimated using a balanced system of indicators, which can act as
an analytical tool for ensuring the implementation of socio-economic development strategy of UTC in
the context of the concept of sustainable development.

Given the subject of our research, we consider it necessary to diagnose the state of the UTC creation
process.

At the same time, it should be noted that a united territorial community (UTC) is a voluntary
association of residents on a contractual basis of several disparate villages, towns or cities into one
administrative and command center. After consolidation, a new administrative center is formed, within
which local self-government bodies are created and carry out their activities.

The law of Ukraine 'On Voluntary Unification of Territorial Communities' is the primary and main
regulatory document regulating the process of creating a united community [9]. It is important to note
that the formation of UTC is impossible without the decentralization reform.

It is established that united communities are formed in accordance with the need of economic
efficiency and development of geographically adjacent villages, towns, and cities. A united territorial
community with an administrative center in a city can be called an urban territorial community, and a
community with a center in an urban type settlement can be called a settlement community, and a
community with a center in a village can be called a village community.

The newly created territorial community receives the resources of all combined localities and
corresponding powers on its balance sheet. It should be noted that during the merger, the newly
created association conducts independent economic activities and directly cooperates with the city
budgets and the state budget of Ukraine, and without direct subordination to the mayor. The newly
created association has the right to determine the direction of its activities, search for investors and
independently distribute profits to the community's own needs.

It is established that as of 10.01.2020, 1029 UTC with a population of 11.7 million people were
created in Ukraine. Long-term plans for the formation of community territories cover 90.3% of the
country's territory in 12 countries [10]. The dynamics of creating the number of UTCs in Ukraine in
2015-2019 is shown at Fig. 1.
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Fig. 1. Dynamics of the UTC number in Ukraine in 2015-2019. Source: [10].

Based on the monitoring of the process of power decentralization and local self-government reform,
the Ministry for Communities and Territories development of Ukraine has formed a rating of regions
for the formation of capable communities in terms of the overall rating and place according to the
parameters shown in Tab. 1.
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Zhytomyk 1 5 3 3 1 11 3 3
Dnipropetrovsk 2 2 2 2 1 16 7 1
Chernihiv 3 4 4 4 1 14 2 4
Khmelnytsk 4 8 5 5 2 9 4 1
Zaporizhzhia 5 3 1 1 1 19 9 1
Volyn 6 10 6 6 1 12 6 1
Sumy 7 9 12 12 3 10 1 2
Donetsk 8 1 11 11 16 5 9 1
Chernivtsi 9 14 8 10 7 6 2 11
Ternopil 10 16 9 8 4 17 2 6
Mykolaiv 11 6 7 9 8 15 9 12
Luhansk 12 7 10 7 10 22 11 1
Rivne 13 21 15 14 9 8 2 1
Ivano-Frankivsk 14 22 17 18 5 3 2 8
Kharkiv 15 12 19 19 18 1 5 1
Poltava 16 11 16 16 6 18 4 7
Kherson 17 17 14 13 13 20 2 10
Cherkasy 18 15 13 15 2 21 10 15
Odesa 19 13 18 17 16 6 8 17
Kyiv 20 18 22 20 15 4 4 16
Lviv 21 20 21 22 12 7 11 13
Zakarpattia 22 24 24 24 14 2 9 9
Vinnytsia 23 23 23 21 11 13 2 14
Kirovohrad 24 19 20 23 17 23 11 5

Tab. 1. Capable Local Communities Rating. Source: [11].

In particular, the data in the table shows that the Ivano-Frankivsk region is on the 14th place in this
rating and has 18 more territorial communities that have not been merged. And in general, for all
regions in Ukraine, there are only 300 territorial communities that have not been united.

As a result of studying analytical information on the rating of regions about the formation of
capable communities, quite significant opportunities for creating new communities have been
identified, and this indicates the need to develop strategies for their socio-economic development. So,
the question of classifying such strategies for the development of UTC in the context of ensuring
sustainable development not only in the region but also in the country as a whole is relevant.

The conducted empirical research allowed us to establish that the development of a strategy for the
socio-economic development of UTC begins with the preparation of a regulatory document, which
should indicate all strategic goals, methods and means for their implementation. This document should
indicate priority areas of activity, taking into account the available financial, technical, information and
human resources, which should contribute to the sustainable development of the community for the
relevant strategic period.

The strategy is considered as the main regulatory document, not only in the economic direction but
also in the social one, which focuses on the rational use of human potential, technology, financial and
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natural resources due to the effective management of a local government body, which is based on the
effective implementation of the main priority areas defined by such a strategy [2].

In order to develop a strategy for the socio-economic development of UTC that would meet the
requirements of the modern business environment, as well as meet the expectations that are set for it,
we consider it necessary to study the types of such strategies.

As a result of studying the specialized literature, there was no systematic classification of types of
strategies for socio-economic development of UTC. However, the empirical study allowed us to
identify various strategies that have been developed and implemented in the practical activities of the
subject. Therefore, we have systematized such strategies and grouped them into classification groups
(Table 2): development strategies, strategies of management and utilization of united territorial
communities resources, gender-oriented strategies, strategies to counter, development of the economic
sector's strategies, strategies of development of united territorial communities areas, digitalization
strategies, communication and information strategies, management strategies, European integration
strategies.

Classification group Types of strategies

Investment development strategy

Innovative development strategy

Development strategies Sustainable development strategy

Balanced development strategy

Resource and financing mobilization strategy

Strategies of management and Resource-saving strategy
utilization of UTC resources UTC population development strategy

Environmental protection strategy

Gender strategy
Gender equality and non-discrimination strategy

Gender-oriented strategies

Anti-bullying strategy

Anti-discrimination strategy

Strategies to counter Strategy on organized crime

Anti-Corruption Strategy

Strategy on global environmental pollution

. Strategies for the development of economic sectors (electric power, fuel,
Strategies of development of

. ferrous and non-ferrous metallurgy, chemical and petrochemical, machine-
economic sectors

building, metalworking, forestry, woodworking, light, food and others)

Strategies of development of Strategy for the development of education, medicine, culture, sports,
UTC areas entrepreneurship, tourism, infrastructure, and other areas at the UTC level
Digital strategy
Cloud strategy

oitalizati . .
Digitalization strategies Cybersecurity strategy

Digital transformation strategy

PR strategy
Communication and Communication strategy
information strategies Information strategy
Media strategy

Management modernization strategy

Management strategies Management reform strategy
Change response strategy

Communication strategy in the field of European integration

European integration strategies Information and communication strategy for European integration

European integration strategy

Tab. 2. Classification of socio-economic development strategies of UTC. Source: compiled by the authors.
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The classification group 'Development Strategies' includes strategies for the socio-economic
development of UTC that provide for the appropriate direction in the development of the community,
namely the strategy: investment development, innovative development, sustainable development,
balanced development. If investment, innovation and sustainable development strategies are widely
used and understandable, then a balanced development strategy requires additional explanation.

The study shows that the strategy of balanced development of UTC in the literature is proposed to
understand as a long-term qualitatively defined direction of development, based on a set of
systematized actions that allow us to determine the most appropriate tools and measures for
implementing procedures, parameters and processes of socio-economic development of UTC based on
strategic priorities. Such a strategy requires the formation of new scientific approaches and practical
actions that meet not only modern conditions, but also provide for the prospects for socio-economic
development of UTC [5, p. 35].

The classification group 'Strategies for managing and using UTC resources' includes strategies that
are aimed at improving the efficiency of available financial and natural resources use, developing the
population and protecting the environment of UTC.

The classification group 'Gender-oriented strategies' includes strategies that are currently being
implemented in the country and extend to the level of UTC and are focused on promoting gender
priorities, improving the efficiency of using community budget funds depending on its needs, applying
gender-oriented budgeting and introducing non-discrimination.

The classification group 'Strategies to counter' was formed by strategies that are focused on
eliminating the negative manifestations of the relevant phenomenon or process for the prevention and
fight against bullying, discrimination, organized crime, corruption, and a strategy for combating global
environmental pollution.

The classification group 'Strategies of the development of economic sectors' was formed by
strategies aimed at the development of certain sectors of the economy at the UTC level, in particular:
electric power, fuel, forestry, woodworking, light, food, etc.

The classification group 'Strategies of the development of UTC areas' includes strategies that are
focused on the development of education, medicine, culture, sports, entrepreneurship, tourism,
infrastructure, and other areas at the UTC level. It is to promote the development of the relevant areas,
which are identified as strategically important for the relevant UTC.

The classification group 'Digitalization strategies' includes strategies that have recently begun to
form as a response to the challenges of our time through the development of the digital economy, the
creation of cybersecurity infrastructure, and determining the directions and tasks of digital
transformation.

The classification group 'Communication and information strategies' is represented by strategies
that are aimed at establishing communication links in UTC, using PR technologies to form a positive
reputation of UTC and increase its competitiveness, as well as using media literacy technologies, which
is also formed taking into account modern needs and challenges.

The classification group 'Management Strategies' includes strategies that provide for the application
of an appropriate approach in the process of managing UTC through modernization and reform of
public administration through the possibility of timely response to new changes. Such strategies should
contribute to achieving a new quality level in UTC management.

The classification group 'European integration strategies' includes strategies for improving
information/communication on European integration topics in society.

So, the above classification of strategies for socio-economic development of UTC will contribute to a
more accurate formation of strategic goals and measures, as well as effective implementation,
monitoring and implementation of the strategy of UTC, which will contribute to the economic
development of communities, increase their social responsibility and environmental awareness.
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5. CONCLUSIONS

Thus, the conducted research on the formation of classification of strategies for socio-economic
development of UTC began with the formation of the author's definition of the essence of socio-
economic development of UTC. Therefore, the socio-economic development of a united territorial
community is a purposeful, natural change in the economic state and the solution of socially significant
problems, aimed at observing the concept of sustainable development in a modern changing business
environment, as a result of which the community moves to a new qualitative state.

Based on the understanding of the essence of socio-economic development, strategies are
systematized and grouped into classification groups, such as: development strategies, strategies of
management and utilization of UTC resources, gender-oriented strategies, strategies to counter,
strategies of the development of economic sectors, strategies of the development of UTC areas,
digitalization strategies, communication and information strategies, management strategies, European
integration strategies. The developed classification groups of strategies for socio-economic
development of UTC will contribute to improving the effectiveness of implementing of the appropriate
strategy type, taking into account the needs of society and the challenges of the modern business
environment.

The obtained results of the study serve as the basis for subsequent research in terms of ensuring the
socio-economic development of UTC.
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IMnavmis Haais, IT atanayk Ipuna, Coaory6 Cesarocaas. Kaacudikarist crpateriii coriaabHO-eKOHOMIYHOTO
pO3BUTKY 0O0’€aHaHUX TepuTopiaabHMX TrpoMad. Kypnar Ilpuxapnamcviozo ynisepcumemy imeni Bacuas
Cmeganuxa, 7 (3) (2020), 27-35.

Y craTTi pO3rAsHYTO NMTaHHsA Kaacu@ikaliii cTpaTeriii COIiaabHO-eKOHOMIYHOIO pPO3BUTKY
00’eJHaHNX TepuUTOpiadbHUX TIpoOMaj B yMOBax JAMHaMiyHOro Oi3Hec-cepeaoBuita. MeTol0 cTaTTi €
pospooutn KAaCM(l)iKaLIiIo CTparTeriil COlliaAbHO-eKOHOMIYHOTO PO3BUTKY OO'€4HaHUX TepUTOpiaAdbHMUX
rpoMag AAsl TiABUILeHHS eq)eKTMBHOCTi iX pO3pOoOKM Ta iMIIAeMeHTallii y IpakKTU4Hy AisfAbHicTh. Ha ocHOBi
IIPOBEJEHOTO  AOCAiAXKeHHsA c(POPMOBAHO aBTOPCbKe OaueHHS BU3HAYEHHsA CYTHOCTI “comiaabHo-
€KOHOMIiYHMI1 pO3BUTOK 00’€JHaHNX TepUTOpiaadbHNX TpoMad”’, MO COpuATHMe OiAbII 9iTKOMY PO3YMiHHIO
1i€i Kareropii. BuokpeMaeHo XapakTepucTumkamy, sKi BU3Ha4YalOTh COIliaAbHO-eKOHOMIUHUII PO3BUTOK
00’eAHaHOI TepuTOpiaabHOI TpoMaau. IIpoBedeHO OIiHKY AMHaMIiKU IPOIleCcy CTBOpPEHH:S TepUTOpiaabHUX
rpoMa/ B YKpaiHi Ta BISIBAEHO MOKAMBOCTI IIJOA0 CTBOPEHHsS HOBUX I'poMaJ. 3 MeTOIO PO3pPOOKM CTpaTerii
COI1iaAbHO-eKOHOMIYHOTO PO3BUTKY O0’'€JHaHMX TepUTOpiadbHMX IpoMad, sKa O BiAOBiZasa BuMMOraM
cyyacHOTO Oi3Hec-cepeJOBMINIa, a TAaKOX 3a40BOAbH:AAa OYiKyBaHH:, SKi Ilepes HelO CTaBAATLCH, 3Ai/ICHEHO
cyucTeMaTHU3alilo pisHMX BMUAiB cTparteriit y KaacugikaliriHi rpymm, Taki, sIK: crpaTerii po3BUTKY, cTpareril
yIpaBAiHHA i BUKOPMUCTaHHA pecypciB 00’'€lHaHMX TepUTOpiadbHUX TIpoMad, TeHAepHO-Opi€HTOBaHi
cTparterii, cTpareris 60poTb0H, CTpaTeril pO3BUTKY Taay3eil eKOHOMIKM, CTpaTerii po3BUTKY cdep 00’ € AHaHMX
TepuTOpiadpHMX TpOMad, CTpaTerii Aig>kmuTaaizaliii, KOMyHiKallilfiHO-iHQpOpMaTHBHI cTparTerii, cTparerii
yIIpaBAiHHs, €BpOiHTerpamniiiHi crparerii. Pospobaena KAaCMCI)iKaL[i;I cTpaTeriil colliaAbHO-eKOHOMIYHOIO
PO3BUTKY 00’€AHaHUX TEPUTOPiaAbHUX I'POMaj CHpUATUMe OiAbIIl TOYHOMY (POPMYBAHHIO CTpaTeriqHuX
1idei, 3axo4iB Ta crpusaTu epeKTMBHOMY BIIPOBaAKEHHIO i peaaisariii po3poOaeHoi crparerii 00’ €AHaHMX
TeputopiaabHux rpomad. OTpumaHi pe3yabTaTyi HPOBEAEHOTO AOCAiAKEHHs BUCTYIIaIOTh OCHOBOIO AAsd
HaCTyIIHUX AOCAiAXXeHb y dacTuHi 3abe3IedyeHHSI COIiaabHO-€KOHOMIYHOTO pO3BUTKY 00’€JHaHUX
TepUTOPiaabHMUX TPOMa,.

Karo4dosi caosa: crpateris, cOIiaabHO-eKOHOMIUHMII PO3BUTOK, CTaAMil PO3BUTOK, 00’ €iHaHI
TepuTOpiaabHi TpoMaAM, KAacuQiKalliliHi TpPyIM CTpaTeTiit.
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CROSS-BORDER APPROACH TO REGIONS’ SMART
SPECIALIZATION: EXPERIENCE OF THE EU MEMBER STATES

OLHA DEMEDYUK, KHRYSTYNA PRYTULA

Abstract. In the recent decade, the EU Member States have been actively implementing the
regional development policy based on innovative strategies of smart specialization. However,
lately, European researchers have been paying increasing attention to the issues of regions’
capacity to overcome the boundaries of administrative units inside the country and abroad and to
the need to consider regions in the context of their functioning among others, especially from the
viewpoint of the growing role of their innovative networks in global value chains. That is why
currently the EU is addressing the development of cross-border smart specialization strategies.

The paper aims to study the European experience on the functioning of cross-border innovation
systems and joint strategic planning of cross-border regions’ development based on smart
specialization and to outline the opportunities to implement the EU experience of cross-border
approach to smart specialization in cross-border regions of Ukraine with EU Member States.

The paper analyzes the views of foreign researchers on the links between innovation systems in

cross-border space that constitute the theoretical basis of the study of cross-border smart
specialization strategies, namely regarding the dimensions and level of their development. The
research of European scientists on cross-border innovation systems in specific cross-border regions
is examined, in particular on Spanish-French and German-French borders.
Directions of implementation of smart specialization projects in cross-border context under the EU
programs and other EU instruments that support regions in cooperation for the elaboration of joint
view of development with neighbouring economically, socially, culturally, and historically close
regions are outlined.

The experience and methodology of the first cross-border smart specialization strategy for
Spanish and Portuguese regions are studied in detail.

The opportunities to use the EU experience by several Western Ukrainian regions based on the
joint smart specialization priorities with the neighboring EU states are outlined. For this purpose,
1) the RIS3 strategies of the regions of Poland and Romania adjoining Ukraine and Regional
Development Strategies of respective Ukrainian regions were analyzed to detect similar smart
specialization priorities; 2) the clusters in the mentioned regions were analyzed as main drivers of
achievement of smart specialization goals to detect similar or complementary functioning areas.

Keywords: regional innovation systems, cross-border innovation systems, EU Member States,
smart specialization, cross-border region, cross-border smart specialization strategy, RIS3, clusters.

JEL Classification: F02, O31, R11.
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1. INTRODUCTION

In conditions of a deep economic crisis in the EU that occurred in the 2007-2013 program period, the
endeavors of the EU Member States were focused on the search for ways to boost smart, sustainable,
and comprehensive growth. Moreover, innovative growth has come into the spotlight. In particular, the
Communication from the Commission to the European Parliament, the Council, The European
Economic and Social Committee and the Committee of the Regions Europe 2020 Flagship Initiative
Innovation Union was adopted in 2010 [1]. The document emphasizes the investment in research,
innovations, and entrepreneurship for the most efficient use of the countries” capacity. The issues of
innovative activity and investment are at the heart of Strategy 2020. The new 2014-2020 cohesion policy
defines smart specialization as a strategic approach to boosting economic growth through efficient
support for research and innovations. It has become the platform for joining the endeavors of regional
and state authorities in the EU to develop innovative smart specialization strategies from the viewpoint
of efficient use of structural funds and growing synergy between national and regional policies of the
EU countries and the policy of the Community.

A region cannot exist separately in the modern world. To develop efficiently, it should take into
account the factor of growing international cooperation both in production and sales as well as in
research and innovation. Therefore, the regional innovation strategies for smart specialization (RIS3)
will be the most successful if the regions are examined in the context of their functioning among other
regions, especially from the viewpoint of the growing role of their innovative networks in the processes
of integration into global value chains. The cross-border smart specialization strategies have been
gaining much attention lately in the EU. One of them is already developed and is being implemented.
Such strategies are grounded on the processes of data and information exchange, joint projects
implementation, and development policies harmonization in various domains.

The EU-Ukraine Association Agreement stipulates that the latter should have brought its legislation
in compliance with the EU legislation by 2025. The introduction of the smart specialization concept into
the system of strategic planning of regional development is one of the required changes. The
Resolutions of the Cabinet of Ministers of Ukraine No 931 and 932 as of 11 November 2015 were
amended to create the legal ground to introduce the smart specialization approach into the process of
strategic planning in Ukraine. The regional development strategies for the period by 2027 for all oblasts
have been finalized already. Most Ukrainian oblasts are located close to the state border and the border
itself and the phenomena it generates as well as similar features of economic and social systems on both
sides of the border should have been taken into account. Yet, the analysis of regional development
strategies for 5 Western oblasts of Ukraine that border the EU shows that although the cross-border
cooperation is mentioned in them mostly in the context of joint implementation of projects and tourism,
the priorities of smart specialization in the neighboring regions are not examined and the opportunities
of using the similarities of the regions on both sides of the border to boost their innovative and
sustainable development are overlooked. Meanwhile, Ukraine has experience of participating in cross-
border strategies — the Cross-Border Cooperation Strategy of the Lubelskie Voivodeship, Lviv, Volyn
and Brest Oblasts for 2014-2020 and the 2020 Strategy of the Development of Slovakian-Ukrainian
Cooperation (Oriented at the Development of Cooperation between the Presov and Kosice Self-
Governing Regions of Slovak Republic and Zakarpatska Oblast of Ukraine). Both of them are
terminating this year. Therefore, it is essential to examine the experience of EU regions in developing
cross-border smart specialization strategies and estimate them from the viewpoint of opportunity to be
applied in Ukraine in strategic planning of cross-border and border regions’” development.

The paper aims to examine the experience of the EU countries regarding the functioning of cross-
border innovation systems and joint strategic planning of the development of cross-border regions
based on smart specialization principles and to outline the opportunities to implement the EU
experience of cross-border approach to smart specialization in cross-border regions of Ukraine with EU
Member States.
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2. THEORETICAL BACKGROUND

The research of cross-border innovation systems that constitutes the ground for cross-border smart
specialization is rather new and starts in the current decade of the XXI century. K.-J. Lundquist and
M. Trippl emphasize that the cross-border innovative systems should be considered as the most
developed forms of transnational integration that are based on the previous less innovatively oriented
development models. The authors suggest five dimensions of regional innovation systems (RIS). On
this ground, they delineate the factors that impact the capacity of a cross-border region to carry out a
joint innovative activity, which are the basis for determining three development levels of cross-border
innovation systems [2].

The first RIS dimension is the science base/knowledge infrastructure. It is the subsystem of
knowledge generation and diffusion through research, education, and technology transfer
establishments. The second RIS dimension is the economic structure/specialization pattern. It is the
subsystem of knowledge application that includes the companies and clusters functioning in the region.
The knowledge, resources, and human capital flows between the two subsystems create the third
dimension — the nature of linkages. The fourth dimension covers the policy structures — the regional
policy in the area of innovations. The institutional set-up is the fifth dimension that represents the
available institutional and socio-cultural situation in the region, including both formal and informal
institutions.

The weakly integrated systems are the first development level of cross-border innovation systems.
They are characterized by a low level of cross-border economic relations, in particular, the knowledge
and innovations exchange. The authors argue that most Euroregions show this development level due
to lacking synergy or poor use of the synergy. Lacking synergy is caused by substantial differences in
scientific specialization, knowledge systems, and economic structures (cognitive distance). The authors
also mention that the regions shouldn’t be very close by the mentioned parameters because the
cooperation won’t generate new knowledge. The regions can be similar by the models of scientific or
economic specialization but differ by innovative capacity or ability to absorb innovations. In this case,
the results of cooperation can be distributed unequally (functional distance). Poor use of the synergy
occurs mostly due to differences in institutional systems of the regions (institutional distance) and
obstacles in the accessibility of the regions (physical distance). In this context, the authors emphasize
the need for investment in cross-border infrastructure and the development of cross-border institutions.

The semi-integrated systems are the second level of development of cross-border innovation
systems. They are characterized by the emergence of the system grounded on knowledge. According to
the authors, although some clusters demonstrate the necessary level of cognitive and functional
distance, most of them do not represent the complex cross-border innovation system despite being
innovative. Compared to the first development level, the negative impact of physical distance is lower.
There are more opportunities for the exchange of students, researchers, specialists, the establishment of
scientific cooperation, and science-education-industry partnerships.

Strongly integrated systems are the highest development level of cross-border innovation systems.
They are characterized by a strong knowledge, experience, and skills flows across the border that are
generated by growing students and workers mobility, emerging innovative network links between the
companies, and science-education-industry partnerships. The synergy comes from a high level of
functional distance and optimal level of cognitive distance in business systems and knowledge bases.
Such synergy occurs not in few but in many economic and scientific activity domains. The transport
and communication infrastructure is well developed and contributes to high accessibility. There are
joint institutions that are involved in overcoming the socio-institutional obstacles. They might not be
directly related to innovative activity, but they create the necessary environment for the development
of all cooperation areas. The joint solution of problems at the cross-border level becomes part of
everyday life and is supported by society.
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The research of the RIS dimensions continues in the studies of van den Broek and Smulders [3]. Yet,
the researchers examine only certain dimensions or their parts, while the concept of RIS
multidimensionality, in general, is underresearched.

Adi Weidenfeld argues that tourism is one of the key factors of the cross-border innovation
systems’ evolution because it impacts directly the development of transport and border infrastructure
that reduces the border function as a physical barrier in the weakly integrated systems [4]. The issue of
geographic delineation of innovation systems is studied by Doloreux and Parto [5]. Makkonen and
Rohde [6] examine the issue of delineating the cross-border region only geographically rather than by
the intensity of links, namely the innovative ones. There are several scientists studying the cross-border
innovation systems by economic sectors, for example, van den Broek and Smulders [3] and Hansen [7].

In Ukraine, the development of national and regional innovation systems is addressed by Y.
Bondaruk, S. Horblyuk, I. Mushenyk, A. Poruchnyk, S. Prohorchuk, L. Fedulova, etc. But the forming
and functioning of cross-border innovation systems and elaboration of cross-border regions’ strategies
based on smart specialization require more attention and examination.

3. RESULTS

Many European regions consider their geographical position as well as history and perspectives of
cooperation with other regions when strategizing their development on the principles of smart
specialization. In this regard, the perspective areas of cooperation with neighboring regions of a
country, geographically close regions of adjoining countries, and even cooperation on the international
scale are often covered by the RIS3 strategies. For example, the RIS 3 Strategy of S. Voivodeship defines
4 strategic partners to boost the innovative capacity of the region: Molopolskie and Opolskie
Voivodeships, Moravian-Silesian Region of the Czech Republic, and Zylina Region of Slovakia. Three
main directions of cooperation are defined: business or commerce, science, and implementation of the
research results [8]. The first direction includes cooperation between organizations of entrepreneurs
and clusters, joint initiatives on the intensification of trade operations, informing about legal and
administrative documents on carrying out commercial activity abroad, and organizing economic
forums, etc. The other two directions emphasize the need to increase the number of large strategic
projects implemented mostly by universities, technological parks, and representatives of business or
economic departments of local governments. Cooperation is primarily related to production
technologies, non-traditional renewable energy sources, and ICT. All activities accomplished under
these three directions are supported by mobility programs for students, academic staff, and company
employees. Implementation of these directions is secured by the Tritia EGTC founded by Silesian
Voivodeship, Moravian-Silesian Region of Czech Republic and Zylina Region of Slovakia, in the
framework of cooperation agreements between 11 universities at the Poland-Czech Republic-Slovakia
border on innovative activity in PROGRES3 consortium, and between Polish and Czech universities in
the framework of the Conference of Rectors of Silesian Universities.

Joint implementation of competitive advantages with regions similar or complementary by their
specialization areas is seen as one of the ways to achieve the smart specialization goals. North Holland
(the Netherlands) traditionally actively cooperates with Scane County of Sweden and northern regions
of Germany in realizing similar smart specialization priorities. On an international scale, in 2015, North
Holland signed a bilateral agreement with Romanian North-East Region with the view to jointly react
to social challenges and boost the economic growth of regions by creating regional innovative
incubators and living labs that are the tools to implement smart specialization priorities providing the
companies with the space to exchange ideas, carry out the innovative activity, and receive various
types of support [9].

Flanders region of Belgium was the pioneer of multi-regional cooperation for smart specialization
by launching in 2013 the Vanguard Initiative “New Growth through Smart-Specialization” [10]. It is
focused on consolidating the authorities of EU regions to search for ways to impact the European
employment and economic growth policies, namely in innovations and industrial policy. The regions
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work to transform regional partnerships and clusters defined by the smart specialization strategies into
world-level clusters that can compete on an international scale. In the context of the large-scale
international cooperation of regions to implement the smart specialization goals, the High Tech
Farming partnership should be mentioned. It was initiated by Italian Toscana under the Agri-Food
Thematic Smart Specialization Platform. The Partnership consolidates 26 EU regions and one country to
develop joint activities on the acceleration of the implementation of advanced technologies that can
boost the activity of farms. Within its framework, the complementarity areas among the partners are
defined, information on perspectives and needs of regional actors across technological sectors is
collected, many interested parties from various activity types, including clusters, are attracted, and a lot
of micropartnerships are created to participate in funding programs according to joint or similar smart
specialization priorities [9].

Clusters are the key tools used by European regions to achieve the goals of smart specialization.
Their role is mentioned in almost every RIS3, including in the context of overcoming the borders of one
region and even the state to consolidate the competitive advantages of territories. No wonder that
Flanders is the region that promotes the multi-regional smart specialization by the development of
clusters. It is due to the fact that its RIS3 is fully based on the regional clusters policy that is horizontal
and vertical (for spearhead clusters). Another region grounding its smart specialization policy on
clusters is Lapland (Finland) [11]. Due to active EU policy that encourages clusters to overcome the
internal borders of the regions and countries, a lot of them form cross-border and international
partnerships that in time turn into cross-border and international clusters. The most known are those in
pharmaceuticals and medical technology: the Medicon Valley with partners from Denmark and
Sweden that consolidates over 85 biotechnological, 27 pharmaceutical, 166 medtech companies,
scientific parks, 6 incubators, 97 research organizations, 32 hospitals, 12 universities, 32 labs, 25
investment companies, and 17 civil organizations to treat neural disorders, cancer, and diabetes; and
the Bio Valley that consolidates over 600 pharmaceutical companies and 14 scientific parks as well as
numerous economic development agencies and civil organizations from adjoining regions of France,
Germany, and Switzerland. “BIG-Cluster” functions at the Dutch-Belgian-German border in the bio-
renewable energy domain. Another new initiative at this border section is the Top-Technology-Cluster.
The large network clusters in Europe include The European Railway Clusters Initiative (ERCI) that
covers 14 innovative clusters from 10 countries and the Transnational Renewable Energy Cluster
Danube (TREC Danube) that consolidates regional clusters in renewable energy and bioeconomy [12].

In the last two program periods, many European regions attempted to attract EU funding to
examine the opportunities of cooperation with neighboring regions to boost the innovative and
scientific capacity of their territories. One of the projects is KNOWHUB (regions from Poland, Hungary,
Spain, France, Austria, Germany, Bulgaria) under INTERREG IVC, which organized the activities on
experience and knowledge exchange for more efficient implementation of S3 strategies [13]. Another
project is TR3S implemented by regions from Finland, Germany, Poland, Romania, Italy, Estonia, Great
Britain, Hungary, and Spain to detect the unique features of each region and its competitive advantages
[14]. France and Spain are implementing the project aCCeSS — Cross-Border Cooperation for Smart
Specialization under the INTERREG Poctefa 2014-2020 to promote the transfer of knowledge and
technology from research institutions to business with the view to expand the capacity and introduce
innovations [15]. In the program period 2007-2013, the project “Smart Specialization” of the regions
from Greece and Bulgaria stipulated examining of available competitive advantages in neighboring
regions of the country and their innovative and scientific capacities to create the ground for writing
joint strategies oriented at innovations and entrepreneurship in the following program periods [16].

It is worth mentioning that the initiatives regarding the elaboration of joint development strategies
emerge mainly in the border regions that have the significant experience of cooperation within
Euroregions, primarily due to the fact that such regions mostly have close internal links and have joint
managing bodies. Mikel Navarro, the researcher of cross-border links between the Euskadi Region (the
Basque Country) and neighboring regions, emphasizes the innovation and knowledge cooperation as a
precondition for joint strategic planning of their development [17]. Being the member of EGTC
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Nouvelle-Aquitaine-Euskadi-Navarra, the region participated in projects related to innovations in
cross-border space, its strategic and program documents and institutional environment of innovations
support in the region and those of the other regions-members of the EGTC have similar features. The
region is also active in promoting cross-border innovative cooperation in Europe. Therefore, the
Euskadi academic community is turning to developing the cross-border smart specialization strategies
with adjoining regions of the neighboring countries in correspondence with the respective thematic and
horizontal S3 priorities.

Academic community is also emphasizing the readiness of another cross-border region in Europe to
implement a joint strategic approach to its development as an integrity — Upper Rhine on the border
between Germany, Switzerland, and France. For example, E. Muller, A. Zenker, M. Hufnagl, J. Alain
Heraud, E. Schnabl, T. Makkonen, H. Kroll [18] outline the issue of innovation policies coordination in
Upper Rhine as a ground for implementing the joint smart specialization concept. From the viewpoint
of the decades-lasting active cooperation in the region, the joint approach to smart specialization can
promote the further deepening of existing links across borders. The results of the sociological survey in
these regions show that France and Germany have similar socio-economic development trends,
governance systems, and political traditions in the context of smart specialization development. The
regions Alsace and Baden-Wiirttemberg have very close cultural, historical, and economic links. They
are characterized by high level of innovations development and powerful scientific capacity. The
regions also use joint approaches to innovation policy and are specialized in similar economic activities.
Therefore, the grounds for elaborating the S3 for the cross-border region are quite strong.

The most successful in joining efforts to boost socio-economic development based on smart
specialization are Spain and Portugal, which have produced the first cross-border smart-specialization
strategy [19]. With the view to improve the efficiency of the use of various financial sources, including
the regional operational programs and cross-border cooperation programs, the regional authorities of
Galicia (Spain) and Norte (Portugal) started in 2014 the joint process of strategic planning. They
established a cross-border Working Group consisting of the Galician Innovation Agency and the
Regional Coordination and Development Commission of the North. It generated a joint view of
innovative development and harmonization of its goals as well as joint priorities, necessary activities,
and the system of indicators to monitor the cooperation efficiency.

The Strategy was preceded by an over 30-year history of cooperation between these regions in the
framework of the Euroregion Galicia-Northern Portugal, which was one of the first to become a legal
entity and is now functioning as an EGTC. Local authorities and cross-border cooperation participants
are also members of 2 more EGTCs. In the decades of cooperation, many joint projects and activities
were implemented in innovations, research, and business, generating the necessary background for
detecting similar features and priorities of the regions” development. Among those most essential for
innovative development is the common education platform that consolidates 6 universities, the
emergence of the textile cluster, and the founding of cross-border development, cooperation and
business services center CECOTRAN, which is the legal entity and functions to create strong networks
and platforms for cooperation between small and medium companies and exchange of data,
experience, and development initiatives. The importance of writing the joint strategy was emphasized
in the 2014 Joint Investment Plan of the Euroregion Galicia — Northern Portugal under the Priority Axis
1 “An innovative Euroregion advocating innovation and transfer”.

2015-2020 Cross-Border Smart Specialization Strategy of Galicia-Northern Portugal is based on
recommendations provided by RIS3 Guide. Therefore, in accordance with the Guide, the Strategy was
developed in 6 key stages. The first stage included a detailed analysis of regions” cooperation in the
Euroregion and in research and innovations. The second stage stipulated the diagnostics of innovation
and research system of the Euroregion. Production specialization in the Strategy is calculated by the
Relative Production Specialization Index by comparing a region’s value with the value of the country in
general in each economic sector. Technological specialization is determined based on the data of the
Innovation Observatory of Galicia on participation in projects by the Sectoral Programmes at the
regional level, R&D grants from public institutions at the national level (namely, the Technological
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Development Centre of Spain) and in the Seventh Framework Programme at the international level.
Technological specialization for Northern Portugal was calculated by comparing the Relative
Technological Specialization Index in comparison with OECD countries. Scientific specialization was
determined by participation in project calls at regional, national, and international levels.

At the third stage, the shared vision and principles of regions' development, as well as challenges
faced by the cross-border region in convergence with other EU regions, were developed. In this regard,
the survey of main entities and participants of innovation activity was carried out at both sides of the
border to reveal their readiness for cross-border cooperation and to detect the EU programs they would
like to participate in.

The fourth stage is directly related to the selection of cooperation areas. Based on analysis carried
out at the second stage and diagnostics carried out for preparation of RIS3 of Galicia and Northern
Portugal, 6 strategic cooperation areas were selected for these regions. They are the marine and biomass
energies, agri - bio, food industry, processing industry, aeronautics, creative industries, ICT and
tourism, health and active aging. The fifth stage outlines the process of Strategy implementation and
defines the entities responsible for the process. And the final sixth stage covers the methodology of
evaluation and monitoring of the Strategy implementation.

European Union has developed the system of tools to encourage regions to cooperate in the
development of joint strategic documents and achievement of practical results in a synergy of priority
directions to stimulate economic development. They include the interactive tool for Regional
Benchmarking that helps identifying regions with similar structural conditions in terms of innovative
development (social, economic, technological, institutional, and geographical features); Eye@RIS3
database that provides the review of priorities of regional and national smart specialization strategies
and opportunity for the regions to position themselves, find their unique niches, and search for
partners for cooperation; and interactive application for the visualization of international trade flows
and analysis of regions’ competitive positions [20]. There is also a range of specific EU tools for the
regions that ground their smart specialization policies on the development of clusters.

4. DISCUSSION

To reveal if there are grounds for cross-border regions of Ukraine to apply a smart specialization
approach to strategizing their development, we focus on two of them — Ukraine-Poland and Ukraine-
Romania. For this purpose, 1) the RIS3 strategies of the regions of Poland and Romania adjoining
Ukraine and Regional Development Strategies of respective Ukrainian regions were analyzed to detect
similar smart specialization priorities; 2) the clusters in the mentioned regions were analyzed as main
drivers of achievement of smart specialization goals to detect similar functioning areas.

In this regard, it is worth mentioning that Ukraine started to apply the smart specialization
principles in strategizing only this year, so we had to compare RIS3 of European regions from the
current program period with Regional Development Strategies of Ukrainian regions for the next 2021-
2027 period. Moreover, although the smart specialization approach was applied in Ukraine, it was not
completely based on the one used in the EU due to the lack of necessary statistical data. The priority
areas in Ukraine were determined according to the national Classifier of Economic Activity Types,
while priorities in the EU are mostly cross-sectoral, therefore — much broader than in Ukraine.

In addition to this, out of the neighboring EU countries (Poland, Slovakia, Hungary, Romania),
Slovakia and Hungary, in the current program period, have smart specialization strategies only at the
national level. Therefore, similar priorities were analyzed for two cross-border regions — Ukraine-
Poland and Ukraine-Romania. The results of the analysis are presented in Tables 1 and 2.
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Region of . C
the Smart specialization priority of the region of the sll.mlar Pflonhe.s O,f
. . . . Ukrainian regions within the
neighboring neighboring state . .
respective cross-border region
state
Lubelskie Bioeconomy. The use of agricultural and industrial | Food production, chemical
voivodship | biotechnology, nanotechnology, biophysics in the | production, manufacturing
value chains of sustainable primary production, bio- | paper and cardboard products,
resources and food production in the sectors of | furniture production (Lvivska
pharmaceutical, energy, eco-business, agro-food, | oblast).
chemical, paper, wood and furniture, information
services. Stimulating the development
of balanced eco-friendly food
(Volynska oblast).
IT & automation. The use of mechatronics, smart | IT is defined as a perspective
buildings, control systems, industrial automation and | industry for smart
mobile application in the value chains of | specialization (Lvivska oblast).
manufacturing, advanced products and production
systems and system services in the sectors of software
and IT consultancy, information services, manufacture
of electrical equipment, machines, devices, computers,
electronic and optical products
Podkarpackie | Automotive. Manufacture of cars, buses, minibuses, | Production of railway
voivodship | motorcycles, tractors, semi-trailers, trailers; | locomotives and rolling stock,
manufacture of rolling stock, surface and | production of machines and
underground, as well as overhead railways; | equipment for agriculture and
manufacture of products which are ultimately used in | forestry, production of
the automotive sector, including engines; research and | assemblies, details, and
development directly related to the wider automotive | devices for vehicles (Lvivska
sector, aimed at implementing research results in | oblast).
production and society.
Quality of life. Mobility (sustainable transport); | Food production (Lvivska
climate and energy (renewable energy sources and | oblast).
related technologies); sustainable tourism (excluding
mass tourism); Health, food, nutrition, innovative
technologies, processes and products of the agri-food
sector, highest biological and health quality.

Tab. 1. Similar types of economic activity defined as smart specialization priorities by RIS3 and Regional Development

Strategies in Ukraine-Poland cross-border region. Source: developed by authors based on [21-24].

The analysis provided in Tables shows that Lvivska and Chernivetska oblasts have several types of
economic activity that fall within the scope of smart specialization priorities of the adjoining regions
from the neighboring countries within the respective cross-border regions. Volynska and Ivano-
Frankivska oblasts also have opportunities to join efforts with neighboring regions in bioeconomy and
advanced production technologies, respectively. Meanwhile, Zakarpatska oblast, being geographically
in both cross-border regions, doesn’t have the types of economic activity that are the points of common
interest in terms of smart specialization with the regions from the neighboring states.
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Region of the
neighboring
state

Smart specialization priority of the region of the
neighboring state

Similar priorities of
Ukrainian regions within the
respective cross-border
region

North-West
Romania

Advanced Production Technologies. Encompasses
economic activities related to the production of
machinery and equipment which account for high
concentration of companies and turnover in the
region. Specialization niches include: innovative
machinery and equipment in robotics, mechatronics,
automation, advanced manufacturing and processing,
additive rapid prototyping;
innovative machinery and equipment for energy

manufacturing /

production using renewable sources or generating
less pollution; machinery, equipment and solutions
for energy efficiency.

Production of electric engines,
generators, power converters,
energy distribution and
control equipment,
production of machinery and
equipment of general use
(Ivano-Frankivska oblast).

Agri-Food. The sector is well anchored in the regional
economy with a significant number of employees and
a large number of firms. Despite low income levels it
has been supporting the development of rural
economy given that almost half of the region's
population lives in rural areas. Specialization niches:
production of safe, healthy, affordable
nutritionally optimized food products based on local

and

breeds and crops, culinary traditions and by applying
the principles of High Nature Value Farming,
sustainable and precision agriculture, as well as new
veterinary and agricultural genetics; and production
of functional foods.

Food production
(Chernivetska oblast).

North-East
Romania

Textile - clothing sector. (advanced biomaterials,
functional textiles, medical textiles, smart textiles for

Textile production (Ivano-
Frankivska oblast).

interconnecting  clothing, biomaterials, technical | Textile production

textiles, textile composite structures, knitted | (Chernivetska oblast).
structures with thermal properties, mechanical

protection knits, clothing synergistic).

Healthy Ageing, Healthy Living and Tourism. | Tourism  and  recreation
Adventure and active tourism, healthy ageing, | development (Chernivetska
cultural tourism. oblast).

Agro-food sector. Agronomy, crop science, food | Food production

science, biotechnology, soil research, nano-materials | (Chernivetska oblast).

for protein separation).

Tab. 2. Similar types of economic activity defined as smart specialization priorities by RIS3 and Regional

Development Strategies in Ukraine-Romania cross-border region. Source: developed by authors based on [21], [25], [26].

There are four cross-border clusters with participants from Ukraine. All of them are in the Ukraine-
Poland cross-border region. Two clusters are in tourism, one in innovations and one in statistics. Yet,

the efficiency of their activity is doubtful. At least, information on their activity is hardly accessible as

there are no official websites or social media or even any updated links at the websites of clusters

participants. Nevertheless, the analysis of regional clusters in Ukraine-Poland and Ukraine-Romania

cross-border regions shows that many of them have similar or complementary functioning areas. Some

of them and the initiatives to establish the clusters that are at the stage of finalization are presented in

Table 3.
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Similar clusters and initiatives by the types of
Location Cluster activity in Ukrainian oblasts within the respective
cross-border region

Lubelskie Lublin Medicine-Medical | Medical Tourism Cluster, Biotech & Pharma Cluster

voivodship and Wellness Cluster (Lvivska oblast)

Podkarpackie | East Automotive Alliance Automotive cluster initiative (Zakarpatska oblast)
voivodship Polish automotive group Automotive cluster initiative (Zakarpatska oblast)
North-East | Astrico Nord-Est Textile | Cluster of Popular Art Industries “Suzirya” (Ivano-

Romania Cluster Frankivska oblast), wedding industry cluster initiative
(Chernivetska oblast)
North-West | Agro Transylvania Cluster Apple Cluster “Bukovyna” (Chernivetska oblast)
Romania Eco-Innovation Cluster for | Precarpathian Eco-Energy Cluster (Ivano-Frankivska
Sustainable Environment oblast)
Transylvania Energy Cluster | Precarpathian Eco-Energy Cluster (Ivano-Frankivska
oblast)
Transylvania Creative | Cluster of Popular Art Industries “Suzirya” (Ivano-
Industries Cluster Frankivska oblast), wedding industry cluster initiative
(Chernivetska oblast)

Tab. 3. Some clusters and initiatives in the regions of Poland and Romania adjoining Ukraine that function in the types of
activities related to those of clusters in the respective Ukrainian oblasts within the respective cross-border regions.
Source: developed by author based on [27], [12].

In addition to these clusters, there are also other ones in Ukrainian oblasts that function in the types
of economic activity that are the priorities of smart specialization for respective EU regions. They
include Lviv IT Cluster and Lutsk IT Cluster (ICT is the priority of both Lubelskie and Podkarpackie
voivodeships’” RIS3), Energy Cluster “Innovation Energy” (Low-carbon emission energy is the priority
of Lubelskie voivodeship RIS3), ClusterBit and IT Cluster Ivano-Frankivsk (ICT is the priority of North-
West Romania). Moreover, we should mention the initiative of creating the wood processing cluster in
Chernivetska oblast as it correlates with North-West Romania’s smart specialization priority “New
Materials - Furniture, Paper and Packaging, Plastics and Metal Processing”.

Therefore, there are preconditions for Ukrainian clusters to overcome the national border to
cooperate with existing clusters in the EU and with the companies in similar types of activity to
establish new partnerships based on similar specialization areas. In this regard, our research of similar
smart specialization priorities shows that there are points of common interest for the territories in cross-
border regions of Ukraine with the EU Member States. Therefore, there are grounds for developing a
joint cross-border approach to strategizing in these cross-border regions.

5. CONCLUSIONS

The support the EU provides to the regions to promote their cooperation with the view to develop a
shared vision of co-existence with neighboring regions that are similar in economic, social, cultural, and
historical aspects based on smart specialization principles, the practical steps already accomplished
towards this end, and the interest in the issue on the part of scientists and researchers testify to the fact
that there will be much more initiatives regarding the creation of cross-border smart specialization
partnerships and strategies in the next program period.

As for Ukraine, currently, the approaches to the development of strategic documents are
undergoing substantial changes. The strategies of oblasts” development for 2021-2027 are already
grounded on the principles of smart specialization. Yet, the comparing of these documents with those
developed in the EU regions is a difficult task. Ukrainian strategies are quite different, in the first place
because of the lack of necessary data to calculate the specialization according to the EU methodology.
Nevertheless, one can argue that the first attempts to apply the smart specialization approach to
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strategic planning are quite successful, and the priorities are defined in correspondence with the
regions’ development, although they are much narrower than the cross-sectoral priorities of EU
regions. It is a step towards involvement in global value chains and entrance to European and global
markets, which is rather doubtful without the consideration of smart specialization as an advanced tool
of regional development planning. It is also a chance to gain access to structural and investment funds
of the European Union.

The first attempts in our paper to outline the grounds for cross-border regions of Ukraine to apply a
smart specialization approach to strategizing their development show that border regions in Ukraine-
Poland and Ukraine-Romania cross-border regions have the points of common interests in terms of
smart specialization priorities. Moreover, the clusters, which are the main tool of smart specialization
priorities implementation in the EU, are present at adjoining territories, and the types of economic
activity they function in are similar or complementary to those located on the other side of the border.
It is the basis for the establishment of cluster partnerships across the borders. The close cross-border
cooperation links in these cross-border regions do not raise any questions either, starting from
historical retrospective up till nowadays, when there are common governing structures operating
under the Euroregions and numerous examples of projects implemented under the CBC Programs that
include activities in innovations, research, education, and SME support. These are the factors that
should be considered as preconditions to elaborate on the strategies of cross-border regions’
development based on the principles of smart specialization in the EU-Ukraine cross-border space.
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Ademegtok Oavra, Ilpuryaa Xpucruna. TpaHcKOpAOHHMII TigXia 40 cMapT-creliasisallii perioHiB: A0CBig,
kpain-uaenis €C. XKypnaa Ipurapnamcokozo ynisepcumemy imeni Bacurs Cmedanuxa, 7 (3) (2020), 36-48.

[IpoTAroM OCTaHHBOTO AeCATUAITTS Kpainm E€spormeiicbkoro Coi03y aKTMBHO peaai3oByIOTh
MOAITUKY perioHaAbHOTO PO3BUTKY Ha OCHOBi iHHOBAliiHMX CTpaTeriii cMmapT-creliadizaiii. ITpore
OCTaHHIM 9acOM €BpOIIENChKI AOCAIJHUKM 3BE€PTalOTh BCe OiAbllle yBary Ha Ipo0AeMaTUKy AOCAiAKEHHS
IOTeHIliady peTrioHiB He AMIlle B MeXKaX agMiHICTpaTMBHMX OAVMHMIIL OJHI€l KpaiHM, a 3 BpaxyBaHHAM
IOTeHIIialiB pO3BUTKY CYCiAHIX perioHiB, SIK B Me’KaX, TaK i 3a Me>xkaMmu Kpainu. Tako>k Ba’KAMBO BUBYATU
perioHn B KOHTEKCTI iX PO3BUTKY SIK eAeMeHTiB 6iAbII CKAaAHUX CUCTEM, OCOOAMBO 3 TOUKM 30PYy IOCUAEHHS
poAi ixHiX iHHOBaLIMIHMX MepeX y IIporecax iHTerparnii 40 r106a4bHIX AaHUIOTIB BapTOCTi. ToMy mmMTaHHA
PpO3pOOKM TpaHCKOPAOHHMX CTpaTerili cMapT-cIlelliadisallii € Ha opsIAKy geHHoMY y €C.

MeTto10 CTaTTi € y3araabHeHHs A0cBigy kpaiH €C mogo QyHKIIOHYBaHHS TPaHCKOPAOHHIIX
IHHOBaLIIHMX CUCTeM Ta CTpaTeriYHOIo IAaHyBaHHS PO3BUTKY TPaHCKOPAOHHMX PerioHiB Ha OCHOBI cMapT-
crenliasisallii Ta OKpecAeHHs MOKAMBOCTel iMmaemeHTanii gocsigy €C y 3acTocysaHHiI MigxoAy cMapT-
creniasisanii 40 BU3Ha4yeHHS IIPiOPUTETIB PO3BUTKY TPaHCKOPAOHHMX PerioHiB YKpalHM 3 KpaiHaMu-
yaedamu €C.

IIpoanasizoBaHO HAyKOBi pPO3POOKM 3aKOPAOHHUX JOCAIJHMKIB IIOAO B3a€MO3B A3KiB MiX
iHHOBAIIITHMMM peTiOHaALHUMM CHCTeMaMM y TPaHCKOPAOHHOMY IIPOCTOpi, SIKi CAYTYIOTh Oa3lcoM AAs
PpO3pOOKM TpaHCKOPAOHHMX CTpaTerili cMapT-cIlelliadisariii, 3okpemMa B KOHTEKCTi BUMipiB Ta piBHIB iX
PO3BUTKY. Y3araabHEHO OCOOAMBOCTI (PYHKLIOHYBaHHS TPaHCKOPAOHHMX IHHOBAITiTHUX CUCTEM Y
KOHKPeTHIX TPaHCKOPAOHHNX perioHax, 30KpeMa Ha icmaHChKO-(PpaHI[y3bKOMY Ta HiMeIIbKO-(PppPaHI[y3bKOMY
KOpJOHaXx.

OkpecaeHO HampsMKHM peasisallii IIpOeKTiB 1040 CMapT-cIlelliadisaiii B TpaHCKOPAOHHOMY
KOHTeKCTi 3a rporpamamu €C Ta HaBegeHo iHIi iHcTpyMeHTH €C 11040 MATPUMKU PO3BUTKY PETiOHIB A4
PpO3pOOKM CMiaAbHOTO OadeHHsI PO3BUTKY 3 CYCiAHIMM €KOHOMIYHO, COIliaabHO, KyABTYPHO Ta iCTOpUYIHO
0AM3BKUMU PeTIOHaMM.

BuBueno 4ocBig Ta METOAOAOIIIO HAIIMCAHH [IePIIOl TPaHCKOPAOHHOI cTparerii cMapT-crelializarii
AAsl ICIaHCBKUX Ta IIOPTYIraAbChbKMX PerioHiB.

IIpoaHaaizoBaHO IepCIIeKTUBHU 3aCTOCyBaHH: Kpaliux mpakTuk €C geskumMu obaacTsiMu 3axigHOTO
periony YkpalHM Ha OCHOBi MoaiOHMX cdep creriasizamnii. 3 I[i€I0 MeTOIO 34iFICHEHO ITOPiBHIHHS
NpiopuUTeTiB CTpareriii cMapT-creniasisanii perionis IToapmi ta PymyHii, 10 MeXyI0Th 3 YKpaiHOIO, Ta
CTpaTeTili PO3BUTKY BiAIIOBiAHMX yKpalHCBLKMX 00JacTeil Ta BUABAEHO HasABHICTh KJAacTepiB 5K OCHOBHMX
iHCTpyMeHTiB AOCATHEHHs IiiAeil cMaprT-crieniajizanii 3 HoaibHMMM 4M KOMILAeMeHTapHMMU cdepaMu
AisABHOCTI TI0 00MABa OOKM AepP>KaBHOTO KOPAOHY.

KarouoBi caoBa: perioHaAbHi iHHOBalIiliHi cucTeMl, TPaHCKOPAOHHI iHHOBAIIiliHI cucTeMM, KpaiHu
CEspomnericbkoro Coio3y, cMaprT-crieljiaaizaliis, TpaHCKOPAOHHMII PerioH, TPaHCKOPAOHHa CTpaTerisi cMapT-
crentiaaizanii, perioHaAbHI iHHOBaLIiJIHI CTpaTeril cMapT-cIeniaaizaniii, KaacTepu.
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DETERMINATION OF FINANCIAL FACTORS IN THE LATEST
THEORIES OF ECONOMIC GROWTH OF TERRITORIAL
COMMUNITIES

HALYNA VOZNYAK, KRYSTYNA PATYTSKA, TARAS KLOBA

Abstract. In today's modern circumstances ensuring the economic growth of territorial
communities requires theoretical redefining and additional research, since new challenges have
negatively affected the well-being of the population and ensuing progress.

The purpose of the article is to determine financial factors in the latest theories of economic
growth of territorial communities.

Scientific approaches to the definition of “territorial community” are generalized, own
approach is offered and the main features of territorial community (territorial, natural, social-
psychological, historical-cultural, organizational-functional, political, economic) are substantiated.
Emphasis is placed on the need for a new theoretical approach to the development of territorial
communities based on the synthesis and combination of basic guidelines and principles of modern
scientific concepts and models, their interpretation in the context of local development. The latest
theories of economic growth are studied, including: the theory of endogenous growth, inclusive
development and the theory of sustainable development (E. Ostrom's concept of community
resource management is highlighted). It is substantiated that the model of endogenous growth is
focused on reducing inequality of economic development through the use of internal factors,
mechanisms of management and management of the territory. There are two vectors of achieving
inclusive development of territorial communities: internal - maximum involvement of community
members in the process of its development; external - ensuring access of members of the territorial
community to the opportunities provided by more developed communities. It is emphasized that
the key idea in E. Ostrom's research is to achieve efficiency and substantiation of ways of
community management of common resources. Within the framework of the theory of inclusive
development, a review of the concept of financial inclusion, which raises the issue of community
development — “banking deserts”. The existence of interdependence of perception of members of
territorial communities — “banking deserts” of opportunities and prospects of obtaining banking
services is indicated, which requires the involvement of theoretical foundations of behavioral
economics in the study of this issue. The factors of economic growth of territorial communities are
systematized, which are united into five groups: natural, factors of human development; social,
production and financial. The financial factors of economic growth of territorial communities
include: budget; investment, inflation, monetary. The expediency of applying the ideas of the latest
theories of economic growth in the process of analyzing financial factors is substantiated.

Keywords: territorial community, financial factors of economic growth, endogenous growth,
inclusive development, sustainable development, common resources, financial inclusion.

JEL Classification: 011, 016.
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1. INTRODUCTION

The new challenges caused by the consequences of the pandemic and the socio-economic crisis
had a negative impact on the welfare of the population, exacerbated a number of economic problems of
further functioning and progress of Ukraine as a whole and newly formed communities, that have
entered a fundamentally new phase of development (including through the reform of administrative
and financial decentralization). On the other hand, in Ukraine, ensuring the financial and managerial
capacity of territorial communities is significantly complicated by the deep institutional crisis and the
preservation of established hierarchical relations at all levels. The sensitivity of the economy of
territorial communities to these preconditions is increased by its underdevelopment and the problem of
situational motivation in the behavior and actions of economic entities, which is not focused on
strategic long-term community development and sustainable networking as the basis of its economic
and social development.

This actualizes the issues that were mentioned above and indicates the urgent need for
theoretical comprehension of the issue of economic growth of territorial communities in the new
conditions.

2. THEORETICAL BACKGROUND

Due to its socio-economic significance, the outlined topics are in the focus of scientific research of
representatives of economic and financial science. Thereby, one of the fundamental models of economic
growth of the territory in modern conditions is the theory of endogenous scientific and technological
progress of P. Romer, in which scientific and technological progress is “a factor of economic growth
generated by internal causes” [1], and economic growth directly depends on the amount of human
capital, concentrated in the field of knowledge acquisition. The factors of economic growth in this
theory are knowledge and information, which determine the development of innovation, scientific and
technological progress and the new state of human capital.

P. Romer's ideas were developed by World Bank experts D. Chen and H.Ki in the theory of
knowledge and endogenous growth [2]. Using a two-sector model of a closed economy (including the
manufacturing sector and the research and development sector), based on the application of the Cobb-
Douglas function, which reflects the dependence of changes in productivity on certain factors, the
authors link economic growth with increasing accumulation of financial resources in human capital
development.

The issue of using financial resources to increase the level of human capital as a basis for economic
growth of the territory is widely considered in recent decades and is the subject of numerous scientific
discussions. According to conclusions of the World Bank, “empowerment results in the ability of the
poor to influence government institutions that determine their living conditions by strengthening their
participation in political processes and decision-making at the local level. And that means removing
barriers — political, legal and socio-cultural — and increasing the assets of the poor so that they can
effectively enter the markets” [3].

Thus, the hypothesis of the impact of the level of human capital development on the economic
growth of the territory was developed by R. Birochy and M. Pozhebon in their proposed concept of
critical financial education in the context of improving the financial inclusion of the entities of the
community economy as one of its economic growth factors [4]. The empirical study was conducted by a
municipality in Brazil, where providing community residents with access to information and
communication technologies has resulted in significant socio-economic changes. After collecting data
through surveys and using the method of coding economic information, scientists have concluded that
financial education is the driving force of financial inclusion of low-income entrepreneurs and ensuring
their access to financial resources.

Theoretical and methodological development of the issues raised by foreign and domestic scientists
is carried out mainly at the regional, national and international levels. Despite significant
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developments, the theoretical aspects of the development of territorial communities, the definition of
the basic principles and factors of their sustainable progress in conditions of uncertainty have not been
properly presented, and therefore require in-depth study.

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

The purpose of the article is to determine financial factors in the latest theories of economic growth
of territorial communities. The object of research in this article are the latest theories and factors of
economic growth and long-term development of territorial communities. The methodological basis of
this study are the fundamental provisions and principles of the theory of endogenous growth,
sustainable and inclusive development, a number of domestic and foreign empirical studies on this
issue. A set of specific methods of scientific knowledge, namely: logical generalization, analysis,
synthesis, scientific abstraction, historical approach provided the opportunity to realize the integrity of
scientific research.

4. RESULTS AND DISCUSSION

The decentralization reform has enabled territorial communities to become a full-fledged subject of
territorial management by obtaining the appropriate powers and resource base, which provides for the
responsibility of local governments for the socio-economic development of the territory.

The study of the theoretical foundations of the development of territorial communities necessitates
the definition of the essence of this definition. Therefore, the generalization of scientific approaches to
its understanding suggests that the territorial community should be understood as a naturally formed
human community organized in a certain area, characterized by a set of permanent ties and common
interests in their livelihood and socio-economic development. At the same time, emphasizing the role
of the territorial community in the context of its administrative-territorial determination as a subject of
administrative relations in the system of state formation, it should be considered as a primary subject of
local self-government with self-formed governing bodies endowed with the rights and responsibilities
to address issues of local significance, which is the representative of the local community in the political
arena and the owner of communal property in the relevant territory.

This approach to the interpretation of the category “territorial community” allows you to
systematize the set of its explicit features:

— territorial - a territorial community is formed on a certain territory;

— natural - territorial community is formed and developed on the basis of self-organization, social
and economic activity of its members and the need for constant development, following the principle of
self-regulation;

— socio-psychological - territorial community exists subject to self-identification of each member of
the community as part of it and awareness of the commonality of their interests. The community is first
and foremost a system of constant communicative connections between members of the community;

— historical and cultural - the community exists and develops over time, so when choosing the
direction of its development it is necessary to take into account the historical aspects of community
evolution, its cultural and customary features that significantly affect the psychological climate in the
community and endogenous relationships;

— organizational and functional - territorial community is a system with horizontal organization of
political and social networks, which operates based on democratic principles of development and
subject to the participation of its members in solving their livelihood issues with the possibility of self-
structuring and creation of internal organizational structures;

— political - the territorial community is a subject of legal relations and a representative of the local
community in the political arena;

— economic - the local community is the owner of communal property located on its territory, and
its members are payers of tax payments to the local budget. The community operates to provide its
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members with quality public services, can be a participant in production processes and is a collective
consumer.

This emphasizes the priority of considering the territorial community as an economic system that
operates to achieve social welfare, political goals and economic growth, provided the effective use of
available territorial and spatial resources in the context of ensuring the triad of interests of the local
community, territory and individual members.

It should be noted that the problem of management and rational use of available resources and
opportunities to ensure economic growth of territorial communities, which in domestic conditions is
one of the key targets for the development of the territory, is at the stage of formation and search for
optimal solutions. Despite the significant number of scientific approaches and theories aimed at solving
local development issues, none of them provides a complete and systematic solution to the problems of
local communities and does not take into account current trends and features of their development and
condition. This requires understanding a new theoretical approach to the development of territorial
communities based on the synthesis and combination of basic guidelines and principles of modern
scientific concepts and models of local development.

Popular in recent decades and formed as an independent direction of the theory of economic
growth is the model of endogenous growth, aimed at reducing inequality of economic development
through the use of internal factors, mechanisms of management and governance. The development of
the theory was ensured not only by scientific research and the work of economists, but also by
representatives of geography and sociology, which resulted in the diversity of trends within the model
(P. Romer's theory of endogenous scientific and technological progress, “schooling model” and
“learning by doing”). Lucas, the concept of bottom development by K. Weaver, the decentralization
development of B. Planck, the concept of growing development of M. Basand, the theory of rise of
W. Rostow, the theory of convergence of J. Lafontaine and P. Idalo, the theory of local development
developed by F. Bouvet, Yu. Dion, P.-A. Tremblay, B. Pecur, etc.).

Analysis of numerous approaches and scientific concepts within the theory allows us to identify
three key principles that underlie endogenous growth and are common to all areas, namely:
1) territoriality - territory is the basis for endogenous development, which is characterized as integrated
because it is carried out in to a limited extent, and which has certain features of autarky;
2) interdependence - the achievement of endogenous growth is the result of the impact and efficiency of
use of each element of the limited space within which it is provided (natural, cultural, social, economic,
etc.); 3) democracy - endogenous growth is possible only under the conditions of existence and
appropriate level of development of democratic institutions in a given area and is based on meeting the
basic needs of the population (nutrition, education, health, work, etc.) through the use of local
economic potential.

In the context of our study, it is advisable to turn to the analysis of local development concepts that
stand out within the theory of economic growth. Given the rather wide range of concepts and models
of local development, which relate to finding ways to develop industrial areas, innovation circles, the
application of the principles of flexible specialization for economic development of administrative-
territorial formations, etc. [5], and differ primarily in emphasizing the superiority of one principle over
others [6], define the common ideas on which they are based. Thus, the initial conditions of the process
of endogenous economic growth at the local level are the production of innovation, the ability to adapt
and the ability to regulate. B. Pecur emphasizes this, noting the key role of the dynamism of the actors
in ensuring these conditions [7], as well as M. Bassan, I. Pedrazzini, F. Feinar and R. Peranjake, who
note that local development can be interpreted as a partnership agreement on creating favorable
conditions for the implementation of local initiatives in the context of community capacity building,
adaptation to new conditions, search for new forms and mechanisms of development, which
organizational and production methods will be aimed not only at economic benefits but also at solving
social, cultural and environmental issues character [8].

Interesting in the context of ensuring economic growth at the local level is the model of rural
development developed by DA McGranahan, T. Vojan and D. Lambert in the United States as a



Determination of Financial Factors in the Latest Theories of Economic Growth ... 53

synthesis of the theory of endogenous growth and creative economy [9]. The authors of the model
identify three main factors of economic growth in rural areas: entrepreneurship, creative class and
recreational resources. The basis of the proposed model is the development of entrepreneurship and
the involvement of representatives of the creative class through the formation and supply of life in
rural areas. At the same time, scientists note that the application of the model is appropriate for the
local economy in terms of declining employment in traditional industries and reducing production,
which is characterized by the use of low-skilled labor.

Among domestic economists, the issue of endogenous growth has been studied by many scientists.
At the same time, analyzing the theory of endogenous growth, we agree with the conclusions of
J. Zhalil, who, studying the problem of endogenization of economic development, identified the main
areas of economic growth, which are fully consistent with modern conditions of territorial communities
in Ukraine:

— investment and innovation policy, in particular the financial tools of their implementation, which
set the institutional mechanisms for investment of financial resources;

— business development in the context of increasing the capitalization of economic potential;

— development of human capital in order to increase its productivity increase networking (in
particular, as proved by M. Vozhnyak, there is a clear positive relationship between the development of
education in a given area and the level of economic growth, and investment in education and health
have a positive impact on productivity of the community and activate its members to solve problems of
socio-economic nature [10]);

— development of communication environment and development of network relationships;

— decentralization of processes of identification and involvement in economic circulation of
available and potential resources of economic development [11].

Determining the directions of achieving economic growth of territorial communities requires taking
into account the influence of external conditions, the variability of political and economic conditions
and unforeseen factors, the number of which has increased significantly in the context of globalization.
In this context, it is appropriate to focus on the study of World Bank experts [12], who emphasize the
need to fully support the transformation of local economies during and after the Covid-19 pandemic for
long-term economic recovery and sustainability. Ensuring the economic growth of territorial
communities in rural areas, they propose to carry out in three directions: 1) search and development of
strengths and strengths of a particular area; 2) attracting investment for the development of the local
business environment; 3) development of basic infrastructure and provision of Internet access.

At the same time, due to an in-depth analysis of the economic development of local communities in
different countries during the Covid crisis, the categories of the population most “affected” by the
impact of measures to combat the pandemic were identified. Accordingly, the World Bank
recommends that local governments focus on supporting women, youth, the informal sector, and micro
and small enterprises on a more sustainable basis. That is, the World Bank emphasizes the need to
achieve economic growth while ensuring social justice, which meets the need to implement the Global
Sustainable Development Goals for 2015-2030.

The issue of inclusive development is widely represented in the research of foreign scholars, but
conceptually and theoretically it has not been developed. According to the UN, inclusiveness is based
on the involvement of all marginalized and excluded groups in the development process as
stakeholders [13]. The main principles on which the theory is based are: participation - maximum
involvement of all community members in the process of its development; accessibility and non-
discrimination - ensuring equal access to opportunities for all members of the community.

The issue of inclusive development is widely represented in the research of foreign scholars, but
conceptually and theoretically it has not been developed. According to the UN, inclusiveness is based
on the involvement of all marginalized and excluded groups in the development process as
stakeholders [13]. The main principles on which the theory is based are: participation - maximum
involvement of all community members in the process of its development; accessibility and non-
discrimination - ensuring equal access to opportunities for all members of the community.
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It is worth noting that the progress of the theory of inclusive development took place in the context
of the development of the state, international relations and the individual. And only in recent years has
the theoretical foundations of inclusiveness been directed to the problems of local development. To
date, the most complete, in our opinion, definition of inclusive local development has been given by
J. Gupta, N. Pove and M. Ross-Tonen: it is a new dimension of development that focuses on the poorest
and most marginal members of society, taking into account economic, social and environmental aspects
and structural factors that prevent the poorest participants from participating in the development
process [14]. In this context, scholars also identify the components of inclusive development at the level
of territorial communities: providing equal opportunities for development and equitable distribution of
benefits; providing economic opportunities for community members; public participation;
environmental protection; adaptive capacity, which provides mitigation of the shocks of existence for
different groups within the community [15].

Thus, the inclusion of members of the territorial community in the context of economic growth
involves the most effective use of human capital in the direction of enhancing social, labor, managerial
and economic relations and the formation of the business environment. At the same time, it is also
designed to provide quality living space for all residents of the community. Therefore, we can
distinguish two vectors of achieving inclusive development of territorial communities: internal - the
maximum involvement of community members in the process of its development; external - ensuring
access of members of the territorial community to the opportunities provided by more developed
communities.

A component of the theory of inclusive development is the concept of financial inclusion, which
substantiates the problem of “banking deserts” - territorial communities whose members do not have
access to financial services [16]. Historically, the category of territorial communities — “banking deserts”
include poor communities, and lack of access to financial services, despite the factors of slowing
economic development, is an additional factor hindering economic growth and, consequently,
discrimination against the community [17, 18].

An interesting aspect, which was substantiated in the scientific research of researchers, is to identify
the reasons for the inefficiency of the branches of powerful banks in the so-called “banking deserts”. As
M. Baradan notes, banks “do not speak the financial language of the poor”, and therefore do not
understand that poor consumers “can not be offered banking services as if they were just rich people
with less money” [6]. Applying the scientific findings of the psychology of poverty to the theory of
financial inclusion reveals differences in the behavior and prerogatives of people in underdeveloped
(poorer) communities: poor consumers tend to be more community-oriented than wealthier; they are
more concerned with the needs and well-being of their community [17, 19]. This leads to the choice of
appropriate mechanisms for banking services to the population of such communities, including the
development of utility banks, as consumers of banking services in poorer communities often exaggerate
the importance of the utility bank for their community. Accordingly, researchers suggest that banking
institutions that “enter” the “banking desert” attract consumers, emphasizing the link between the
financial interaction of the consumer with the bank and the well-being of the community.

In general, the basis of the concept of financial inclusion is based on solving the following tasks: 1)
determining the role of financial services in an inclusive economy and the development of microfinance
models (rural savings and loan associations, self-help groups, credit unions) to ensure financial
inclusion of the community; 2) research on the financial behavior of low-income groups to develop
more appropriate financial products, especially savings, insurance, payment services, value chain
financing and innovative community-based financing models; 3) search for opportunities and ways to
establish links with private sector financial institutions, use of mobile banking, etc.; 4) development of
approaches to the integration of community-based microfinance models in empowerment strategies for
marginalized community members. The main advantages of financial inclusion include: at the level of
individuals, financial inclusion results in increased savings, investment in education and resilience to
financial shocks; at the community level - reducing financial inequality and economic growth in
general [20].
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To form a comprehensive approach to economic growth at the level of local communities, in
addition to taking into account the principles of endogenous growth and inclusive development, it is
necessary to focus on the guidelines of sustainable development, in particular the scientific concept of
Nobel Laureate E. Ostrom on rational use of shared resources.

By definition, shared resources are a “natural or artificial resource system” [21], which has the
following characteristics: exclusivity (access to a shared resource can be limited at minimal cost), rivalry
(competition for access to a shared resource), divisibility (the ability of a resource to be divided into
shares) and exhaustiveness. Having conducted numerous empirical studies, E. Ostrom came to a
significant conclusion: the management of shared resources by the community that uses them can be
characterized by much higher efficiency than when transferring them to private ownership or through
public administration; at the same time, methods of managing such resources should differ taking into
account territorial, economic, customary differences. Therefore, on the basis of the conducted
researches, the author has formed eight principles of effective management of common resources:

1) defining clear boundaries of the common resource;

2) formation of clear rules and norms for the use of common resources based on the needs of the
community and the conditions of its development;

3) democratization of the joint resource management process;

4) control over the use of shared resources;

5) formation of a mechanism of graduated sanctions against violators of the rules of using a
COmMmOon resource;

6) formation of a mechanism for effective and rapid resolution of conflicts between users of the
resource;

7) formation of an effective effective system of joint resource management, starting from the local
level to the regional or state [22].

In the context of defining the concept of “common resources” by E. Ostrom and on the basis of
elaboration and supplementation of the classification of common resources of rural communities,
carried out by a team of authors led by V. Nelepa [23], we distinguish the main groups of common
resources, information and resources of the socio-economic sphere (Fig. 1).

COMMON RESOURCES OF TERRITORIAL COMMUNITY
RESOURCES OF
NATURAL THE SOCIO- SOCIAL ECONOMIC FINANCIAL INFORMATIVE
ECONOMIC
SPHERE
A A A A A A
Consumer’s Utility services Public Social Local budget Local media,
Association of organizations enterprises radio,
natural television,
resources, web pages,
environmental information
groups booklets
ORGANIZATIONAL MANAGEMENT METHODS OF COMMUNITY COMMON RESOURCES

of their management. Source: compiled by the authors.

Fig. 1. Types of common resources of territorial community and organizationalmethods
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Thereby, the definition in the analysis of scientific theories and concepts of directions and principles
of development of territorial communities allows to systematize the factors of their economic growth,
which can be conditionally grouped into five groups: natural (including natural resources of the
territory); human development factors (including demographic and behavioral (knowledge, skills,
motivation, reactions) characteristics of community members); social (taking into account the
institutions that promote the development of human capital and determine the areas of management
and development of the territory (family, community, enterprises, public organizations, volunteer
organizations)); productive (material goods and fixed assets that contribute to the production process);
financial.

In this study, the main attention is paid to the group of financial factors of economic growth of
territorial communities, and therefore in the process of identifying guidelines for the development of
territorial communities in the analysis of economic growth theories, the main attention should be paid
to substantiating such factors (Fig. 2).

THEORY OF THEORY OF INCLUSIVE THEORY OF SUSTAINABLE
ENDOGENEOUS GROWTH DEVELOPMENT DEVELOPMENT
The concept of common resource
The concept of local The concept of financial inclusion management E.Ostrom
v v v

THE MAIN IDEA: THE MAIN IDEA: THE MAIN IDEA:
reducing inequality of economic maximum involvement of community achieving efficiency and justification of
development through the use of members in the process of its development; methods of common resource
internal factors, mechanisms of ensuring access of members of the territorial management

management and administration of community to the opportunities provided by
the territory more developed communities

. ' v

THEORETICAL BASIS OF ECONOMIC GROWTH OF TERRITORIAL COMMUNITIES
IIII v H \\‘\
i PRINCIPLES: KEY CONDITION: i
i territoriality, unity, normality, interdependence, i DYNAMISM OF SUBJECTS OF COMMUNITY i
] democracy, public participation, accessibility, non- <€ ECONOMY IN THE DIRECTION: |
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Fig. 2. Selection of financial factors of development of territorial communities in the context of theories of economic
growth. Source: compiled by the authors.
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The financial factors of economic growth of territorial communities include:

— budget - includes features of formation and use of the local budget;

— investment - involves taking into account the investment policy of the self-government body and
identifying the features of the investment direction of the financial resource in community
development;

— inflation - a factor influencing changes in the general level of prices and purchasing power of
money on the economic development of the territorial community and economic entities in its territory;

— monetary - a factor that allows you to assess access to financial resources, as well as the turnover,
distribution and redistribution of money capital between economic entities.

5. CONCLUSIONS

The selection of financial factors of economic growth of territorial communities in the context of the
synthesis of the theory of endogenous growth, the theory of inclusive development and the theory of
sustainable development contributes to a comprehensive approach to determining the ways of
development of territorial communities. After all, the study of financial factors of territorial
communities in the context of the analyzed theories will be carried out from different angles: in the
theory of endogenous growth - from the standpoint of stimulating economic development and
overcoming economic and social inequality, in the theory of inclusive development - from the
standpoint of community involvement , which are in the risk group, in the concept of joint resource
management the finances of the territorial community are considered as one of the common resources
of the community, which requires finding an effective approach to its management.
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Bosusk l'aamna, Ilatmipka Xpucrmua, Kasoba Tapac. Jdetepminanist (piHaHCOBUX YMHHMKIB Yy HOBITHIX
TeOpisix eKOHOMIYHOIO 3pOCTaHH: TepuTopiaabHUX rpomag. Kypraa Ilpuxapnamcokozo yisepcumenty imeri
Bacuasa Cmeganuxa, 7 (3) (2020), 49-59.

B cyuacHux ymoBax 3a0OesIledeHHs eKOHOMIYHOTO 3pOCTaHHs TepUTOpPiaabHUX IpoMaj IoTpedye
TEOPEeTUYHOIO IIePeOCMIMCAEHHsI Ta AO0JaTKOBOTO JOCAiAKeHHs, II03asK HOBi BMKAMKM HeraTUBHO
MMO3HAYMAVCH Ha 400po0yTi HaceAeHHs Ta HOAAABIITIOMY IOCTYIIL.

Merto10 cTaTTi € geTepMiHanisa (piHAHCOBUX YMHHUKIB Y HOBITHIX TEOPisIX €KOHOMIUYHOTO 3POCTaHHS
TepUTOpiaaAbHUX TPOMag,.

Y3araapbHeHO HayKOBi MiAXOAM 40 BU3HAUeHH: IOHATT: “TepuUTOpialbHa rpoMajga’” 3allpOIIOHOBaHO
BAACHUI ITigxia Ta o6rpyHTOBaH0 OCHOBHi O3HaKM TepUTOpiaabHOI IpoMaau (TepuTopiaabHa, NPUPOAHA,
COIliaZBHO-TICUIXO/AOTIYHA, iCTOPUYHO-KYABTYPHA, OpraHisaniiiHo-QyHKIliOHaAbHA, TOAITMIHA, €KOHOMIYHA).
AKIIeHTOBaHO Ha IOTPeOi HOBOTO TEOPETUYHOIO IiaX0Ay A0 PO3BUTKY TE€pUTOpPiaabHUX IpoMaj, Ha OCHOBi
CUHTe3Y 1 IIO€4HaHHs 3acagHMYMX OPI€HTMPIB i NPUMHLMIIE CydacHMX HayKOBMX KOHLEIILiN i Mogeaeit, ix
TPpaKTyBaHH: B KOHTEKCTi MiCI[eBOro po3BUTKY. /ocaiA>keHo HOBITHI Teopii eKOHOMIYHOTO 3pOCTaHH:, cepe
SIKMX: TeOpis eHAOTEHHOIO 3POCTaHHS, iHKAIO3MBHOIO PO3BUTKY Ta TEOPisl CTaA0rO PO3BUTKY (BUAIA€HO
koHnennio E. OctpoM mpo ympapainHs cmiasHMMu pecypcammu rpomagu). OGIpyHTOBaHO, IIIO MOJeAb
€HAOTeHHOIO 3POCTaHH: Opi€HTOBaHAa Ha CKOPOYEHHs HEepiBHOCTI €eKOHOMIYHOIO PO3BUTKY uepes
BUKOPUCTaHH: BHYTPIiIlTHIX UMHHUKIB, MeXaHi3MiB rocrnogapiobaHHs i ynpaBaAiHHA Tepurtopieio. Buaiseno
ABa BEKTOPU AOCATHEHH: iHKAIO3MBHOIO PO3BUTKY TE€PUTOPiaAbHUX TPOMaJ: BHYTPIIlIHiNI — MaKcuMMa/abHe
3ady4eHHsA 4YJAeHiB TrpoMaAM AO IIpoliecy ii PO3BMTKY; 3OBHIIIHIN — 3a0e3lledeHHsA AOCTYIy 4YJeHiB
TEPUTOPiaabHOI TPOMaAM 40 MOXKAMBOCTEN, IKUMIU 3abe3ItedeHi HiAbII pO3BUHEHI rpoMan. AKIIEHTOBAHO,
IO KAIOUOBOIO AYMKOIO y gocaigxeHHsax E. OcrpoMm € AocirHeHHs eeKTHMBHOCTI Ta OOIPYHTYBaHH:
crocobiB yIpaBAiHHA TIpPOMaJol0 CIiABHUMMU pecypcaMu. B Mexkax Teopil iHKAIO3MBHOTO PpO3BUTKY
IIPOBEAEHO Oras KoHUemnil ¢iHaHCOBOI iHKAIO3ii, SKOIO IOPYIIYEThCA IpoOAeMa PO3BUTKY IpoMad, —
“OaHKiBCBKMX ITycTeab”. BkazaHo Ha icHyBaHHI B3a€MO03aA€>KHOCTI CIIPMITHATTS 4JeHaMM TepUTOpiaabHIX
rpoMa/, — “OaHKiBCBKMX IIycTeAb” MOXKAMBOCTE} Ta IIepPCIeKTMB OTPMMAaHHA OaHKiBCLKMX ITOCAYT, IIIO
BUMara€ 3aAydeHHs TeOPeTUYHMX OCHOB IIOBeJiHKOBOI eKOHOMiKM A0 BMBYEHHs IIbOTO IIMTaHH:.
CucreMaTu3oBaHO YMHHUKIM €KOHOMIYHOTO 3pOCTaHHS TepUTOpiaAbHMX IpoMad, sKi o0'€aHaHO y II'AThb
TPyI: IPUPOAHI, UMHHUKM AIOACBKOTO PO3BUTKY; COIliaabHi, BMpOOHMYi Ta ¢inaHcobi. Jo ¢iHaHCOBUX
YUHHIKIB €KOHOMIYHOTO 3POCTaHHS TePUTOpPiadbHUX TIpOMaj BigHeCeHO: OIOAKETHWUI; iHBeCTULINHMIIL;
inQasiitamL; Tpomopo-KpeAnTHML. OOIPYHTOBAaHO AOILIABHICTh 3acTOCYBaHHS i4eil HOBITHIX Teopilt
€KOHOMIYHOTI'O 3POCTaHHs Y IIpolieci aHaAi3y ¢piHaHCOBMX (paKTOpiB.

Kaiouosi caoBa: TeputopiasapHa TpomMaga, ¢iHAHCOBI YMHHUKM €KOHOMIYHOIO 3POCTaHH:,
eH/OTeHHe 3POCTaHHsI, iHKAIO3MBHIII PO3BUTOK, CTaANII PO3BUTOK, CIIiABbHI pecypcy, (piHaHCOBa iHKAIO3is.
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DISPUTED ASPECTS OF THE REPUTATION MANAGEMENT
IMPLEMENTATION

VITALIY SHKROMYDA

Abstract. The recognition of the company and its products, its positive perception among
stakeholders are important drivers of sustainable development, which together generate constant
sales, provide high margins and strengthen competitive positions in the relevant market. The key
factor in this success is the company’s impeccable corporate reputation, the importance and role of
which is more and more attested by the researchers in their publications, both on the theoretical
and practical levels.

Reputation management as a separate component of the company’s governance system is
accompanied by debatable issues regarding its separation and independence. The sources on this
subject trace differing views among scholars and practitioners to be agreed. Some researchers
attribute reputation management to the “public relations” and “corporate relations” competencies
and, while others single out and prove its independence as a separate management system, which
has its own purpose and specific tasks.

The study proved that reputation management is an independent component of the company’s
governance system. The substantiation of such a statement is revealed by the essential content of
corporate reputation, is accompanied by the clearly outlined goal and performed functions, as well
as the justification of the importance of reputation management in the company’s activities and its
strategic development. We agree that reputation management is deeply integrated with other
components of the governance system, such as “public relations”, “corporate communications”
and “corporate relations”, as a result of which they are often equated. However, these components
of the governance system differ from each other both in content and purpose. It is established that
the highest goal of reputation management is to build a corporate reputation and achieve the key
stakeholders’ loyalty.

The scientific value of the research is to supplement the theoretical and methodological basis of
reputation management, in particular in terms of addressing the disputed aspects of its
implementation in the companies” activities.

Keywords: corporate reputation, reputation management, public relations, discussion.
JEL Classification: D91, M14, M21, M31.

1. INTRODUCTION

Ensuring successful operations in today’s competitive environment urges companies to
significantly reconsider traditional management approaches. The existing trends, accompanied by
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permanent variability and uncertainty, directly or indirectly affect management methods, which as
needed are forced to improve and adjust to existing changes.

Recently, there has been a growing interest of business representatives in their reputation and its
impact on the current activities of the company. Realizing the importance and value of the latter, the
governing bodies of most business structures are trying to build an impeccable reputation, strengthen
their presence and use it effectively. Of course, the process of forming the competitive advantages,
including reputation, requires a set of knowledge and competencies that help identify the object of
study, describe the classification features and inherent properties, identify structural elements, as well
as properly select methodological approaches to developing and making effective management
decisions. In this context, the introduction of reputation management in the activities of companies and
the formation of its theoretical and methodological foundations are relevant and requires further
research.

Along with this, reputation management as a separate component of the company’s governance
system is accompanied by debatable issues regarding its separation and independence. Thus, in
specialized sources, we can find different opinions of scholars and practitioners, where reputation
management is either attributed to the competencies of the traditional field of “public relations /
corporate communications”, or identified as and proved to be an independent separate management
system, which has its own purpose and specific objectives. We believe that the implementation of
reputation management in order to construct the company’s impeccable reputation makes it necessary
to consider and resolve controversial aspects at both the theoretical and practical levels.

2. THEORETICAL BACKGROUND

Addressing the issues of building the companies’ impeccable reputation as one of the key drivers of
their sustainable development is caused by the permanent manifestations of the crisis phenomena in
the economy and their impact on the activities of business entities. A number of foreign scholars,
namely G. Dowling, C. Fombrun, C. Genasi, M. Goldberg, B. Lafferty, G. Marken, P. Nakra,
K. Wiedmann, in their works pay special attention to the problems of constructing corporate reputation
and developing reputation management. Domestic researchers L. Batchenko, N.E. Deeva, O. Dubrova,
L. Gonchar, O. Rodionov and others are also actively involved in solving the above mentioned
problems. Statements proving the opposite ideas and treating corporate reputation as the part of
“public relations” and “corporate communications” can be traced in the publications by S. Ewen,
D. Finn, J. Grunig, J. Hutton, M. Kent, D. Lattimore, D. Newsom, K. Sriramesh.

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

The purpose of the study is to address the issue of the inconsistency of the researchers’ views on
singling out reputation management and prove its independence as a separate management system.
The achievement of the outlined goal is possible by revealing the essential content of corporate
reputation and substantiating its importance in the company’s activities and achieving the set strategic
goals.

The research is based on the use of general scientific methods and techniques, such as the method
of generalization and systematization — in analyzing scientific papers on the subject, the study of the
essence and importance of corporate reputation, theoretical foundations of reputation management; as
well as of the abstract-logical method and the method of descriptive reflection — in the construction of
the illustration material and the formation of the author’s statements and conclusions.

4. RESULTS AND DISCUSSION

Reputation management, like any management process, involves a focus on achieving goals. We
believe that the priori strategic goal of such management is to form and maintain the trust and loyalty
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of key stakeholders of the company. In other words, the highest degree of the impeccable reputation of
the company is a stable commitment and unconditional loyalty of its contact groups.

The best foreign practices show that theorists and practitioners justify in their researches the need
for reputation management and prove the importance and impact of the latter on the company’s
activities. G. Stigler, for instance, mentions that in the conditions of the company’s impeccable
corporate reputation there is an opportunity to reduce the cost of production per unit of output, which
has a positive effect on performance [1]. In this case, it should be noted that the researcher does not
mention how and in what chain sequence the mentioned effect is achieved.

In turn, the scientific publications by G. Dowling [2], S. Caminiti [3], S. Preece [4], C. Eidson [5] and
P. Nakra [6] testify to the significant influence of the company’s positive reputation in the struggle for
qualified personnel, promoting the employment of highly productive employees. Here it is worth
agreeing with the opinion of the researchers, since such a statement is especially relevant in a period of
labor shortages of various qualifications and a sharp struggle for them.

M. Goldberg [7], C. Fombrun [8] and B. Lafferty [9] note that the company’s strong reputation has a
positive effect on consumers, increases their confidence in products and encourages regular purchases.
This approach ensures that companies retain regular customers, as noted by S. Caminiti [3] and
S. Preece [4], and, according to B. Klein [10] and P. Milgrom [11], allows you to get a price premium in
the form of additional markups. Under such conditions, according to P. Roberts and G. Dowling [12], a
good corporate reputation over time allows the company to increase profitability and make windfall-
profits.

It is known that the company’s reputation appears at the same time with its creation and is
accompanied throughout all cycles of its activity. This presence of the company’s intangible assets
forces its governing bodies from the first days of operation to weigh their own behavior and, of course,
the behavior of other market participants and coordinate their actions with the target groups from the
standpoint of reputational risks and threats [13].

A key element of this relationship is information that, on the one hand, expresses the contact
groups’ expectations and, on the other hand, reflects the company’s desire to meet existing
expectations. Delivering the necessary information about the required content to certain users requires
some effort and costs. For example, a company, engaging in philanthropy and other socially significant
activities in order to build its reputation, is forced to spend resources on publicizing and disseminating
these actions among stakeholders by contributing to the media, being mentioned in blogs, posting on
social media, etc. In other words, the implementation of charitable and social activities and their
inclusion in the company’s reputational assets requires additional costs and efforts. On the contrary,
the governing bodies caring about the reputation of their own company, making a mistake related to
their activity, is forced to respond immediately and make significant efforts (spend costs) to refute the
information, which usually spreads quickly in the light of negative events and, often, scandalous
sensations.

In summary, we can conclude that the company’s good and impeccable reputation is a precious
good, the value of which is expressed in the cost and time dimensions. After all, the company’s
significant expenditure of appropriate resources and time is required both at the stage of the formation
and building of its own positive reputation, and at the stage of its maintenance and preservation. We
believe that in this context, the determining and effective factor is the communication between the
company and the stakeholders, which provide the exchange of necessary information and whose
capacity determines the number of resources and time required to build and maintain the company’s
reputation.

The word “communication” comes from the Latin “communico”, which means a message,
connection, communication and in a broad sense — a term that describes human interaction in the
world. The modern philosophical interpretation treats it primarily as a sign of constructive interaction
of individuals, social groups, nations and ethnic groups, which develops on the basis of tolerance and
understanding [14]. It can be stated that reputation is formed in the process of communication through
the perception and evaluation of information about the company’s activities by various contact groups.
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Under such conditions, well-established communication is a means of both the formation of reputation
and the implementation of reputation management.

A historical review of scientific publications shows that the researchers used to have a certain
inconsistency of their views on singling out reputation management as a separate component of the
company’s governance system. This position of some researchers [15, 16, 17, 18] is explained by the fact
that the company’s “reputation management” is part of “corporate relations” and “corporate
communication”, i.e. it lies within the competence of the traditional industry “social relations” or
“public relations”. The evidence of this, in their opinion, is the companies” widespread practice of
creating relevant departments, divisions or individual public relations (PR) positions, while the
creation of reputation management positions is not practiced.

In this regard, J. Hutton noted that “... the growth of “reputation management”, “perception
management” and “image management” is a dangerous trend for the industry because they came for
the wrong reasons. Most managers who have poor public relations skills think superficially without
understanding the differences between “image” and “perception”, and follow advice of advertising
agencies, which benefit from using these terms to diversify their activities [19].

D. Finn [20], S. Ewen [21] and D. Newsom [22] shared the same view, noting that “image” and
“reputation” are not directly manageable because they are the result of strategic and, at the same time,
daily behavior of the company. According to them, reputation management can be compared to trying
to manage one’s own popularity.

At the same time, there are opposing views of other researchers and practitioners who jointly argue
for a separate self-sufficient branch of management — reputation management, which is outlined and
separated from the traditional field of “public relations” by setting its own goals and solving its own
range of tasks.

The well-known investor and philanthropist Warren Buffett is a proponent of the need to build and
maintain the company’s corporate reputation, arguing that “the loss of reputation is a much greater
disaster for the company than the loss of funds” [23]. He also adds that “It takes 20 years to build a
reputation and five minutes to ruin it. If you think about that, you'll do things differently”. Thus,
W. Buffett emphasizes the separation of a particular area of management and the importance of
managing the company’s reputation.

G. Marken believes that the company’s reputation is built and managed through small day-to-day
activities. At the same time, he notes that reputation is built by answering every phone call, every e-
mail, as well as by every product release, every decision made and every action taken [24]. That is, the
researcher emphasizes that the creation and management of the company’s reputation is a long-term
and daily phenomenon in the course of each business transaction. This approach is shared by C. Genasi
who warns that “the quality of communication must be maintained by the quality of action” [25]. His
position is that reputation management should be seen as a process that is constantly close to the day-
to-day running of the business. An important rule should be compliance with the company’s behavior
in the market, the published plans and stated intentions.

The growing need for reputation management is noted in their empirical studies by K. Wiedmann
and H. Buxel on the example of the German companies [26]. The researchers also note that the scale of
implementation of reputation management is directly proportional to the level of competition in the
relevant market, where these companies are positioned.

In addition to the theoretical substantiation and generalizations, the importance of reputation
management among professionals and the need for its implementation in practice is quite convincingly
discussed. In this context, we should mention the thematic international conference held in 2009 by the
authoritative association of insurers The Geneva Association, which was devoted to the issues of
reputation and reputation risk management [27]. In their report, R. Eccles and M. Vollbracht focused on
reputation management and recommended that companies strengthen corporate communications to
inform stakeholders and thus manage reputational risks. They suggest focusing on disseminating
messages that meet the expectations of the interested counterparties. At the time, Swiss Re
P. Forstmoser and N.Herger, advocated a “triple line” of reputation management aimed at
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strengthening the control over the relations between stakeholders and mass media. Based on the
experience of Swiss Re, they propose the implementation of reputation management through corporate
citizenship, sustainability management, corporate compliance and social significance.

Thus, “public relations / corporate communications” can be embodied in a process where
“reputation” is one of the effective indicators of such a process or a tool of reputation management.

A review of the Ukrainian researchers’ publications on reputation management and prospects for
its implementation suggests a relatively new direction of domestic research. The first articles on
corporate reputation began to appear in the early 2000s. Among the first researchers was O. Rodionov,
who published his own paper on this subject and pointed out that “... reputation management is a
permanent comprehensive process of forming and maintaining a positive public perception of the
company and its products, creating a commercial and financial result and long-term credit of trust to
the interested contact audiences and society in general” [28].

O. Dubrova offers her own approach to reputation management, which aims at forming and
strengthening reputation [29]. In general, this position is correct because it expresses the purpose of
. reputation
management is a complex business process of the higher governance, the complex and multifaceted

“

such management. In their own research, L. Batchenko and L.Honchar note that

one, requiring a systematic approach, strategic vision and understanding of the direction vector, the
ability to select the optimal set of communication tools, etc.” [30]. At the same time, as the researchers
state, reputation management is a long-term strategy that involves the creation, control and
maintenance of the necessary image of the company, and prevents reputation from spontaneous
forming.

N. Dyeyeva and V. Grabchak’s prove the need of implementing reputation management, which

"

involves . the process of planning, organizing, implementing and monitoring the company’s
reputation in order to achieve a positive reputation and minimize reputational risks”. At the same time,
the researchers note that the effective reputation management involves its implementation on an

"

ongoing basis, i.e. “... the company’s purposeful and organized acquiring holistic, stable traits and
qualities necessary for its successful operation, taking into account the impact of the environmental
factors” [31].

As we can see, the mentioned theoretical and practical tendencies in the foreign and domestic
scientific dimension argue the need to single out a separate area of management, namely — reputation
management, which, we believe, has its purpose, tasks, functions, tools, etc. We agree that it is
impossible to directly manage the company’s corporate reputation, because it is unreal to manage a set
of opinions, impressions and expectations of individuals or groups of people [22, 20, 21]. However, we
understand that the factors of such a public opinion, emotional perception or rational judgment are the
results and consequences of the company’s close relations with contact groups, the level and quality of
which depend on the management decisions, and therefore are relevant and manageable in accordance
with the commercial goals and objectives. For such reasons, it can be argued that it is more correct to
use the phrase “management of factors (drivers) of the company’s corporate reputation”.

It is established that in the economic scientific sources we may often encounter the concepts of
“reputation governance” and “reputation management”, which are often misused by the authors of
various publications. We believe that this approach to “reputation” is correct, although the
etymological meaning of the process of “governing” in general is broader and “covers objects of both
living and non-living origin” [32]. Management, in turn, is part of a system where the objects of
management are business relationships and organizational structures [33].

Given the above, we propose an author’s definition of “reputation management”, which should be
understood as a separate segment of the company’s governance system, which is based on the
interdisciplinary approach and with the use of information and communication resources allows you to
build and maintain the expected corporate reputation.

The visualization of such a statement is presented in Fig. 1.
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Reputation

Governance Management

Management

Fig. 1. The place of reputation management in the coordinate system of the process of the company’ governance.
Source: developed by the author.

In summary, it should be noted that reputation management is an independent component of the
governance system, which has its own purpose and objectives, is characterized by specific features that
distinguish it from other components, and plays a key role in achieving the company’s strategic goals.
In this context, the prerequisites for the introduction and application of reputation management in the
modern realities of the business environment are:

— oversaturation of markets and permanent growth of competition for consumers;

— free access to any information through the Internet environment and openness to the outside
world;

— public demand for transparency of economic activity and involvement of companies in the joint
solution of environmental and other social issues.

5. CONCLUSIONS

1. The introduction of reputation management in the course of the company’s activities should be
accompanied by obtaining the expected results from the implementation of such measures. It is
determined that the implementation of management decisions in a given direction provides usefulness
and a number of benefits that ultimately contribute to the development of the company’s impeccable
corporate reputation among stakeholders.

2. It is proved that reputation management is an important component of the company’s
governance system. Its independence is expressed by the specifics of the essential content of the
corporate reputation, accompanied with a clear goal and objectives, as well as the justification of the
importance of reputation management in the company’s activities and its strategic development.

3. Reputation management is closely related to and deeply integrated with other types
(components) of management, such as “public relations”, “corporate communications” and “corporate
relations”, as a result of which they are often equated. However, these components of governance differ
from each other on the basis of the purpose of their implementation and the functions they perform. It
is established that the highest goal of reputation management is to build a corporate reputation and
achieve the key stakeholders’ loyalty.

4. The prospect of further research is to develop a theoretical and methodological basis for the
information support of the reputation management system, which will provide for the effective use of
accounting and analytical tools to build and develop the company’s impeccable reputation in the
market.
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IIxpomuaa Bitaainn. AuckyciiiHi acmekT BIPOBajgKeHHsA PeNyTalilfHOTO MeHeXMeHTy. JKypHaa
Ipuxapnamcvozo ynisepcumemy imeni Bacurs Cmeganuxa, 7 (3) (2020), 60-67.

BusnanHa koMmnaHnil, mi3HaBaHICTb ii MPOAYKIIii Ta IMO3UTUBHE CHPUIHATTA cepes CTeKX0AAepiB
BUCTYIIAIOTh BaTOMMUMM ApaliBepaMI CTaA0TO PO3BUTKY, sIKi B CyKYITHOCTI IOPOAKYIOTh MOCTiliHI IpoAai,
3a0e31euyIoTh BUCOKY Map:Ky Ta IMiACHMAIOIOTh KOHKYPeHTHI MO3uLii Ha BignosignoMmy puHKY. Kaouosum
YIHHIKOM TaKOIo ycHixy € 6e3JoraHHa KOpIOpaTMBHA peIyTallis KOMIIaHil, 3Ha4MMICTh i poab sKOI Bce
OiabImIe 40CAiAHMKIB 3aCBiAUYIOTh Y CBOIX ITyDAiKaIlisX AK Ha TEOPETUYHOMY, TaK i Ha IPaKTUUYHOMY PiBH:X.

BusnaueHo, pernyTariiitHuii MeHeKMeHT sIK OKpeMIIi KOMIIOHeHT CUCTeMI MeHe A KMeHTY KOMITaHii
CYIIPOBOAKYETLCSI  AMCKYCIMHMMM INMTaHHSAMM IJOAO JOTO BUOKPEMAEHH:s Ta CaMOCTifHOCTi. VY
AiTepaTypHUX JXepeaax 3 IIbOTO MPUBOJAY IIPOCTEXYIOThCs PidHi AYMKU ceped, HayKOBIIiB Ta IPaKTUKYIOUMX
daxisnis, Axi moTpeOyOTh y3rogxkeHH:A. OAHI A0CAIAHVKM BiAHOCATH pemyTalliliHUII MeHeAXXMEeHT A0
KOMIIeTeHIIil1 “3B'SA3KM 3 TIPOMaACBKICTIO” Ta, BOAHOYAC, iHIINi — BUOKPEMAIOIOTh Ta JOBOASATL IOTO
CaMOCTIlHICTh SIK OKpeMOI CICTeM! MeHeAXMEeHTY, sIKa Ma€ CBOIO MeTy Ta KOHKpPeTHi 3aBAaHH:I.

Y Xoai 40caigKeHHs A40BeAEHO, peryTalliliHiii MeHeAKMeHT € CAaMOCTiIHMM KOMIIOHEHTOM CUCTeMU
MeHe/XMeHTy KoMIadii. OOIDyHTyBaHHs TaKOIO TBEPAKEHHS BMPa’Ka€ThCsA CYTHICHMM HAIIOBHEHHSIM
KOPIIOPAaTMBHOI pelyTallii, CyIIpOBOAXKYETLCS YiTKO IIOCTaBAEHOIO METOIO 1 (PYHKIIisIMM, AKi BUKOHYIOTBCS, a
TaKOX  OOIPYHTYBaHHSAM Ba’KAMBOCTI peNyTaIliffHOTO MeHeAXXMEHTy y AisflapHOCTi KoMmaHii Ta ii
CTpaTterivyHoMy po3BUTKY. IlorogsxyemMocs, pemyrariitunii MeHeAKMeHT IAMOOKO iHTerpoBaHUIl 3 iHIITMMU
KOMIIOHEHTaMM CHUCTEMM MeHeJKMEHTy, TaKuUMU AK “3B'SI3KM 3 TPOMaAChKicTIO”, “KoproparTmsHi
KOMYHiKaIii” Ta “KopHnopaTupHi BigHOCMHM”, BHaCAigOK YOIO iX 4acTO OTOTOXHIOIOTh. IIpoTe, o3zHaueHi
KOMIIOHEHTM CHUCTeMM MeHe/XXMEeHTy BUPI3HAIOTbCA O4UMH BiJ OAHOTO SK 3a 3MicroM, Tak 1 3a
Npu3HadeHHAM. BcraHoBaeHO, HaBMIIIOIO MeTOIO PpeIyTallilfHOTO MeHe/XMEHTY € KOHCTPYIOBaHH:
KOpHOPaTUBHOI pemyTallil Ta AOCATHEHHS A0IABHOCTI KAIOYOBUX CTEIKX0AAePiB.

HaykoBo1o 1IiHHICTIO ITpOBeAe€HUX AOCAiAKeHb € AOIOBHEHHS TeOPeTHKO-MeTO40A0TiYHOI OCHOBU
penyTaliiiHOTO MEeHeA KMEeHTY, 30KpeMa B YaCTUHI BUPIIIeHHs AVCKYCiIHIX aCIIeKTiB J10r0 BIIPOBaJKeHHs y
AlSIABHICTH KOMIIaHIIA.

Karo4dosi caoBa: ciabcpkorocrogapcbki MigIpHEMCTBa, TpaHcpoOpMariis, iHTerpariis, MexaHi3M,
MOHITOPMHTI.
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FINANCIAL BEHAVIOR OF UNITED TERRITORIAL
COMMUNITIES IN THE CONDITIONS OF DECENTRALIZATION
REFORM IN UKRAINE

VIKTOR MELNYK, ROMAN SHCHUR, OKSANA TSIUPA

Abstract. The article deals with the study of amalgamated territorial communities functioning
peculiarities during the decentralization in Ukraine. It contains substantiation of the territorial
community’s financial behavior as a basis for efficient administrative and financial decisions, as
well as a study of the character and model of this behavior. The research of the models and
peculiarities of amalgamated territorial communities’ financial behavior allows assessment and
forecast of their social and economic development vectors; establishing the grounds for subsidies
and opportunities for the increase of financial solvency regarding the formation of their expenses
and performance of functions and assignments, laid upon them. The results of the research have
emphasized the need for further scientific studies of behavioral aspects of the amalgamated
territorial communities’ financial resources forming, as well as substantiation of their financial
decisions for the attraction of additional proceeds. Active implementation of decentralization
reform in Ukraine has started only in 2014 with creation of amalgamated territorial communities.
The authors have researched the essence of the amalgamated territorial community’s financial
behavior, being the basis for the establishment of its financial solvency, sustainability, as well as
social and economic development. The study found that the main factor influencing the financial
behavior of amalgamated territorial communities in Ukraine in terms of the priority of their budget
expenditures and investment activities is the size of the community (characterized by area and
population). The authors also proved that the key motives for the financial behavior of
amalgamated territorial communities in matters of priority of budget expenditures and investment
activities are the following: increasing their own revenues and increasing the financial
independence of local governments. This actualizes the search for their own ways to strengthen
financial capacity and prepare attractive offers to investors and increase the number of jobs, as well
as further unification of small local communities.

Keywords: budget decentralization, amalgamated territorial community, financial behavior of
amalgamated territorial community, own income, subsidy level.

JEL Classification: H 72, R 51.
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1. INTRODUCTION

In the current context of the reform of local self-governance in Ukraine, the issue of decentralization
becomes particularly relevant, since it is one of the basic conditions for the independence and effective
functioning of local self-government bodies.

Given that the vast majority of village, town and city budgets of cities of rayon significance were
deeply subsidized, depriving territorial communities of the opportunity to carry out the necessary
expenditures for socio-economic development, the task was to combine such administrative and
territorial units into united territorial communities. It is important, however, to achieve the financial
capacity of the community, which consists in the ability to independently, through the relevant local
authorities, at the expense of their own resources, to resolve issues of local importance in the interests
of the inhabitants, providing the appropriate level of education, culture, health care, social protection,
housing and communal services, etc.

The accumulation and use of the own financial resources of the united territorial communities
involve the attraction of funds from different sources and their distribution in directions according to
needs. The multivariateness of the relevant decisions and the work on their implementation forms the
financial behavior of the community.

2. LITERATURE REVIEW, GENERALIZATION OF MAIN STATEMENTS

The question of financial behavior was devoted to a sufficiently large number of works of domestic
and foreign authors. But all the developments concerned financial the behavior of households.
J. Keynes [1], F. Modigliani [2], ]. Tobin [3], M. Hardy [4], W. Sharpe [5], T. Schultz and others, made a
significant contribution to the formation of the theory of household finance.

Theoretical aspects of the financial behavior of the population, including in terms of the
effectiveness of decision-making, are defined in the studies of Ukrainian authors T. Kizimi [6],
V. Fedosov, I. Lomachinskaya, O. Dragan, V. Tropin, I. Chugunov, and others.

However, as mentioned above, the most frequently mentioned studies concerned financial
decisions of citizens and households; but their associations, formed on a territorial basis, taking into
account the place of residence, in fact, in this aspect are only beginning to be studied.

As for the term “financial behavior”, he entered the scientific circulation primarily with regard to
the definition of certain types of activity of the population (households) in the financial market.
Therefore, the most widespread definition of it is the representation as a form of activity of individuals
and separate social groups in the financial market, related to the redistribution, in particular, the
investment, of cash resources [7]. Some authors branch out from its characteristics through the prism of
investment, treating it as a system of actions of individuals and social groups in the financial market for
the purpose of the maximum profitable use of their available monetary resources [8]. Although activity
in the financial market is predominantly of an investment nature, it is possible to maximize profits
through various short-term or one-time speculative operations, etc. Beyond the boundaries of the
financial market, the financial behavior of the population is considered, explaining its essence as the
use of cash outside of current consumption [9].

A wider understanding of the essence of financial behavior of individuals and households belongs
to the development of Ukrainian authors T. Kizima, I. Yakushik, I. Lomachinskaya and O. Dragan, as
well as one of the co-authors of this publication [10], which, together with the previous three,
conducted the relevant research.

In particular, T. Kizima submits the corresponding definition “as the activity of households related
to the allocation and redistribution of cash resources, resulting in the formation of appropriate
monetary funds (individual and common funds of consumption, a reserve fund, savings fund, etc.) and
their use for certain purposes” [6]. As the author notes, there are also such aspects of the financial
activity of citizens as consumer, fiscal, charitable, etc. In favor of this view, existing developments in the
field of the economic and sociological analysis indicate that financial behavior is “a variety of external
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manifestations of the use of money aimed at achieving different goals in the context of formal and
informal rules and social relations” [11].

In a collective monograph with the participation of one of the co-authors of this article V. Melnyk
and I Yakushik, I. Lomachinskaya, O.Dragan under the financial behavior of households, they
consider an even broader range of actions, not limited to the distribution and redistribution of those
available to these entities cash resources, but also including the formation of their income. The authors
point out that “the financial behavior of households should be understood as individual decisions
regarding the formation of cash incomes, their distribution and use in order to meet individual social
and economic interests” [10].

Analyzing given definitions, it should be noted that the following essential aspects are clearly
perceived:

— financial behavior as a certain set of actions, decisions in modern socio-economic conditions are
typical for individuals, households, social groups, and therefore can be considered for associations of
citizens formed by territorial or some other feature in order to solve common problems or achieve a
common goal or a specified set of goals;

— the interpretation of financial behavior in the broad sense implies actions and decisions on the
formation of cash, their distribution and use in order to satisfy the interests of the entity demonstrating
this behavior, achieve certain economic and social goals.

3. DISCUSSION

Since the united territorial community is a voluntary association of inhabitants of different
settlements in one administrative center, it is a social group formed by a set of individuals according to
the criterion of the place of residence. Consequently, according to the selected essential aspects of
financial behavior, the united territorial community can also be considered as the subject of its
formation and implementation. Taking into account the specifics of the finances of the mentioned
administrative-territorial units, the financial behavior of the united territorial community is the
decision taken by the residents jointly with regard to the formation of cash incomes, their distribution
and use in order to meet the socio-economic interests of the community and its members, as well as a
set of administrative actions on the implementation of these decisions.

Analyzing the financial practice of the united territorial communities, one can notice a large
similarity of the types of financial behavior with households. This can be explained by the fact that they
consist of a relatively small number of households, which are united administratively and territorially.
Although sources of cash-flow and spending patterns differ from households, management behavior
combines psychological and mental approaches of individuals and separate methods developed by the
state.

Based on this, depending on the attitude towards the common goals of the community and the use
of methods for achieving them, the following models of financial behavior are distinguished: passive-
consumer; consumer-saving; active-investment.

In the first model, the community seeks to solve current problems mainly by concentrating
available resources on their financing. Search for additional resources is not carried out; in case of the
lack of funds, hopes for transfers from other budgets are relied upon. At the same time, the community
has: assets that, due to underestimation, bring in insufficient incomes in comparison with the
potentially possible; unused assets in the economic circulation, the opportunities of which nobody
cares; illiquid assets for which there is neither strategy for increasing their public and market value, nor
options for reducing their conditional fixed costs associated with their existence.

In the second model, the community is more diversifying its financial behavior, but mainly on cost
issues. It tries to save money, directing them to a wider range of solvable problems. At the same time,
assimilation of funds takes place at a rapid pace, securing from possible their depreciation due to
changes in the value of goods and services during the budget year. However, the diversification of
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sources of funds does not occur or it's quite sluggish, especially with respect to incomes from
underestimated property objects, etc.

In the third model, financial behavior is maximally diversified. Active strategies for attracting
revenues from all possible sources (including grants) and from maximizing the use of all available
assets are being developed, the use of funds is economical, cash-flow operations for their passive
deposit storage are not considered, preferring investment in infrastructure and other objects.

Also, the models of financial behavior of the united territorial communities may vary depending on
the nature of the municipal management. In this case, it is necessary to point out the following types of
financial behavior: rational; traditionally patriarchal; affective-irrational.

For the first type, the financial management of the united territorial community is based on clear
planning, analytical approaches and the use of reasonable cost-saving regimes. According to the second
type, stereotypes of previous generations, ethnic and religious peculiarities of the community, the use
of which in today's conditions is economically unjustified and incapable of causing social development
effects, is used to a large extent in developing strategies for the accumulation of funds and their
spending patterns. In the third type, financial decisions are made situationally, the laws of financial
activity are ignored.

In general, in today's domestic conditions, as part of the formation of revenue united territorial
communities plan tax- and non-tax revenues to the budget, revenues of utility companies, etc. The
procedure for such actions is clearly regulated by the current legislation of Ukraine (especially with
regard to the establishment of local taxes and fees, the formation of intergovernmental transfers), and
the lost opportunities (in terms of income from disposal of property and commercial activity of utility
companies) are monitored by the State Audit Office and measures for their renewal are being
developed (albeit with a break in time that is inevitable for retrospective control). In the case of the use
of funds, there is a bigger opportunity to take the initiative, as decentralization processes involve the
gradual expansion of the capacity of the united territorial communities to determine the priority of a
number of budgetary expenditures and investment activity. The use of funds in today's conditions for
them is a bigger stimulus than the accumulation because it involves the choice of perspective
directions, forms, the order of financing. Therefore, this particular issue was chosen by us as an object
of analysis in this publication.

It is important to determine which key factors influence the financial behavior of the united
territorial communities in Ukraine in terms of the priority of their budget expenditures and investment
activity. To do this, we will analyze the indicators of the area and population of these communities,
their own revenues (since it determines the possibility of financing expenditures, especially
investment), the level of dotations (the share of dotations in income) and capital expenditures (Table 1).
To do this, we use the data of the Financial Monitoring Group of the Central Office of Reforms under
the Ministry of Regional Development, Construction and Housing and Communal Services of Ukraine
about 665 united territorial communities in 2018.

. Average capital
Population Average own ) X
Area Maximum level of | expenditures of
Ne | (thousands of revenue of UTC . o
cople) (square km) (mln. UAH) dotations (%) UTC
peop ' (mIn. UAH)
1 More than 15 35-2011 75,5 47,6 22,4
2 10-15 34-1004 47,0 54,8 15,5
3 5-10 32-927 26,1 57,9 9,5
4 Uptob 29-557 14,2 60,3 4,8

Tab. 1. Factors of financial behavior of the united territorial communities of Ukraine in terms of priority of their budget
expenditures and investment activity. Source: developed by the authors.
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To monitor the dependence of income indicators, dotations and capital expenditures on the size of
the united territorial community, we will construct corresponding schedules, the inclination of which
will show the nature of such dependence.

Thus, for the reasons given in Figure 1, it can be concluded that with the increase in the size of the
united territorial community, as a rule, its own revenues and capital expenditures increase, and the
level of dotations decreases. That is, the financial behavior in terms of the sources of financing of
expenditures and investment activity at the current stage in Ukraine is determined by the scale of the
mentioned entities. The largest communities — with a population of over 15 thousand people - have the
opportunity to receive higher own revenues and, accordingly, are least dependent on dotations from
the state budget of Ukraine. Their capital expenditures are the highest. The reverse situation is
observed in communities with a small population and area. «Such communities do not have sufficient
labour potential for their development and good governance. An exception is made by separate
communities, in the territories of which there are budget-setting enterprises and powerful enterprises
of the real sector of the economy» [12].

80

70 //
60 _—FN
50
/ . =0—Own Revenues (mln. UAH)
40

/ =fll=Maximum level of dotations
30

/ v
20 Capital expenditures (mln.
/ UAH)

10
0 T T T 1
Upto5  5-10 thousand 10-15 More than 15
thousand people thousand thousand
people people people

Fig. 1. Change in own income, level of dotations and capital expenditures depending on the size

of the united territorial communities. Source: developed by the authors.

Proceeding from the above, the preconditions for the formation of optimal financial behavior of the
united territorial communities in matters of priority of budget expenditures and investment activity
are:

1. Increase in own revenues (as sources of financing of expenditures, including investment) and
increase of financial independence of local self-government bodies, which in turn actualize:

— search for their own paths to strengthen financial potential;

— preparation of attractive proposals for investors and increasing the number of jobs.

2. The further consolidation of small territorial communities and the formation of communities with
larger areas and population, which, even in the face of insufficient financial potential, will open up
opportunities for:

— optimization of the territorial structure of local self-government bodies;

— improvement the management efficiency and directing the money saved on it to other priority
areas of financing;
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— improvement of investment attractiveness due to the concentration of a large volume of labour
and land resources in one subject.

Also, the analysis of the practice of functioning of the united territorial communities in Ukraine
testifies to the need to implement a number of organizational measures designed to optimize their
financial behavior in matters of priority of budget expenditures and investment activity.

First of all, it concerns the organization of strategic documents. In particular, the development goals
contained in them are often indicated formally and do not correlate with each other and with the
expenditures of the local budget. Without a strategic managerial vision, it seems problematic to expand
the existing or attract additional sources of revenue, optimize costs and dispose of community assets.

In addition, the realization of strategic directions of development is impossible without building the
trust of households in local self-government bodies. In this context, it is important to ensure public
participation in public hearings and discussions, including budget issues, engage civic activists in
decision-making processes and ensure the informational openness of the leadership of the united
territorial communities (in spite of existing personal political risks).

An important part of the formation of financial behavior of the united territorial communities is the
optimization of the current budget expenditures, which will increase investment opportunities. In
particular, the high costs of education and medicine in many communities are not dictated by the goals
of social development but are caused by a non-optimal network of institutions. Therefore, the
continuation of measures for its optimization will enable the redistribution of the local budget in favor
of capital expenditures and development costs [13].

In this context, also need to be resolved: the issues of procurement activity of united territorial
communities, the realization of which in a number of examples demonstrates violation of the current
legislation and conflict of interests; the issue of improving the management of community assets,
primarily on the basis of inventory and control over the use of land and other property. This, in turn,
necessitates the construction of a system of internal control, including the introduction of mechanisms
for public audit.

It should also be noted that local councils of united territorial communities have the right to borrow
(from both domestic and international financial organizations) to finance their expenditures, which can
not be financed from existing sources of funds available at the moment. That is, in the long run, they
can become important participants in the financial market, and their financial behavior will
significantly affect the redistribution of investment resources. Borrowed funds will be directed to the
development budget in order to spend on implementation of investment projects in the field of
communal infrastructure, resource conservation, construction and renewal of long-term objects of
strategic importance, used by local councils to fulfill tasks for satisfying the interests of the population.

There are a number of restrictions on the execution of local borrowings, which have an impact on
the financial behavior of the united territorial communities in this regard. In particular:

— the amounts and conditions of local borrowing, as well as the provision of local guarantees,
must be agreed with the Ministry of Finance of Ukraine. Obviously, this is due to several objective
reasons — the lack of local analysts; allocation of transfers from the state budget to finance the expenses
of the united territorial communities, which necessitates control over their financial behavior and the
policy of formation and spending of budget funds;

— the cost of servicing local debts cannot exceed 10% of the general fund's expenditures of the
local budget;

— the borrowing in the form of bonds under the current legislation is allowed only to urban
communities.

In the process of the formation of the financial behavior of the united territorial community, it
should be taken into account that there are several ways to implement local borrowing, that is, the
latter can exist in the following forms:

— loans from banks and other lending institutions and financial companies (as a rule, these loans
can be used in the financing of small amounts of money and short-term projects, which is conditioned,
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among other things, by the unreadiness of commercial financial institutions to lend to predominantly
subsidized municipal self-government bodies);

— bond loans (for the urban communities that can issue municipal bonds in paper or electronic
form) (as a rule, are intended to finance long-term municipal investments: development of electricity
supply, water supply and sewerage systems, transport networks, construction of educational, health
care, culture or sports institutions, etc. Interest rates and maturity of the bonds are determined by
market conditions);

— mutual loans of local self-government bodies (intended to cover temporary cash disruptions);

— medium-term loans from a single treasury account (treasury loans) (appointment is similar to
the previous one).

Recently, thanks to the integration of Ukraine into the EU, a new form of local borrowing — loans
from international financial institutions — appears. They can be obtained directly by united territorial
communities or through the mediation of a domestic bank. The scope and conditions for the
implementation of such borrowings are also subject to approval by the Ministry of Finance of Ukraine.
At the same time, if the Ministry of Finance has not made any decision within a month from the date of
submission of the documents, the loan is considered as agreed.

Local debt servicing may sometimes be crucial for taking into account the financial behavior of the
united territorial communities. The standard option is servicing through the budget. However, if the
funds were spent on creating a profitable object, debt servicing could be carried out through the
mechanism of state securitization of cash flows, in which profits from an object accumulate on a special
account and repayment of a loan is carried out. Upon full payment, the proceeds are directed to the
community accounts. As a rule, such a mechanism is applied to a bond loan [14].

An important direction in the formation of the financial behavior of local governments of the united
territorial communities is the providing of grants. They provide a certain impulse for the start and
development of investment activities. The placement of grants from international institutions, interstate
organizations, government donors of foreign states, public, private, corporate donors, charitable
foundations and public organizations (including domestic ones) is ongoing. The task of community
leaders is to monitor the announcement of competitions, the well-timed preparation of the necessary
documents and the providing of participation. This allows to solve a number of socio-economic issues,
such as: improvement of settlements, territories of general use and separate social objects; development
of business (for example, agricultural, small and medium) on the territory of a united territorial
community; development of local transport infrastructure; creation or restoration of ecological
infrastructure; restoration of water resources management infrastructure; promotion of sustainable
types of transport that do not produce or produce a low negative impact on the environment;
improvement of providing of communal and domestic services; development of marketing
infrastructure; introduction of energy-efficient technologies in the territory of a united territorial
community (for example, development of “green” energy, production of alternative fuels); introduction
of projects to improve the disposal of community property (for example, lease programs that increase
the income from lease of community land); purchase of new equipment; introduction of new
information technologies; development of information and communication solutions; designing of
objects and development of technical documentation; carrying out of engineering researches;
involvement of experts, consultants; expert support for creating a supportive business environment in
the community; carrying out of studies; improvement of social infrastructure; realization of educational
projects aimed at development of certain competences and skills of children and adults; support of the
system of primary health care; introduction of social projects aimed at supporting vulnerable groups of
the population; improvement of housing sector management; preventing unregulated labor migration
by creating new jobs; development of youth, public sector, volunteering, social and public initiatives;
promotion of cooperation and mutual understanding between youth; promotion of mutual assistance;
promotion of information exchange; information and public events; etc [15].

Unfortunately, there is no consolidated information on the amount of received and assimilated
grants by united territorial communities in Ukraine, so it is not possible to carry out a quantitative
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analysis of the financial behavior of the communities on this issue. It can only be argued that due to the
lack of professional education of management personnel, a number of communities do not use these
capabilities, the relevant information is not monitored and documents for participation in the
competitions are not provided. Although the All-Ukrainian Association of Town and Village Councils
conduct relevant information events and disseminates the necessary information. The Association
maintains on its website a special web-page «Grants», which concentrates all the announcements on
grant competitions and terms of participation in them. The same is done by regional state
administrations on their sites, providing information on grants available on the territory of the region.

The implementation of important investment projects also involves the pooling of resources of
various united territorial communities based on the use of the mechanism of inter-municipal
cooperation. It is advisable to use it in cases where one of the local problems is common and at the
same time goes beyond the powers and capabilities of each individual community. Then there may be
entered cooperation agreements, joint coordination bodies or joint utilities formed, the task of which
may be the implementation of one project or long-term cooperation. Today, such cooperation is not
widespread and is widely practiced. And the reasons are not only in the lack of funds (exactly this
problem is solved by uniting efforts) but also in the absence of sufficient knowledge and experience
from local authorities and specialists of municipalities.

As a whole, the evidence shows that the task of optimizing the financial behavior of the united
territorial communities in terms of priority of budget expenditures and investment activity actualizes
the problem of raising the level of financial literacy and financial culture of the population and the
leadership of local self-government bodies. Receiving them at least basic financial knowledge and skills
would increase their competence and significantly increase the efficiency of financial decisions at the
local level. It should be noted that Ukrainian universities and public organizations have prepared
training materials for local government officials on the planning and management of the financial
resources of the territorial community, the formation of budgets of territorial communities, and the
specifics of managing the development of united territorial communities, etc. They serve to solve this
problem by revealing at the popular level various aspects of the formation and use of financial
resources of territorial communities, improvement of expenditures of local budgets, opportunities of
local self-government in forming their incomes, solving problems of territorial communities through
transfer policy, improving the financial condition of communal enterprises and participation of local
authorities in their management, use of land resources and other types of property, strengthening
financial control at the local level, attracting potential sources of funds for territorial communities, and
eliminating corruption in the area of the formation and use of financial resources of local self-
government bodies. However, the activity of their use so far leaves much to be desired. Although the
motives for financial behavior are determined primarily by the needs of the united territorial
communities in terms of consumption and investment, it reflects both the financial interests of the
community and its members and socially significant requirements, but a complete understanding of
these requirements and almost professional judgment of the interests and means of balancing them will
help to get closer to meet the needs.

4. CONCLUSIONS

Consequently, it should be noted that the united territorial communities can also be considered as
subjects of the formation and implementation of financial behavior, which in essence represents a
decision taken by the residents jointly in relation to the formation of cash incomes, their distribution
and use in order to meet socio-economic interests of the community and its members, as well as a set of
administrative actions for the implementation of these decisions.

Models of financial behavior of the united territorial communities are distinguished depending on
the attitude towards the common goals of the community and the use of the methods of their
achievement (passive-consumer, consumer-saving and active-investment), as well as depending on the
nature of the municipal government (rational, traditionally patriarchal, affective — irrational). The scale
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of the community (which is characterized by indicators of the area and population size) is a major
factor affecting the financial behavior of the united territorial communities in Ukraine in terms of the
priority of their budget expenditures and investment activity. It has a substantial effect on the volume

of own revenues, which form the possibility of financing costs (especially investment), the level of

dotations and capital expenditures. As the size of the united territorial community grows, as a rule, its

own revenues and capital expenditures increase, and the level of dotations decreases.

Therefore, the main precondition for the formation of optimal financial behavior of the united

territorial communities in terms of priority of budget expenditures and investment activity is the

further consolidation of small communities and the formation of communities with larger areas and
populations.

(11]
[12]

(13]

(14]

(15]

(16]

(17]
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Measnuk Bikrop, Illyp Poman, ITiona Okcana. ®inaHcoBsa roseaiHKa 00’€4HaHUX TepUTOpialdbHUX TPOMaJ, B
yMmoBax pedopmu geneHtpaadizanii 5 Ykpaini. XKypnar Ilpuxapnamcoiozo ynisepcumemy imeni Bacuas
Cmeganuxa, 7 (3) (2020), 68-77.

CraTTIO NIPUCBIYEHO AO0CAiAKEHHIO 0CO0AMBOCTel (PYHKIIOHYBaHH:A 00’€JHaHUX TepMUTOpiaAbHMX
rpoMaj, B yMOBaX JelleHTpadisanii B VYkpaini. OOIpyHTOBaHO TIOHATTA (biHaHCOBo'l' ITOBEAIHKI
TEPUTOpiaAbHUX IPOMaJ SK OCHOBU HPUIHATTA e(PEeKTMBHUX YIIPaBAiHCLKMX Ta (piHAHCOBMX piIlleHs,
AocaigxeHo T 0cobAMBOCTI Ta Mogeai. JocaigXeHHSI Mogeaell Ta ocobAMBOcTel (PpiHAHCOBOI IOBEAIHKM
00’e€aHaHNX TepUTOpPiadbHMX IPOMaj Aa€ MOXKAUBICTh OIIIHMTHU Ta CIIPOTHO3YBaTU BEKTOPM IX COIliaabHO-
€KOHOMIYHOIO PO3BMUTKY, BCTAaHOBMUTM IPUYMHM AOTALiIHOCTI Ta MOXKAMBOCTI IiABMIIIEHHs (piHaHCOBOI
CIIPOMOZKHOCTI IOAO (pOpMyBaHHsI BAACHUX BUAATKIB Ta 3AiJiCHEHHS TMX YHKLIN i 3aBJaHb, SIKi Ha HMX
nokaageHi. PesyapTaTu AOCAiA’KeHHSI IigKpecAUAM HEOOXigHICTh I10J4aAbIIMX HaAYKOBMX PO3BiAOK
IIOBeAiHKOBMX acHeKkTiB ¢QopMyBaHH:I (QIiHAHCOBUX pecypciB 00’€jHaHMX TepUTOpialbHUX TpoMas, i
OOrpyHTyBaHHs IxHIX (IHAHCOBMX pillleHb 3 MeTOIO 3aAy4eHHsI JO0JaTKoBMX Joxodis. Pedopma
JAelieHTpaJizalil B YKpaiHi aKTMBHO IIO4Yada BIIPOBaAXKyBaTuUCs Tiabky noumHaioum 3 2014 poky miasxom
CTBOpeHH:sl 00'€4HaHMX TEPUTOpialbHUX TIpoMaJd. ABTOPM AOCAIAMAM CYTHICTh (PiHAaHCOBOI IIOBeJiHKU
00’eAHaHOI TepUTOpiadbHOI IpOMajy, IIIO € OCHOBOIO A4 ¢opMyBaHH:A 1i (piHaAHCOBOI CITPOMOXKHOCTI,
CTIJIKOCTi Ta COliaAbHO-eKOHOMIYHOTO PO3BUTKY. B pesyabrati 40CAig’KeHHsA BCTaHOBAEHO, IJO TOAOBHUM
YIHHIKOM, IIIO BIIAMBa€ Ha (piHAHCOBY NOBeAiHKY 00’ €AHaHUX TePUTOpiadbHUX TPOMaJ B YKpaiHi B yacTuHi
NpiopUTEeTHOCTI IX OIOAKeTHUX BUAATKIB Ta iHBECTHIINHOI AisfiAbHOCTI, € MaciTad rpoMaau (KUt
XapaKTepU3y€eThcsl IOKa3HMKaMM IIAOINL Ta 4MCeAbHOCTI HaceaeHH:). TakoX aBTopaMu AOBeA€HO, IO
KAIOYOBUMM MOTMBaMI (iHaHCOBOI TIOBeAiHKM OO'€AHAHNMX TepPUTOpPiadbHMX TpoMaj Y NUTaHHIX
IpiopUTeTHOCTI OIOAKeTHMX BMAATKiB Ta iHBeCTMINNIHOI AifIABHOCTI € HaCTymHi: 30iABIIIEHHA BAAaCHNUX
A0XO0AiB, miABuIeHHs (PiHAHCOBOI HE3aAeXKHOCTI OpraHiB MiCIIEBOTO CaMOBpPsAYyBaHH:, IO Y CBOIO depry
aKTyaJidye IIOIIyK BAaCHMX IIAAXiB 3MiITHEHHs (piHAHCOBOTO IOTEHINialy Ta IIiATOTOBKY MIpuBabOAMBUX
MPOIIO3NUIIili iHBecTOpaM Ta 30iAbIIIeHHA KiABKOCTi poOOUMX MiCIlb, a TAaKOX I0JaAbllle 00’ € AHaHHs ApiOHUX
TepUTOpPiaAbHNUX TPOMaJ.

Karo4dosi caoBa: 0104XeTHa JelleHTpasisallis, o0’eiHaHa TepuTopiaabHa rpomMaga, ¢piHaHCOBa
roseJiHKa 00’€AHaHOI TepUTOpiaabHOI TPOMaay, BAacHi 40X04M, piBeHb AOTallilfHOCT.
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FORMATION OF INVESTMENT POTENTIAL AS A FACTOR IN THE
DEVELOPMENT OF IVANO-FRANKIVSK UTC

ANTONINA TOMASHEVSKA

Abstract. One of the key tasks of the current government is to develop the regions and strengthen
their economic potential. One of the most important factors of economic growth is investment. For
Ukraine, which is in a crisis pit, the issue of attracting foreign investments is especially important
and relevant, as they have a significant impact on the economic development of the country. At the
same time, the largest degradation in Ukraine today is investment activity, which is also due to the
outbreak of COVID-19. Deterioration of the investment climate, the possibilities of budgets at all
levels, the decline in business activity of economic entities have led to a difficult state of the
investment sphere.

The article analyzes the investment attractiveness of the regions of Ukraine. A special role is
focused on the factors (positive and negative) that affect the formation of the investment climate of
the regions: positive - geographical location, labor resources; negative - unfavorable climate and
corruption.

One of the indicators that reflects the stable economic development of certain sectors of the
economy, as well as the country's economy as a whole is the investment potential of the regions.
The investment and foreign economic policy of Ivano-Frankivsk UTC is analyzed, which is aimed
at improving the image at the regional and international levels, promoting a significant increase in
domestic and foreign investment in economic development, the implementation of active
information and promotional activities.

In the city, foreign investment is about 580 million dollars. US dollars, of which almost 80
million dollars. USA - loan capital. During the study, we analyzed the largest enterprises in Ivano-
Frankivsk, including foreign investment, LLC “Electrolux Ukraine”, LLC “Tyco Electronics
Ukraine Limited”, SE VO “Karpaty” (Delphi project), LLC “Imperial Foods”.

The method of expert assessments indicates promising areas of business development of Ivano-
Frankivsk UTC. In the course of the research we suggested ways to improve the investment
attractiveness of Ivano-Frankivsk UTC.

Keywords: investment potential, investment attractiveness of the region, UTC.
JEL Classification: J5, Q12
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1. INTRODUCTION

Investment potential is the main condition for the formation of the investment climate in the region.
In modern science, much attention is paid to the study of the essence of the investment potential of the
region, in general, domestic economists do not have a specific understanding of the essence of the
“investment potential of the region” of a single position on the interpretation of this complex economic
category.

In scientific works we often see attempts of some authors to define the investment potential of the
region as “compliance of the region with the main goals of investors, which are profitability, risk-free
and liquidity of investments” [11]; “The level of satisfaction of financial, production, organizational and
other requirements or interests of the investor in a particular region” [12]. A. Asaul in his work gives
the following definition: “the position of the region at one time or another, the trends of its
development are reflected in investment activity” [1]. Ya. Zadorozhna and L. Dyachenko consider
investment potential not only as a financial and economic indicator, but also as a model of quantitative
and qualitative indicators - assessments of the external environment (political, economic, social, legal)
and internal positioning of the object in the external environment [4].

2. THEORETICAL BACKGROUND

Research of the problem and study of the investment potential of the regions of Ukraine today
becomes especially relevant. Theoretical and practical aspects of the investment potential of the regions
were devoted to a significant number of works by leading domestic and foreign researchers, among
them: O. Vlasyuk, O. Gavrilyuk, B. Gubansky, I. Dragan, G. Kalach, I. Blank. However, many problems
of theoretical and practical nature in this area remain unresolved, which necessitates additional
research to improve the investment potential of the regions.

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

The purpose of scientific work is theoretical substantiation, development of scientific and
methodical bases and practical offers which are directed on increase of investment potential of Ivano-
Frankivsk UTC.

In accordance with the goal in the work were identified and solved the following tasks:

— toreveal theoretical essence and feature investment potential;

— analyze the mechanisms for calculating the investment potential of the region;

— identify the main problems associated with the inflow of investment into the economy of Ivano-
Frankivsk;

— identify ways to increase the investment attractiveness of Ivano-Frankivsk UTC.

Object of study: realization of investment potential of the region.

Subject research: theoretical and methodological and practical recommendations for increasing the
investment potential of the region.

To achieve the goal and solve the main problems of scientific work, various research methods are
used. The main general scientific research methods used by the author include: dialectical method of
cognition; logical and formal-logical methods; method of comparison, generalization, systematization
and synthesis (in the study of the theoretical essence of investment attractiveness); grouping, statistical,
mathematical, graphical analysis (in the analysis of indicators of investment attractiveness); systemic
and integrated approaches (in developing recommendations and improving the mechanism for
increasing the investment potential of the region).
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4. RESULTS AND DISCUSSION

The outbreak of COVID-19 worldwide has largely led to a sharp decline in the value of financial
assets. Despite some recovery in quotations at the end of the year, uncertainty remains extremely high.
Regulators around the world have to deal with the consequences for the economy, and perhaps the
main challenge is to coordinate the actions of monetary and fiscal authorities to prevent a liquidity
crisis in the financial system.

Unfortunately, at present, no noticeable progress is seen against the background of the Ukrainian
economic path (except for a short period, which our people chose after the Orange Revolution). For the
whole of 2019, the total direct investment did not exceed 2 billion US dollars, and this figure decreased
significantly compared to 2018. In addition, the vast majority of capital comes from jurisdictions such as
Cyprus and the Netherlands, which in many cases is a transfer of money from the “offshore wallets” of
Ukrainian business and can hardly be considered a real entry into the Ukrainian market of new foreign
capital.

The investment potential of a particular region is formed under the influence of factors at the
national and regional levels. National-level programs characterize the country's investment
environment as a whole, and regional programs are specific to a particular city or region. In turn,
among these factors are positive and negative.

Geographical location, labor resources, natural resources are positive regional factors that have a
significant impact on the investment potential of the region. Unfavorable climate and corruption are
negative regional factors that harm the investment environment of the region.

Ranking of regions according to the investment attractiveness index 2019 shown in Fig. 1.

According to A. Duka, the investment attractiveness of the country is determined by the following
factors [5]:

—opportunity to gain a foothold in the promising market of Ukraine;

— the desire to make a profit on a long-term basis;

—access to relatively cheap sources of raw materials and resources, which increases the
competitiveness of products by saving production costs and proximity to sources of raw materials;

—the use of relatively cheap and skilled labor as an important factor in reducing production costs
and, accordingly, the cost of production.

Ivano-Frankivsk is one of the famous economic, cultural and industrial centers of Western Ukraine.
The good geographical location of the city creates favorable conditions for multilateral development
and European integration. For promoting European values, Ivano-Frankivsk received all four high
awards of the Parliamentary Assembly of the Council of Europe - the European Diploma, the Honorary
Flag, the Badge of Honor and the European Prize.

As you know, 2020, when the law on administrative and territorial organization enters into force,
should be the year of completion of the program of community unification in Ukraine. The reform
program is currently far behind the government's schedule and is unlikely by the end of 2020. the entire
territory of Ukraine will be covered by UTC, as planned at the beginning of the reform. Therefore,
various surprises are possible up to the centralized unification of small UTCs into larger ones.
R. Panasyuk, Director of the Ivano-Frankivsk Center for Local Self-Government Development, rightly
notes in this regard that there are also communities near Ivano-Frankivsk that are not provided for in
the Perspective Plan for the Formation of Territories of Communities in the Region. The format in
which they are now (only two entities in the union, the need for subsidies, a small area, proximity to
Ivano-Frankivsk), may result in that these UTCs will not remain on the administrative map at all. Of the
three possible options for them, R. Panasyuk calls joining Ivano-Frankivsk the “most logical” [14].
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Lviv | 1,601
Ivano-Frankivsk | 1,478
Odessa | 1,459
Vinnytsia i J 1,428
m. Kyiv I 1,419
Dnepropetrovsk _ J 1418
Volyn 14
Kharkiv 1,404
Chernihiv 1,397
Zhytomyr 1,359
Ternopil 1,356
Zaporozhye 1,366
Kyiv 19858
Rivne 1,343
Sumy 1,339
Mykolayivska 1,329
Cherkasy 1,31
Khmelnytsky 1,289
Poltava 1,283
Kirovograd 1,283
Transcarpathian 1,274
Kherson 1,264
Chernivtsi P25
Donetsk 1,224
Luhansk 1,22

0 0,2 0,4 0,6 0,8 1 1,2 1,4 1,6 1,8

Fig. 1. Index of investment attractiveness of regions, 2019. Source: [12].

This opinion is confirmed by the conclusion of experts from the Swedish consulting company SKL
International, which implements the Swedish-Ukrainian project “Support to Decentralization in
Ukraine”, and the U-LEAD with Europe Program. Experts based on the analysis of budget execution of
806 UTCs in Ukraine in January-June this year expressed the opinion that one of the best options for
further development for communities with low financial capacity is to join other territorial
communities and create a larger area and number of UTCs. Even if such an UTC does not yet have
economic prospects for development, such an association will make it possible to optimize the
territorial structure of local councils and increase the efficiency of their management and improve
investment attractiveness through more territory and more manpower [14].

Among the advantages of Ivano-Frankivsk UTC are new investment zones for the city; larger funds
of one of the instruments of state support for UTC development - infrastructure subvention, which the
government distributes according to the formula according to the area of the community and the
number of rural population, and therefore, the more rural areas united by the community, the larger
the subvention; lands outside settlements that villages could not use on their own; reduction of the
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amount of reverse subsidy, which the city returns to the state budget; improvement of social services
for villagers due to joining a financially viable city, etc.

The city of Ivano-Frankivsk has documented economic ties with 24 local governments abroad,
including: Poland, Hungary, the Czech Republic, Moldova, Romania, Belarus, Lithuania, Latvia, the
United States, Portugal, Georgia.

In Ivano-Frankivsk, about 20 international projects are being implemented under the programs of
the European Union, the United Nations Development Program, the World Bank, the European Bank
for Reconstruction and Development, and others.

Ivano-Frankivsk maintains investment attractiveness for investors, as evidenced by one of the
highest rates of foreign investment per capita compared to the overall figure for Ukraine, which is
almost 2 thousand US dollars. Foreign investors sent $ 498.1 million to the development of Ivano-
Frankivsk. The United States, in particular, gives preference to enterprises in the processing industry
and wholesale (92%) (Fig. 2).

H Industry

m Trade

m Construction

Real estate transactions

W Other

Fig.2. Structure of foreign direct investment in the economy of Ivano-Frankivsk.
Source: compiled by the author based on [12].

Ivano-Frankivsk enterprises are actively engaged in foreign economic activity with 90 countries.
The main export sectors of the city's economy are machine-building, food and chemical industries,
which account for 89% of urban exports. Thus, in 2019, Ivano-Frankivsk enterprises exported products
worth $ 252.7 million. US dollars, and imported 232.4 million dollars. USA (Fig. 3).
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Fig. 3. The largest expert deliveries are in Ivano-Frankivsk. Source: compiled by the author based on [12].

First place in the ranking of transparency for investment in 2019. took the city of Ivano-Frankivsk,
the second - Kiev, the third took the city of Vinnytsia. The Ukrainian office of the international anti-
corruption network Transparency International has created transparency rating_investment sphere of
the hundred largest cities of Ukraine. Analysts tested how each city informs potential investors about
how to invest in the city, how open the rules of the game are for investors and entrepreneurs and
whether it is convenient for them to start a business [10].

The level of investment potential of Ivano-Frankivsk is due to:

1) Favorable location: Ivano-Frankivsk is close to the borders and well located relative to transit
routes, including international ones. The city's prospects are also related to the location near the
Carpathians (region of tourism, recreation and recreation). The potential for the development of
tourism, balneology is high. The ecological situation in the city is good compared to other regions;

2) The city has the necessary infrastructure for the operation of enterprises of various economic
activities. Developed market infrastructure, a network of financial institutions, educational, health and
cultural institutions create a high quality of life compared to other regions and contribute to the
mechanical growth of the population.

3) The labor market of the city is sufficiently provided with highly qualified labor resources.
Improving scientific and human resources is provided by a wide network of higher and secondary
special educational institutions that train specialists in various professions. The relatively low level of
wages creates additional benefits for investors in terms of labor costs. Much of the population is quite
mobile and employed in small and medium-sized businesses;

4) Developed communication infrastructure and good transport links. The city is a logistics center
of the south-western region of Ukraine, has an extensive transport infrastructure and capacity for
freight and passenger traffic; availability of access railways to enterprises, good condition of highways,
operating international airport;

5) An acceptable level of development of communal infrastructure. However, it should be noted the
need for major repairs of engineering infrastructure due to its deterioration, which is typical for most
cities of Ukraine. At the same time, the city authorities are actively working to attract investment to
improve the city's infrastructure;
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6) Multisectoral specialization of industry, which provides relative resilience to fluctuations in the
economic situation in the country. The city is developing its traditional branches of food, machine-
building, woodworking industries, in which significant amounts of foreign investment have already
been attracted. Multisectoral specialization of the city allows to carry out complex investment projects
on the terms of economic cooperation;

7) Openness of local authorities to work with foreign and domestic investors, availability of
preferences for investors, transparent administrative procedures, comprehensive support of investment
projects. The city authorities have successful experience working with large foreign investors and
international financial institutions. The rating agency believes that the degree of information
transparency of the activities and activity of the city authorities is at a very high level. The activities of
the government are aimed at the economic development of the city through partnership processes,
creating conditions for long-term development, popularization of the city.

Ranking of factors of investment potential of Ivano-Frankivsk UTC is shown in Fig. 4.

BRegional infrastructure

Regional

Natural resources
11%
Workforce
13%

infrastructure
16%

EProduction potential

; BPotential of regional demand
Production

potential

B)nstitutional environment

Financial stability 16%
of the regional
budget [@Financial stability of the regional
14% Potential of budget
regional demand @ Workforce

15%

@\ atural resources

Fig.4. Ranking of factors of investment potential of Ivano-Frankivsk UTC.
Source: compiled by the author based on his own research.

The results of the assessment of the influence of various external factors on the investment
attractiveness of Ivano-Frankivsk are generalized UTC are shown in Fig. 5.
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Fig. 5. Assessment of the impact of factors on the investment potential of Ivano-Frankivsk UTC.

Source: compiled by the author based on his own research.

During our research, a secret survey was conducted among 277 entrepreneurs and potential

investors.
Issues that were addressed:

1. Name the most expected steps by the authorities for the development of entrepreneurship in

Ivano-Frankivsk. In general, most noted the following problems:
development of general infrastructure - 93%;
improvement of services for entrepreneurs (especially electronic) - 92%;
investment attraction - 89%;
transparency in the management of communal property - 88%;
transparency in land management - 86%;
creation of service centers for entrepreneurs - 84%;
improvement of access to information - 83%.

2. Among the biggest problems that hinder the work of entrepreneurs called:

— general economic situation - 66%;
— internal competition - 47%;

— energy costs - 27%;

— lack of skilled labor - 24%;

— lack of available funding - 18%.

3. Entrepreneurs were also asked to indicate promising areas of business in the city (Fig. 6)
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Fig. 6. Prospects for business development in I[vano-Frankivsk.

Source: compiled by the author based on his own research.

The main problem for foreign investors, in our opinion, is the presence of a corruption component
at all levels.

If there is a risk of loss of fixed assets due to non-transparency of the procedure or corruption in the
judiciary, the investor is not interested in the project even in the positive moments:

1) payback of projects in Ukraine - short;

2) cheap labor compared to the same Poland, the Czech Republic, Slovenia, but this is not a
significant part of operating costs, which is not so significantly affects profits.

5. CONCLUSIONS

In the city, foreign investment is about 580 million dollars. US dollars, of which almost 80 million
dollars. USA - loan capital. In the course of the research we proposed the following ways to improve
the investment attractiveness of Ivano-Frankivsk UTC, in particular:

— specification of investment priorities, investment entities, the amount of investment and socio-
economic consequences for the territory, the definition of entities and control mechanisms in the annual
programs of socio-economic and cultural development of territories;

— constructive cooperation of local authorities with economic entities of the region (public-private
partnership) and combining their efforts to attract an effective investor and achieve the desired concrete
result;

— creation of an interactive map of the industry of Ivano-Frankivsk UTC (with a forecast analysis of
the possibilities of promising areas of business, which were conducted in the study).
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Tomamescpka AmnTOHiHa. QPOpMyBaHH:S IiHBECTMIIIIHOTO TIIOTeHIIiaady, K (PaKTopy pO3BUTKY IBaHO-
@pankiscskoi OTI. 2Kypnax Ipuxapnamcoxozo yrisepcumemy imeti Bacurs Cmedanuxa, 7 (3) (2020), 78-88.

OgHuM i3 KAIOYOBUX 3aBJaHb HUHIIITHLOI BAaAM € IIUTaHHs PO3BUTKY PerioHiB Ta MOCUAEHHS IXHbOTO
eKOHOMIYHOTO noTeHIiaay. O4HUM 3 HallBa>KAMBIIINIX YMHHMKIB €KOHOMIYHOTO 3pOCTaHH:! € iHBeCTUIIil. JAas
YKpaiHn, AKa 3HAXOAUTBCSA B KPU3OBill sAMi, 0COOAMBO Ba>KAMBUM Ta aKTyaAbHMM € NUTaHH: 3aldydeHH:
iHO3eMHIX iHBeCTMIIili, OCKiAbKM BOHM MalOTh BarOMMUIA BIIAMB Ha €KOHOMiuHUI po3BuUTOK Kpainu. Ilopsa 3
TUM Hal0iabIIOl AeTpajallii B YKpaiHi Ha CbOTOAHI 3a3Ha€ iHBeCcTHUIIiiHA AiSABHICTD, 5IKa 3yMOBA€Ha TaKOX 1
cnnaaaxoM 3axsopiosaHHs COVID-19. IoripireHHs iHBeCTUITIIHOTO KAiMaTy, MOXKAMBOCTel OI0AXKeTiB ycix
piBHIB, 3HIDKEHHs AiA0BOI aKTMBHOCTI CyO’€KTiB TOCHOJapIOBaHHS IIpU3BeAU AO CKAaAHOTO CTaHy
inmBecTUIiNHOI cep.

Y crarTi mpoaHaaizoBaHO iHBeCTMIiIHY HpuBaOAMBICTL perioHiB YKpainn. Ocobamsy poab
3ocepeA>keHO Ha (pakTOpax (IIO3UTMBHMX Ta HETATUBHUX), sIKi BIIAMBAIOTh Ha (POPMYBAHHS iHBECTUIIIITHOTO
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KAiMaTy perioHiB: MO3UTUBHI - reorpadpiuHe posTallyBaHH:, TPYAOBi pecypcH; HeTaTUBHI - HeCIIPUATAUBUIL
KAiMaT 1 KOpYIIIis.

OgauM i3 MOKasHMKiB, IO BigoOpa’ka€ cTaOiABHUII €KOHOMIUHMII PO3BUTOK OKPEMUX Tralysei
€KOHOMIKM, a TaKO>XX eKOHOMiKlM KpaiHM 3araaoM € iHBeCTHMIIiMiHMII MHOTeHIliaa perioHis. IIpoaHnaaizosaHo
iHBeCTMIIiViHy Ta 3OBHIIIIHLOEKOHOMiuHYy I104iTuKy IBaHO-@pankiscpkoi OTT, sAxa crpsiMosaHa Ha
MIOKpaIlleHHsI iMigKy Ha perioHaABHOMY Ta Mi>XKHapOAHOMY PiBHSAX, CIHPUSHHS iCTOTHOMY 30iABIIIEHHIO
HaAXOA’KeHb BHYTPIIIHIX 1 3OBHIIIHIX IiHBeCTMIINI y pO3BUTOK €KOHOMIiKM, 34iJiICHEHHsI aKTMBHOI
indpopManinHO-IIpOMOIIiITHOI Ai1ABHOCTI.

B wmicTi ino3eMHi iHBecTuiiii ckaaaamoTh 0au3bko 580 man ao0a. CIIIA, i3 nux maiike 80 MAH A04.
CIOA - mosmukosuit Kamitaa. [1ig gac gocaiasxenHs namu 6yA0 IpoaHaai3oBaHO HaibiABIII MiATIPUEMCTBA
M.IBaHO-PpaHKiBCBK, 30KpeMa i 3 iHozeMHnMu iHBectunismu, TOB “Eaexrpoarokc Yykpaina®, TOB “Taiixo
Eaexrponike I0xpeitn Adimites”, AT BO ,”Kapnatun” (nmpoext Adeadi), TOB ”“Immneposo Pyaz”.

MeToAOM eKCIIepTHUX OIIiHOK 3a3HauyeHi IIepCIeKTUBHI HaIpsAMM po3BUTKy OisHecy IBanHO-
@pankiscpkoi OTI. B mporeci A4ocaig’keHHs HaMM 3aIllpOIIOHOBAHO INASIXM IOKpallleHHs iHBeCTUIiITHOL
npusabansocti IBano-Opankiscskoi OTT.

Karodosi caosa: iHBecTuIIiliHMIT ITOTeHITiaa, iHBecTUITiliHa MPUBaOAMBICTL perioHy.
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IMPROVEMENT OF INVESTMENT SUPPORT FOR HUMAN
CAPITAL DEVELOPMENT IN THE CONDITIONS OF DIGITAL
TRANSFORMATION

INNA IRTYSHCHEVA, ANTONINA TRUSHLYAKOVA

Abstract. The features of investment in the development of human capital in Ukraine at the
regional level, in the private sector and at the household level have been investigated. It is noted
that the state acts as the main investor in the formation and development of human capital,
financing the main expenses in the field of education, medicine, cultural and physical development
and social security. However, state policy in the context of limited financial resources and their
irrational use does not contribute to the effective development and reproduction of human
potential in accordance with the needs of the digital economy. Despite the nominal increase in
social spending, their structure is irrational, and the spending itself do not consider as investment.
An insufficient level of investment activity in the field of investment in human capital observe at
the corporate and individual levels. It has been determined that the main incentive for the
development of human capital affects the formation of a motivational basis at all levels is the
purposeful, consistent and pragmatic activity of state authorities aimed at implementing a certain
development strategy for the country, ensuring its security and macroeconomic stability. An
important condition is also the creation of a regulatory framework that is adapted to the specifics
and realities of economic and social transformations in the context of digitalization, the regulation
of labor relations, and the preservation of social and investment guarantees. To regulate and
intensify investment activities, a model of investment support for the human capital development
is proposed. It involves the redistribution of investment resources in accordance with the subjects
of investment and the expected results of the investment process, forms and criteria for assessing
individual components of human capital at different stages of the life cycle, together form a general
model of financing it development and reproduction at all levels.

Keywords: investments, investment support, human capital, digital transformation, digitalization.
JEL Classification: J24, J41, O15.

1. INTRODUCTION

Human capital is one of the key factors in ensuring economic growth and competitiveness of the
national economy. Ensuring the effective development and use of human capital in the national
economy in the context of digitalization requires the development of an investment strategy aimed at
meeting the economy needs in the human capital development and its continuous reproduction on a
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new qualitative basis, with appropriate adaptive abilities to new challenges in a transformational
environment.

Human capital is the most significant component in the digital economy development; it acts as the
driving force behind transformation processes, the main source of competitive advantages and
determines the main vector of socio-economic transformations that meet the development trends of the
global market. Based on this, the concept of improving the mechanisms for the national transport and
logistics system development requires additional research.

2. LITERATURE REVIEW, GENERALIZATION OF MAIN STATEMENTS

The formation and accumulation of human capital requires large material and other costs from the
state, enterprises and citizens. This applies to both education and other areas of its formation. Such
costs can be estimated only partially, but even such an approximate estimate indicates that the value of
accumulated human capital exceeds the size of material accumulation, and the rate of intangible
accumulation determines the rate of economic growth of the country [1].

World experience has proven that investment in human capital is the main core, forms a multiplier
effect for the knowledge economy development and contributes to progressive transformations of
socio-economic systems on the way to a new technological order.

As noted by O. Hizelo, “A characteristic feature of investing in human capital is that a person is not
only an object of investment, but also its purpose. So, the development and expansion of educational,
intellectual, informational, organizational, managerial, motivational resources, the view of a person as
the main, determining and qualitatively inexhaustible factor of growth of a new type, as well as the
goal of this growth, is a distinctive feature of our time” [2, p. 12].

Thus, it is investment in human capital in the context of implementing the strategy for sustainable
development of the national economy and society in the context of digitalization that is the main
generator of progress in this direction and one of the defining conditions for effective adaptation of
human development to changes. At the same time, today in economic thought there is no consensus on
the definition of the investment concept in human capital, which explains by certain features,
including;:

— intangible nature of investments depends on the investment object, its natural abilities, skills and
self-motivation;

— invisibility of investments from their object, that is, the object of investments, unlike material and
financial resources, cannot belong to the subject of investments;

— ability of the investment object (by which we mean human capital) in self-investment;

— specificity of the investment cycle, conventionally divided into the stages of the life cycle of
human capital and requires investments of various forms and content;

— complexity of assessing the future value of investments, largely depends on the personality,
natural abilities, character, temperament of carriers of human capital, their motives of behavior, etc.;

— return on investment is determined by the remaining until the end of the working period of a
person's life;

— severity of determining the economic and social feasibility of capital investments in a person,
because not all such investments can lead to the expected effect.

In classical economic theory, investment in human capital is defined as “any action that enhances
the skills and abilities of workers and, thereby, labor productivity. That is, in economic essence, these
are costs that contribute to productivity growth, since unit costs are carried out with the expectation
that these costs will be many times offset by a growing income stream in the future ”[3]. This approach,
in our opinion, is rather narrow and determines exclusively the corporate essence of investment in
human capital.

Scientists V. Lysak and V. Semendyak adhere to the positions that characterize investments in the
context of each individual carrier of human capital. They refer to investments in human capital as any
measures taken to increase labor productivity, namely: “expenses for health care, for obtaining general
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and special education; costs associated with finding a job, professional training at the enterprise,
migration, the birth and upbringing of children, the search for an economically significant message on
prices and earnings” [4, p. 550].

Z. Pichkurova understands investment in human capital as “all types of tangible and intangible
investments, expressed in monetary or non-monetary form. It has a positive impact on its qualitative
and quantitative structure, lead to an increase in the level of income of its carriers, contribute to the
growth of labor productivity, increase national income, an increase in the level of economic
development of the country and, ultimately - an increase in the level of national competitiveness of the
country” [5].

In turn, O. Nosyk in addition to material and financial costs includes the costs of an individual's
lifetime and those of his income that he did not receive, spending time, efforts and funds on the
formation and accumulation of human capital into the investment in human capital. Therefore, the lost
benefits of an individual associated with his activities aimed at the formation and accumulation of
human capital are investments in the latter [6].

Therefore, under investment in human capital we will consider resources (material, financial,
informational), invested both directly in the development of individual carriers of human potential and
in the conditions necessary for the labor development, intellectual, social and other components of
capital, the use of which will allow get a certain economic and social effect in the future.

The purpose of the article is to analyze the current state of investment in human capital and
substantiate the directions for improving investment support for its development in the context of
digital transformations.

3. DISCUSSION

In essence, investments in human capital are investments in intangible assets that accumulate and
develop intangible resources for the productive activity of people, namely: knowledge, competencies,
experience, health, social skills, intellectual and entrepreneurial abilities. Accordingly, depending on
the investment purpose, the following components of human capital distinguish:

— physical capital (health, endurance, physical strength, psychological stability);

— labor capital — a set of professional knowledge, skills and competencies that allow productively
and efficiently perform a certain type of work in accordance with the position held;

— cultural capital - linguistic and cultural competences of a person, functioning in the form of a
system of values, knowledge and ideas that legitimize status and power and contribute to maintaining
the established social order;

— intellectual capital — intellectual abilities, skills and abilities that allow you to form new
knowledge, innovative ideas and translate them into an innovative product, technology or service. In
the context of the digital economy development, the intellectual capital is the main asset creates
competitive advantages and contributes to high-quality transformational transformations;

— entrepreneurial capital is a combination of a person's entrepreneurial abilities (analytical thinking,
sociability and communication, organizational skills, etc.) that contribute to the organization of
effective production, operational, commercial, social and any other activity.

Each of the listed components (or their specific combination) of human capital can be an object of
investment, and their clear definition allows to systematize the criteria for assessing investment returns,
possible payback periods and directions of influence on economic processes. In particular, as noted
above, one of the most important investment objects in the context of digitalization is precisely the
development of intellectual capital, in combination with excellent physical and labor (professional)
potential, can significantly accelerate innovation processes and increase the population adaptability
level in the face of changes.

An important factor in the formation of an effective investment strategy for the human capital
development is the disaggregation of investment entities. Subjects of investment in the human capital
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development can be divided into 4 levels, each of which has specific motivational characteristics, goals
and a corresponding set of sources for attracting investment resources (Fig. 1).

Each of the listed entities contributes to the formation and development of human capital within
the available resources and in accordance with the set strategic goals. At the same time, in our opinion,
the level of investment activity in the field of financing the human capital development depends
primarily on the created conditions that determine the riskiness of these investments and stimulating
factors that contribute (or do not contribute) to the choice (all other things being equal) human capital
as the investment object. That is, the role of the state, in our opinion, should not be limited exclusively
to the distribution of budgetary funds between the main areas of social security and legal regulation of
the development and reform of education, health care, culture and sports, social security, as well as
create incentives to enhance investment in human capital at all specified levels.

We agree with the opinion of T. Panchyshyn that “The initial task of the state is to create favorable
conditions for the disclosure of human potential, its motivation. It is necessary to significantly improve
the image of scientists. The state should become an integrator of human potential, gather the best
people, improve the training system and advanced personnel training, creating all the necessary
conditions for them to achieve their specific goal. Ukraine will be able to establish itself in the
development of a globalized world only if there is an appropriate national intelligence, education and
science” [7, p. 103].

Macro level [ State }—P State budget

Regional, district level

Regional and local budgets, ATC budgets,
Meso level . . .
government bodies charitable foundations
Own funds of enterprises,
Micro level Enterprises, institutions, foreign investments, credit
organizations, funds resources, funds of

international organizations

Individual income,

household income, income
Carriers of human capital,

households

Individual level from business activities,

grants, credit resources,

other sources

Fig. 1. Model of investment support for human capital development. Source: systematized by the authors.

The main stimulus for the human capital development that affects the formation of a motivational
basis at all levels is the purposeful, consistent and pragmatic activity of state authorities aimed at
implementing a specific development strategy for the country, ensuring its security and
macroeconomic stability. An important condition is also the creation of a regulatory framework that is
adapted to the specifics and realities of economic and social transformations in the context of
digitalization, the regulation of labor relations, and the preservation of social and investment
guarantees.
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At the meso level, important motivational factors for the intensification of investment in human
capital is the effective implementation of the decentralization reform. According to its results, it is
expected an increase in the revenue side of the local budgets and an increase in the powers of local self-
government bodies to allocate budget resources in accordance with the problems and strategic needs of
the population and the development of territories.

At the micro level, the volume of investment in human capital largely depends on the system of
taxation and accounting for personnel costs operating in the country, the availability of state benefits,
compensation and legal guarantees for investment protection, state policy for the development of the
labor market, etc.

The main incentives for individual investment in the development of one's own potential are clearly
defined prospects for its implementation, created conditions for unhindered access to information and
technology, a high standard of living, that is, the availability of savings that can be invested in one's
own development.

In Ukraine, compared to most developed countries, investment in human capital is not in top
priority. The dynamics and structure of financing social expenditures from the state and regional
budgets, the structure of household expenditures and the volume of expenditures of enterprises in the
corporate sector can this confirm. Table 1 shows the structural and dynamic changes in expenditures
from the state budget for the human capital development.

Physical and Social security Total
Period Health Care spiritual Education and social .
development security expenditures
2015 11450,4 6619,2 30185,7 103700,9 576911,4
% 1,9 1,1 52 17,9 100
2016 12456,3 4958,9 34825,4 151965,5 684743,4
% 1,2 0,7 5,3 22,19 100
2017 16729,1 7898,1 41140,2 144478,3 839243,7
% 1,99 0,94 49 17,2 100
2018 226179 10107,1 44323,4 163865,6 985842
% 2,29 1,03 4,5 16,62 100
2019 38561,6 9967 51657,1 218628,6 1072892
% 3,59 0,93 4,81 20,38 100
Growth 2019/2015, % 236,7 50,5 71,1 110,8 85,9
Structural changes, % 1,69 -0,17 -0,39 2,48 0

Tab. 1. Social expenditures from the state budget of Ukraine by functional classification, million UAH.
Source: compiled according to the Ministry of Finance of Ukraine [8].

During the period 2015-2019, the volume of expenditures from the state budget increased by 85.9%,
which is primarily due to the significant devaluation of the national currency during this period. In the
structure of expenditures, in general, it considers as an investment in human capital, the largest share
(20.38%) in 2019 spent on social protection and social security, including direct-targeted assistance to
the population below the poverty line, subsidizing utilities, covering part of the obligations of the
pension fund, and the like. During the research period, the share of this group of expenses increased by
2.48%. Considering the structure of expenditures in the context of human capital development in the
context of digitalization, we believe that an increase in the share of social security expenditures in the
budget is a negative phenomenon and indicates an increase in poverty among citizens. The received
social benefits do not direct to the human capital development; only to maintain vital activity at a
minimum level. For effective social security, the state must create conditions for providing citizens with
jobs and ensuring a decent level of wages.
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Analyzing other items of expenditure, it can be stated that during 2015-2019, the most significant
increase in expenditures on health care (+ 236.7%), and their share of total expenditures — by 1.69%
compared to 2015. This growth considers as positive, if budgetary resources use effectively.

Expenditures on education in the context of the digital economy development consider by
fundamental investments, create the basis for the formation and adaptation of human capital, and,
according to the logic of strategic transformations, should grow in the future. The analysis showed that
over the past 5 years, despite a slight nominal growth (+ 50%), the share of spending on education tends
to decline. This is primarily associated with educational reform, with the aim of optimizing the number
of educational institutions and reengineering curricula, thereby contributing to a reduction in the
number of employees in the industry and other costs. In our opinion, in the modern conditions of the
digital technologies development, reforms in education are necessary to adapt the knowledge obtained
in educational institutions with the main trends in science and technology, culture and other areas.
However, the cost reduction does not allow for qualitative transformations, since funding, first, for the
development of the material and technical base in schools is being reduced, the number of paid services
is growing, and the number of teachers, hours allocated for classes, the volume of materials provided,
etc. The reduction in the volume of budgetary funding for higher and secondary technical education is
a negative trend, since it limits access to knowledge and obtaining qualifications required in the digital
environment for a significant part of graduates.

The structure and dynamics of spending on education indicates that the state, despite the
introduction of certain reforms in the educational sphere, continues to consider education as an element
of social policy and not as an investment in human capital.

Reducing the cost of spiritual development and culture, as well as insufficiently efficient allocation
of these resources also creates obstacles for the effective development of human potential.

Analyzing social spending at the local and regional budgets level it should note that its share is
higher than at the central level by an average of 3-8%, depending on the direction of financing. This is
primarily due to the gradual implementation of the decentralization reform, according to which part of
the financial authority to invest in human capital, including education and medicine, transfer to lower
levels in accordance with the principle of subsidiarity.

The team of authors identified “the government's priority task now is to improve the
administration system of public investments in the direction of increasing the efficiency of capital
investments and their use in accordance with the priority areas of the state strategic development. This
may ensure the rational use of earmarked funds, reduce bureaucratic barriers that hinder the
implementation of projects, increase the transparency of procedures selection of investment projects
and prevention of corruption. These measures will create an additional basis for the effective
development of national investment potential” [11].

4. CONCLUSIONS

Thus, research of the human capital main trends and investment directions in Ukraine showed that
it is precisely the prevalence of a passive investment strategy for the human capital development, in
which the volumes and directions of investment were determined mainly on the basis of a past trends
comparison and the financial capabilities of the state regarding the coverage of social costs. Its weak
connection with the strategic objectives of the structural restructuring of the national economy in the
context of the digital technologies development led to a decrease in the level of human potential and an
increase in structural, regional, professional and social imbalances.

An important factor in the human capital development is the stimulation of investment in
education from the private sector. It requires the development of effective mechanisms for financial
cooperation between the corporate sector and higher education institutions, the creation of appropriate
programs to encourage business. This should include the following: tax incentives, the possibility of
joint formation of educational programs for students of certain specialties or selective financing by
private enterprises of additional programs (for instance, language courses, programming), provision of
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government guarantees for investment in education, etc. The formation of a private market for digital
education, licensing simplification of such institutions and activation of public-private and municipal-
private partnership projects in this area will also contribute to improving the investment climate.
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Iptumesa Inna, Tpymiadxosa AHTOHiIaHa. YAOCKOHAJeHHSI iHBECTHUIITHOTO 3a0e3IeYeHHsI PO3BUTKY
AIOACBKOTO KalliTaly B yMoOBax Iudposux tpancpopmariiit. XKyprar [puxapnamcokozo yHisepcumenty imemi
Bacuasa Cmeganuxa, 7 (3) (2020), 89-96.

AocaigxeHo 0coOAMBOCTI iHBECTYBaHHs ¥ PO3BUTOK AIOACHKOTO KalliTady B YKpaiHi Ha Aep>KaBHOMY,
perioHaApHOMY piBHI, Y IIPpMBAaTHOMY CeKTOpi Ta Ha piBHI AOMOIOCIOAapCTB. 3asHavyeHOo, III0 OCHOBHUM
imBecTopoM TponeciB (pOpPMyBaHHsI Ta PO3BUTKY AIOACHKOTO KalliTaly BUCTYIIa€ Jep>kapa, 1[0 (iHaHCye
OCHOBHi BuUTpaTu y cdepi OCBiTH, MeAULNMHM, KyAbTYPHOTO i (i3MIHOrO PO3BUTKY Ta COLIaAbHOTO
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3abesmevenHs. IIpore, aepsxaBHa moaAiTMKa B yMoOBax OOMeXKeHOCTi (PiHAaHCOBUX pecypciB Ta iX
HepalliOHaAbHOTO BUKOPMCTaHHsA He CHpusA€ e@PeKTUBHOMY PpO3BUTKY Ta BiATBOPEHHIO AI0ACHKOTO
MIOTeHIlialy y BiamioBigHOCTi 40 moTped 1mdpposoi ekoHOMikn. ITormpu HOMiHaAbHe 30iABIIIEHHS COIiaaAbHUX
BUTpaT, IX CTPyKTypa € HepalioHaAbHOIO, a caMi BUTpaTu He PO3TAS4alOThCA Yy SAKOCTI iHBeCTUIIIIL.
HeaocrartHiit piBeHb iHBeCTMLITIHOI aKTMBHOCTI y cdepi iHBeCTUIIIN y AIOACBKMII KaIliTaa CIOCTepira€Thcs
TaKO>XX Ha KOpIOpaTUMBHOMY Ta iHAMBiAyaAbHOMY piBHAX. BusHadueHO, 110 OCHOBHMM CTUMYAOM PO3BUTKY
AI0ACBKOTO KarliTaaly, IIIO BIIAMBA€ Ha (POPMYBaHHSA MOTMBAIiTHOTO Oa3uCy BCiX PiBHIB € IilecnpsIMOBaHa,
I0CAig0BHA Ta IIparMaTU4YHa AiSIAbHICTh Ae@p>KaHUX OpraHiB BAaay, CIPsAMOBaHa Ha peaai3allilo BU3HA4YeHOI
CTpaTerili pO3BUTKY KpalHW, 3a0e311eueHHs 11 Oe3IleKu Ta MaKpOeKOHOMIYHOI crabiapHOCTI. Baxausoio
YMOBOIO € TaKOX CTBOPEHHs HOPMaTMBHO-IIPaBoBOI 0as3m, IO adalToBaHa 40 OCOOAMBOCTEN Ta peaAiil
eKOHOMIYHIX i coriaapHUX TpaHcdopmaliit B ymoBax AidXKuTaaizamii, yHOpMyBaHHsI TPyAOBMX BiAHOCHH,
30epesKeHHsI COLiaABHUX Ta iHBECTUIIIHUX TapaHTiil. /JAsl yperyaAloBaHHs Ta aKTuBisamil iHBecTMITiNTHOI
AiSABHOCTI 3aIIpOIIOHOBAaHO MOJeAb iHBECTHUIIIHOTO 3abe3IleYeHHs PO3BUTKY AIOACHKOTO KalliTady, IO
Hepe46aqa€ epepo3Ioaia iHBeCTULIVIHMX PecypciB y BiANOBiZHOCTI A0 Cy6’€KTiB iHBeCTyBaHHS Ta
OUiKyBaHUX pe3yAbTaTiB iHBecTuIiliHOro mpomnecy, ¢opM i KpuUTepiiB OLIHKM OKpeMUX CKAaAOBMX
AIOACBLKOTO KaIliTaly Ha pi3HMX eTaIlax >KMTTE€BOTO IMKAY, IO B CYKYITHOCTI (POPMYIOTH 3aralbHy MOJAeAb
¢inancyBaHH:I I0TO PO3BUTKY i BIATBOpEHH: Ha BCiX PiBHAX.

KaiodgoBi caoBa: imBecTuilii, iHBecTumiriHe 3a0e3leueHHs, AIOACBKMII KamiTaa, UuUQposa
TpaHcdopMaliis, AiaKuTasizaris.
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LOGISTICAL OUTSOURCING AS AN EFFECTIVE ENTERPRISE
ACTIVITY MECHANISM RISING

OLEG TKACH, LIuBOV HRYNIV, HALYNA MYKHAILIV

Abstract. The purpose of the article is to substantiate logistics outsourcing as an effective
mechanism for improving the efficiency of the enterprise.

The authors summarize the arguments and counterarguments in the scientific discussion on
logistics outsourcing as one of the best methods of optimizing resources in the activity of
enterprises, one of the important factors of modern business. Systematization of the results of the
research of scientific sources made it possible to identify the problems of outsourcing use in
various spheres of activity of economic entities. Systematization of studies of aspects of enterprise
management based on logistic approaches has allowed formulating the statement that special
value all over the world in logistics is devoted to outsourcing. For many years there is a tendency
in this area to transfer a part or all of the logistics functions to specialized companies and
outsourcing of logistics services is used by the vast majority of enterprises. Because, as higher the
level of consumption in the country, there is more need to involve in the supply chain the goods of
qualified logistics operators and transfer part of their operations to logistics outsourcing.

The authors estimate the logistic outsourcing of the enterprise of PE “VEGA LTD” for the
method of Yu. Zhelinskiy, which combines the change of income and expenses of the enterprise.
Based on the calculations, it is proved that outsourcing for PE “VEGA LTD” is profitable.
Therefore, it is advisable to use outsourced services not only for transport logistics but also for
other logistic activities of the enterprise.

In the process of investigating the problems of logistics outsourcing and its impact on the
efficiency of foreign economic activity of the company, the authors proved that outsourcing in
logistics is one of the most modern business models. The use of this approach makes it possible to
achieve significant competitive advantages in the activity of the enterprise. The main motives that
drive outsourcing of logistics functions are the desire to make the business manageable, reduce
transaction costs while obtaining quality service and profit. The results of the study are of practical
importance and may be useful to scholars interested in the study of logistical outsourcing, as well
as to the enterprises where outsourcing is most commonly used.

Keywords: logistic outsourcing, types of outsourcing in logistics, logistics providers, operators,
forms of cooperation of enterprises, logistics services.

JEL Classification: D24, E23, F15, M21, M31.
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1. INTRODUCTION

Competition aggravation and intensification in the different business processes, new information
technologies development and its universal using in all types of life and business activity, transaction
speeding up, life cycling obsolescence and abbreviation, consumers” demands and strictness rising have
made the Companies look over their strategies of business acts. These challenges caused qualified firms
attraction that some part of its own business functions including logistics were passed on.

Logistics outsourcing has taken a place in a practice of the many Companies independently from
the scale and type of activity that had taken the attention of the researches.

Today, the logistics outsourcing market is being under development wave because the quantity of
the new Companies have been founding and some percentage of them are looking for a qualified
specialist which could logistics functions manage outside of the Company.

2. THEORETICAL BACKGROUND

The terms and conditions of logistics outsourcing were widely described in the Western scientists
works such as P. Bagchi & H. Virum, J. Langley [1], B. Sahay & R. Mohan [2]. By these authors a content
was opened and scientific-theoretic issues summarized for all types of logistics outsourcing
implementation as an effective enterprise activity mechanism.

One of the popular resources optimization methods in the different activity spheres and basic
business providing factors is outsourcing.

The problems of outsourcing implementation providing in different types of Enterprise activity
were researched by number of local scientists, it was described in the works of the next scientists as
M. Dovba [3], V. Krasnoshapka & I. Trohumets [4], O. Tryfonova & N. Trushkina [5].

Outsourcing in logistics has special means all over the world. In this sphere a tendency has been
monitored of partial or all the logistics functions transfer to specialized companies and outsourcing of
logistics services is used by the enterprise majority.

As high demand in a country, a need arises for goods network organizing involve of qualified
logistics operators and transfer to one of the operation parts for logistics outsourcing.

The researches of enterprise management on a base of logistics in Ukraine were concluded by the
next scientists: T. Glushenko [6], V. Krasnoshapka & I. Trohumets [4], K. Zavgorodniy [7].

Notwithstanding the number of scientific work concerns about logistics and outsourcing cohesion
in the aspect of enhancement of enterprise competition rising and expenses decline in present,
innovative development model searching still is actual and one of this model presumes an
implementation of logistics outsourcing in enterprise management.

A. Pasichnyk [8], K. Bilovskyi [9], L. Hrytsyna [10], O. Tryfonova & N. Trushkina [5] were involved
in the research of transport logistics, logistics outsourcing and its development in the transportation
system, a transfer of logistics functions to outsourcing with a term of enterprise management
optimization.

Transportation, storage and assembling are the main points that have been transferred to logistics
outsourcing in Ukraine. These three logistics activity spheres make 85% of profit to logistics operators.

L. Hryniv [11] states that logistics is a key factor in enterprise management improvement, the
transportation flows as a local and international, including Ukrainian transit potential.

H. Mykhailiv [12] researched outsourcing implementation by the local Ukrainian enterprises like a
new type of cooperation that will permits to provide economic activity more effective, to release
additional resources and direct it for enterprise development and to strengthen the market competition
positions.

O. Tkach researched outsourcing as a modern method of different economic subjects cooperation
that permits obtaining the mutually beneficial results within a short period and a long period of time.
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3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

The article matter — motivating factors research, outsourcing advantages and disadvantages
implementation in Enterprise logistics, and managing decisions using the improving concern of
logistics functions passed to outsourcing on.

The research object is logistics activity of Vega Ltd. logistics system.

The subject research is logistics outsourcing as an effective Enterprise activity rising.

In this article, the research had been concluded concern with management decisions effectiveness
justification of logistical outsourcing implementation. In the process of logistics outsourcing expediency
researches the methods of scientific knowledge of phenomena and processes in economic activity, such
as comparative analysis. Within local and foreign scientists work summarizing, historical method (for
logical outsourcing means specification and with a purpose for driving forces and problems with
logical servicing raising in a modern enterprise activity; formal-logical method and summarizing
method (by the types of logistics providers definition and definition of cooperation by PL-provider
with a range of services); analyze and synthesis (within the estimation of possible risks from taken
decisions concern to outsourcing using); induction and deduction (within a typical model of definition
concern implementation of managing decision about logistics outsourcing possibility using by foreign
trade activity).

4. RESULTS AND DISCUSSION

In the modern changeable, dynamic, compatible terms of the external environment, there are many
of the Companies are looking for ways of improving all of the activity spheres. This also concerns its
logistics. The basic point of enterprise activity is a delivery network management of the products and
information current guarantee along with the whole enterprise delivery network. Thus, they are more
concentrated and specialized with a help of outsourcing activity, which is far away from its basic
business.

For a bigger number of enterprises, logistics is not a major business competence but logistics needs
a lot of resources and attention due to keep the logistics Department (Dpt.) functioning. Use to be an
own logistics Dpt. — does not mean a high level of logistics servicing and low level of logistics expenses.
In addition, hired managers demand wages constantly raising up that do not confirm desired results
and manager competencies. As a result, sometimes more profitable is to pass logistics outsourcing out.

Outsourcing in logistics activity means passing this activity out to a third provider, as a logistics
servicing supplier. As an outsourcer can be a separate enterprise or several Companies, thanks to them,
it is possible to decline the expenses to logistics.

With time passing by some enterprises came to the conclusion that without the cooperation of the
knowledgeable logistics specialists to improve the business process in this sphere is practically unreal.
Once the logistics were developed by the enterprise has invested money into the workers, the
warehouses, and so on, but with a time they came to the conclusion that logistics outsourcing is a more
optimal way for expenses decline. Outsourcing of logistics activity makes effectiveness rising from 9%
to 15% capacity and quality rising [13].

The enterprises in logistics use to take one of the two alternatives — either to provide logistics
functions by them or pass it out. The number of enterprises does not pass logistics services out concern
for some reason. They establish their own Dpt. It is usually happens in enterprises where for the owner
is important to keep the logistics schemes as unique.

Due to define the mean of logistics outsourcing some samples had been invented in the literature.
For example, Sink and Langley (1997) and Millen et al (1997) says, that logistics outsourcing is an
external supplier using for conducting some or all logistics services of the firm which are provided by
the firm. Those definitions are being kept by [14], which added that logistics outsourcing is getting
more force tendency in the modern enterprise because of the number of priorities are brought by. In the
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presented research all different propulsions and problems have been estimated with a connection of
logistics servicing rising.

Outsourcing is one of the successful business models which include passing non-basic functions
enterprise out and all the connected activities to outsourcer management.

With the connection of several profiles of this point such as logistics outsourcing (outsourcing of
logistics decision) is vied from the following theories:

1. Resources bound theory.

2. Network theory.

3. Transaction cost economy.

1. Resources bound theory (RBT).

RBT looks at the Company like resources totality which spread heterogeneous [5]. Hereby, the
meaning of logistics is defined as management optimization by the material and related its information
and financial flows. Term “resources” concerns not only material resources such as warehouses,
equipment, and factories but also non-material actives such as knowledge, know-how and
organizational activities. According to this theory, the Company needs to ensure the right type of
resources effective flow from its surrounding with the purpose of survival on the market, competition
rising and stability [4].

Logistics servicing transfer to outsourcing permits the Company to get access to a wide not owned
resources spectrum, to the keep competition on the market, and to obtain access to additional resources.
By the way, the fact of the additional resources access does not explain the reason fully why the
Companies transfer their own logistics services to the suppliers of logistics that takes to Network
Theory (NT).

2. Network Theory (NT).

The effectiveness of logistics activity is defined by component elements synergies effect of the right
established logistics network, logistics system and also system cooperation. The theory NT stipulates
that outsourcing permits the Company to manage the supply network as a whole through relations
forming and network coordination. Thus, a need is occurred by the resources exchange between of the
Companies [15]. This theory points out that thanks to system establishing, links creation, and
cooperation between Companies, they can obtain necessary (and absent) resources. Attention
concentrates on alliance forming between the Companies.

3. Transaction cost economy.

From the point of economy cost transaction theory, view the Companies logistics servicing transfer
was based on a sum of transaction minimization and production expenses. This theory is based on a
point that supplier logistics servicing outsourcing is to be happened when there was a possibility to
decline transactional expenses.

Stipulated principles are explained [8] and noticed that in a case of low transactional expenses the
Company will face to outsourcer service, if these expenses will be high the Company will provide this
activity by itself.

Hereby, this theory does not explain all the logistics processes and the connected decisions with it.

Basically, the reasons that make the functions transfer to outsourcing are the following;:

— own resources absent;
— limitation expenses needs;
— basic types of activity concentrated necessity;
— competitive advantages in obtaining desire.
Necessary to recall the next two reasons:
a) Company management does not know how to act:
— there is not a future perspective of further development of a present activity direction;
— the Company is starting to lose its own market advantage;
b) Management of the Company is not able to formulate an exit from a current situation.
On a whole, outsourcing is effective by following terms:
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— is worked out process with a history of successful and profitable contracts;

— gives a chance to obtain improvements which are not achievable by any of the departments;
— improves a Company activity and defined process;

— proposes expenses surveillance which is not possible by internal Dpt. acts;

— unpredictable expenses limiting;

— servicing quality improvement;

— permits to be a competitiveness;

— gives a possibility to concentrate on the basic types of activity and the sources of profit;
— is an effective method of corporative culture changes;

— proposes not reachable by inner Dpt. quality level;

— foreseen a flexible attitude to workers quantity;

— gives an opportunity to improve their own knowledge.

Very often mean of “outsourcing” is used in the context of problem-solving “to produce” or “to
buy” [16]. But today the mean of outsourcing coming out from its common means — as a method
business providing when second types of Company activity are passed on to the external organization.
This organization is able to use all given resources by the interests of the Company’s customer.

The present experience testifies that outsourcing implementation has a reason in the following
cases:
need has occurred as for labor and material resources;
activity of the Company in different directions is not connected with each other;

— job accomplishment requires to use experience and professional knowledge;
— company activity is undone survival of different market fluctuation that led to high expenses for
stuff education;
— technology is changing so fast, that demands big investments.
In addition, outsourcing is considerable expenses control. Its realization ensures:
— more serious expenses transparency for business management and its process;
— service-provider involves the own stuff for the project’s realization as necessary;
— cooperation of organization with service-provider ensures expenses decline which is used for
infrastructure and tools etc.
The specialists use to separate some type of outsourcing as following:
— business-process outsourcing: foresees the delegation of the task that is not a concern to a main
type of work for implementation by another Company;
— productive outsourcing: for an instant, new product creation with implementation by another
Enterprise service;
— IT outsourcing;
— bookkeeping outsourcing;
— out staffing; submitting the stuff for a period to some separated tasks providing.
Commonly, outsourcing is used for entrepreneur’s support and development. These are:
— scientific research and analytical work organization according to Company points;
— entrepreneurial education;
— infrastructure organization development program had been invented for small and medium
business support;
— inventing practical manuals and training materials by special directions.
Due to the stipulated work algorithm, a Contract between Company - Customer and outsourcing
Agency has been accomplished where the following information is mentioned:
1. Names, addresses of the Parties; terms of the Contract; description of the Customer acts are
transferred to management by accepting Party.
2. Management manual, rights, and obligations are confirmed for each manager.
3. All types of characteristics are to be passed on to the responsibility of the Supplier according to
the Contract including Dpt'’s are to be left in the client organization.
4. Contract terms for validation and termination.
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5. Negotiations terms concern the Contract prolongation.

6. Risks/profit distribution terms.

7. Problems solving terms which could arise under the acts of external (force majeure) acts, for
instance, low change and the ways of influence toward Contract implementation.

8. All payments and compensations characteristics belong to the service supplier and Client.

Outsourcing is a new progressive activity management organization which that ensures the not
related to basic production functions transfer to the specialized Companies with qualified staff (8).

Local Enterprises outsourcing implementation is:

— a new type of production which permits the Enterprises to provide economic activity more
effectively, to release additional resources and direct it for Enterprise development and make the
strongest competitive position on a market;

— the point of economic effectiveness outsourcing implementation improvement needs to be further
developed including Ukrainian law system development in these directions and also the mechanism of
outsourcing supplier reliability settlement.

Outsourcing is at the beginning level in Ukraine and gives a possibility to use it as a base for system
management improving the number of the Enterprises which have not been providing a similar
experience.

We think that logistics is more perspective sphere that is enriched by progressive and aimed to
oriented professionals who are ready to adapt to new management instruments implementation and to
risk with a matter of strategic targets achievement.

Outsourcing is a modern type of different economic subject cooperation that gives a possibility to
obtain positive mutual results within a short time and long periods. In the developed countries and
Ukraine so this cooperation has rising the chances and perspectives of high economic development. By
this, is important to define for any of the Contract and terms outsourcing which means optimal type.

In Europe the value of logistics functions are transferred to outsourcing Companies such as 61%
transportation service; 35% - warehouses; 25% - information system; 15% - revers logistics; 13% - fleet
management; 11% - costs minimization; 8% - supplier management; 6% - order scheduler sheets; 5%
customers support.

The main obstacle for outsourcing development in Ukraine is the lowest state support, the
impossibility for effective control for an outsourcing provider, and its economic status. One of a
drawback is partnership relations which happened could be unreliable.

Also, the obstacle in the process of logistics outsourcing can be logistics infrastructure absence.
Logistics infrastructure development gives to the Western Countries not only to ensure their own needs
by transport - logistics servicing but also gives them to other Countries. Ukrainian transit potential is
used only for 60%. The income from the transit and coherent servicing complex is 6% GIP. Because
ineffective use of Ukrainian potential occur that the Country did not receive 2.5 mln. usd. [11].

In addition, outsourcing progression state support is pretty important in modern economic
conditions [1]. For example, India and Ireland are the world leaders in the outsourcing market thanks
to State support and state structures of development. Despite the obstacles on the outsourcing
development way in Ukraine, there are some advantages which support the outsourcing operations
providing, thus low wages compare with Europe and the USA, a high unemployment rate of qualified
staff; ability to communicate in foreign languages.

Outsourcing is an influential factor concern with Companies effective operations. It is the main
element for expenses reduction. Also outsourcing influences concern to enterprise’s competitive
position.

Priorities and disadvantages of outsourcing are stipulated concern to economic activity [10].

The common advantage of logistics outsourcing includes the following points:

— risks clear distribution;

— business-process and ways of its effectiveness rising;

— expenses quantity shorting thanks to staff quantity reduction.

These are management advantages of logistics outsourcing;:



Logistical Outsourcing as an Effective Enterprise Activity Mechanism Rising 103

— management control improving capability;

— growing potential definition possibility and all the possible obstacles cancelation;

— perspective to locate attention and necessary resources on the main activity like a customer
demands and company targets concern to the technical-technological advantages necessaries;

— high-level mission accomplishment access and necessary technology using;

— reliable servicing and quality rising.

Due to implement logistics outsourcing in Ukraine is necessary to avoid the obstacles that cause its
unfavorable development.

These obstacles can be: uncertainty concern to Company secrets announcing by involved stuff,
uncertainty concerns stuff professionally. Thus, the managers are not able to trust to other Companies
do not take into consideration that these Companies thanks to narrow specialization are supported by
the qualified staff which has been cooperating with many other Companies and implements their
experience in the different spheres of activity.

In a case of an implemented decision by the Board of Directors is necessary to understand how will
tide the Company up with the future Partner. It means what kind of cooperation the Company has
been looking for: for hierarchical or market-oriented.

By hierarchical cooperation very tide interdependence is aroused, in practice it means cooperation
between main and daughter Companies.

In the case of mutual work organized by the type of external partnership it’s being qualified as a
market-oriented.

Very important is the fact for what period these links are established: long term or short term or it
can be made for once.

It is necessary to consider: as much number of the Enterprises are to be involved in cooperation [6].
Additionally, in the case of long-term cooperation to conceal the Contract is more difficult. It can be
possible only in the case of big expenses costs.

Necessary to consider, the decision about outsourcing cooperation is big influence on enterprise
structure. That is important to be prepared properly and estimate all advantages and risks properly.

In this cooperation, the Contract forms are very important because in case of nonfulfillment
obligations the Parties will require losses compensation [17].

All expenses are aroused within some business-project conducting control could be estimated only
approximately and this is a big drawback. The quality problems can be regulated basically by a number
of acts implementing toward quality management for example logistics data.

Some instruments are to be involved for the expenses analyzing due to display the separate
expenses for each provided decision and evaluate it.

Logistics providers — enterprises make logistics servicing complex. Different providers are different
by technological level and servicing range [18].

The first level logistics includes internal logistics where all transportation, storage service, and other
operations are to be concentrated inside of the organization — Customer. 1PL-providers are not logistics
intermediary, because all functions are to be made by cargo owner (Fig. 1).

Second level logistics are external (2PL) and make ordinary servicing range which links to
transportation and storage. 2PL-providers are logistics intermediaries.

For above mentioned could be transportation Companies; custom brokers; expeditors; custom
warehouses; temporary storagy; agents; warehouses complexes and cargo terminals.

2PL providers have a narrow specialization but nevertheless, they have checked database and work
experience in some spheres. Second level providers work on the local or regional markets.

Third level logistics (3PL) are external logistics that cooperates to all logistics services into one
complex and includes additional services such as cargo storage, invention and design of different
information systems with a helper using servicing.

3PL-provider is commonly called an intermediary which gives the logistics services complex to the
customer. This type of Enterprises takes into own control some or all logistics functions. These logistics
intermediaries commonly work within interregional areas on the bases of long terms Contracts.
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Fourth level logistics (4PL) cooperate by external and internal logistics. 4PL providers main
difference from 3PL system attitude implementation toward all customer logistics process
management. These logistics providers work on the world market in terms of strategic partnership.

Fifth logistics level (5PL) — internet logistics. 5PL provider submits the whole complex of the service
for an account of world network using. This is a vertical partner: from one side he has all information
about the network member’s capabilities, from another — IT product which gives a possibility to create
the optimal network inside of the logistics systems.

5PL virtual logistics outsourcing

4PL partial logistics outsourcing

3PL comprehensive logistics
outsourcing

2PL partial logistics
outsourcing

1PL logistical

sourcing

Fig. 1. Interconnection of the PL-providers with services range. Source: [19].

Logistics services suppliers’ differentiation is made based on a partner’s qualification definition of
the separate sector and all different types of aroused situation. At the beginning of the cooperation
stage the logistics services supplier is being held as the subcontractors, in an innovative attitude in a
process of cooperation they look like “co-authors” and “designers” or “managers” of the delivered
network. In the figure 2 the characteristic of the main logistics services basic supplier were presented.

5 PL Manage all
participants in the
supply chain in
collaboration with e-

/ 4 PL Managing the entire supply chain \

3 PL Management of a complex of services

2 PL Management of transport operations

1 PL Production Logistics Management

Fig. 2. Logistics services type’s supplier characteristics. Source: developed by the authors.
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Having being existing scientific theses analyzed the researches testify that main attention is made
toward the Companies consume the logistics services, but not big attention are to be paid to
outsourcers are providing these services. Logistics effectiveness and Enterprise effective activities are
defined by a term of effective cooperation by all the processes parties.

Foreign trade activity foresees the Enterprise activity out of the native country, which has been
accompanied by the risk and uncertainty rising. These are defined for foreign market logistics
outsourcing using.

In the case the Enterprise has trade-economic connections with the foreign trade suppliers or has a
plan to come out to the foreign markets with own product the necessity has been aroused for looking
out to a staff are able to provide the above processes. In case of Enterprise strategic orientation to
foreign markets is necessary for own Dpt. establishing with the international specialists in it. But in
case, when the necessity of foreign trade activity is aroused only sometimes, to keep working this Dpt.
is unjustified expensive. The best way to dissolve this problem is foreign trade outsourcing.

Foreign trade outsourcing has foreseen organizational and technical processes transfer connected
with imported goods buying and export sale to aside Company — outsourcer. This method priority is
additional recourses release of the Company (financial, labor, timing) which can be directed to
production and business. In nature, logistics outsourcing means to authorization specialized aside
Company all the type of works connected with foreign trade activity.

Outsourcing advantages by foreign trade activity:

1. A better understanding of the market and consumers market features (tastes and consumers
preferences).
2. Expenses shortage for Company establishing, office opening and wages, taxes payments.
3. Wide range receiving of the logistics services.
4. Products sale rising and sale Enterprise foundation as a result.
5. Deduction (nonpayment) of some foreign currency payments, customs procedures.
Logistics servicing providing by foreign trade activity:
— foreign supplier selection and commodity buying;
— paperwork;
— commodity storage organization with a complex of satellite services;
— balance keeps checking in real-time;
— foreseen and readiness for demand growing;
— commodity moving control by WMS online system;
— transportation logistics and commodity insurance by foreign trade operations are to be made by
outsourcers;
— foreign contracts preparing and management;
— customer and brokers servicing;
— export and import permission preparing;

commodity certification;
— most trading effective scheme selection;
work with regulated bodies;
foreign currency regulation;
— VAT payments and other types of payment.

Custom clearance needs professional and experienced staff. This complex permits the invention of
the best version of delivery organization and custom clearance.

Thus, logistics outsourcing permits the Company to minimize expenses, raise a work effectiveness
concern to foreign partner searching, to speed the process up thanks to transportation points solving by
the complex. Taking into consideration the validity and difficulty of this point, taking management
decision concern outsourcing implementation into enterprise foreign trade activity needs to be carefully

weighed and justified. This management decision implementation process is made in the terms of
uncertainty. It makes the process more difficult and reduces the effectiveness of the accepted decision
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[20]. Within a need stipulation by logistics outsourcing a model decision making is proposed about
logistics outsourcing implementation by foreign trade activity providing (Fig. 3).

According to Figure 2 this decision-making process has to be made in two stages — preparatory and
basic. On the preparatory the tasks are to be defined including foreign trade activity development;
enterprise expenses optimization thanks to logistics outsourcing implementation, additional outcome
receiving, and foreign partners searching. All these tasks can be solved successfully by outsourcing
implementation.

On the stage of existing enterprise advantages is necessary to define logistics functions, and
activities ranges which can be passed into outsourcing out, besides this concern to transportation
logistics, foreign partners searching and custom clearance. These functions transfer can be full (all
enterprise logistics functions passing out into outsourcing) or partial (only some functions, for example,
transportation logistics).
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Fig. 3. Management decision making concerns to logistics outsourcing implementation possibility

by foreign trade enterprise activity. Source: designed by the authors on the base of [21].

The next stage requires a perfect estimation of possible risks from decision-making concerns to
outsourcing using and also from its economic validity. Within these instruments can be used
Mc. Kinsey model: “Price watehouse Coopers” methodology, BCG model (proposed by Derting),
Khlebnikov outsourcing matrix, Y. Mitrophanov proposed matrix, M. Tatjanok Methodology,
Y. Zhelinskyj methodology.
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Name of ]
.. The parameters that the technique takes
methodology Characteristic .
into account
author
Outsourcing is to made on the basis of:
1. Export evaluation of involvement to
technological network for consumer’s value
creation.
2. Profitability of non-profile activities from the . G, . .
. . . Displays two criteria’s: non-profile actives
Mc. Kinsey view of the clear expenses and Enterprise outcome | . .
o involvement to technological network
model contribution.

Thus, business process separation according to the
reasons: “profitability” and technological process
involvement”.

This methodology gives a possibility to reveal non-
profile and unprofitable process and Dpt.

concerns to consumer value creation

Price waterhouse
Coopers (20)

Matrix has two factors: active importance and
active strategic importance. Options of these facts
combinations in the matrix give four options of a
solution. Combination of a low strategic
importance and competition actives importance
transfers the Dpt. functions factors to an aside
organization

Analyze had been made based on
comparison parameters — “active
compatible importance” and “strategic
importance of Dpt. for Enterprise and
separates four types of decision making

BCG outsourcing
matrix

Permits to provide business processes separation
expediency outsourcing analyzing according to the
following elements — strategic influence; financial
influence, business — influence; business - risks

Analyzing is to be provided based on five
elements: financial elements; strategic
influence; business — influence, business —
risks

D. Khlebnikova

Two factors instruments analyzing: the analysis is
to be made by two basic factors: “strategic
importance” and “competencies quality compare
with competitors and market totally” which are
estimated by three levels.

This matrix of outsourcing is a method of object
review separation to 3x3 matrix segments, by which
can be a separate proceedings Dpt., type of work
toward to a separated specialist, the carrier of a
competence.

This method is to be differenced by estimation
criteria scale. In the case of data separation by the
matrix field the variants are to be produced of
decisions making.

In the two measurements matrix were
given: strategic importance, competencies
quality /works/, the results compare with
existed on the market.

Strategic importance has its own
components: technological involvement
which considers some type of Enterprise
activity: profitability factors; owner
intentions; social — economic and political
aspects of possession.

Outsourcing matrix horizontal scale is —
competencies quality/works/ results
compare with existed on the market. Due
to estimation, the matrix is necessary:

To understand that the Company makes
the goods are buying;

To know which competency confirms the
business and to answer a key question:
why makes it important to analyze real
stuff competencies;

To analyze competitive environment;

On the infrastructure analyzing base to
define market terms;

To give a possibility to make a
transformation

UBS (21)

Business functions separation on the decision to
outsourcing is to be made with a decision-making
matrix invented by IBS consulters.

By axis X the matrix is made service value relation
inside of the Enterprise to the value of the same
value on the market; by axis Y — business-functions
quality characteristics compare with the market. By
this result, the matrix is being divided into nine

Outsourcing matter is to be considered by
four important aspects:

Strategic priorities economical
effectiveness;

Services management transferred to
outsourcing;

Reliability and risks
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Name of
methodology Characteristic
author

The parameters that the technique takes
into account

segments, each of the segment confirms one from
the fourth conclusions:
Outsourcing implementation

— Refusal from the own Dpt. and buying the same
goods on the market;

— Development — improvement of business
functions for the quality raising services or cost
reducing;

— Development or outsourcing — two decisions are
possible (advantages depend from Enterprise
policy to considered business-functions separation
— business function is compatible and can be
separated in different business for profit receiving,.

Outsourcing effectiveness is the sum of outcome
and expenses in a separate sphere of activity. The
changes could be positive and negative but sum of
the needs is to be more than 0. The difference Enterprise profits and expenses analyzing
between total incomes and expenses after

Zhelinskogo
methodology

outsourcing implementation needs to be bigger
than the difference in the profits and expenses

Tab. 1. Compatible characteristic methodology of evaluation management
decision making concerns to logistics outsourcing. Source: formed by the authors.

The methodology method permits to make estimation by the parameters complex. It does not
consider the human being factor within transferring of the own Company management functions to the
management by aside Enterprise.

The risks (the disadvantages) of logistics outsourcing implementation are to be arisen by the
following cases:

- big value of the expenses rising with a connection of a process and the functions to outsourcing;

- big value of expenses are used with the purpose of survival cooperation with the suppliers which
supply outsourcing services;

— non foreseen ability of outsourcing Company bankruptcy;

— professional ability improving the another Enterprise than own stuff;

— limitation of logistics outsourcing juridical regulation definition.

By definition of logistics, outsourcing effectiveness is necessary to consider the alternative value
that is the possibility of released finance using for another Company activity. It is advisable to use the
only partial transfer (some separate logistics functions) to logistics and to raise the activity in the future
by a term of effective cooperation. Besides, on all levels of outsourcing implementation in logistics is
necessary to use a comprehensive control and results in evaluation of logistics outsourcing
implementation.

The most important factor by Enterprise logistics system outsourcing is the effective organization of
economic activity.

According to management decision making invented model concerns logistics outsourcing
implementation by enterprise activity calculates outsourcing implementation effectiveness. For this, we
used Y. Zhelinstskiy methodology [9].

According to this methodology for outsourcing effectiveness evaluation the sum of incomes and
expenses needs to be calculated in the enterprise activity spheres after and before outsourcing
implementation. As a result, the difference between total incomes and expenses after outsourcing
implementation needs to be more from the difference of incomes and expenses before outsourcing
implementation.

Formula is to be developed:
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P1 - total incomes before outsourcing implementation;

Vi- total expenses before outsourcing implementation;

P2 — total incomes after outsourcing implementation;

V2- total expenses after outsourcing implementation.

Logistics outsourcing evaluation of Vega Ltd. provides with a method where changes of Enterprise
incomes and expenses are combined.

This methods group confirms to common attitude for result evaluation based on incomes and
expenses changes and is very simple for use.

Private Enterprise Vega Ltd. has been established on May 08, 2008. The main activities consist of:
wholesale of wheat and animal feeds, vegetable oil for technical purposes and truck service. 20 workers
work on this Enterprise.

The Enterprise sales the products as in the internal market and provides foreign trade activity.
Export of the commodities has been providing to Lithuania, Estonia, Poland, Czech Republic,
Belorussia and Moldova but not exceeding the products sale on the external market because of tough
policy and EU quotas. In EU Countries a biodiesel is produced from vegetable oils and from second
raw materials such as a press an animal feeds are made which afterward are coming back to Ukraine as
a premixes and a protein — vitamin-mineral supplements.

Additionally, the Enterprise gives a service of trucking of liquid, bulk, cargo and assembled cargos
to the countries such as: Austria, Germany, Nederland, Greek, Bulgaria, Romania, Czech Republic,
Slovakia, Poland, Latvia, Estonia, Moldova, and Belorussia. The oils, juice concentrates, jams, wheat,
wood products, parts of furniture, fire wood and the pallets are exported from Ukraine. The mineral
fertilizers, metal sheets, animal feeds are imported into Ukraine.

Among the basic negative factors influences Enterprise work are corruption on a custom,
Ukrtranssecurity corruption that connected to Poland and Austria issuing permission; credits
involvement with a high rate.

The Enterprise has an intention to make transportation logistics outsourcing with a Polish
Company which provides dispatching services, minimizes an empties trucks running that influenced
on transportation Dpt. within long period of time and expenses caused. In the future this Enterprise
plans to pass goods sales out to a foreign market for outsourcing.

Due to understand a reason and main of transfer some function by Vega Ltd. to outsourcing let’s
see the following example:

A truck (type DAF and truck tanker) makes move for a route — Chortkiv (Ukraine) — Orkhly
(Moldova) — Voljkersdorf (Austria). From Moldova to Austria a juice concentrate is transported.

To calculate an expenses: 24mt. x 110 euro (1 mt. transportation cost) = 2640 hrn. x 26,9 (euro
exchange rate)

1. Fuel — 1000 km x 0,38 (consuming with cargo) x 26,9 (exchange rate) = 10222 hrn.

2. Insurance (green card) = 2000 hrn.

3. Permits:

— Moldova (1 pcs.) = 500 hrn.
— Transit via Moldova through Ukraine = 2690 hrn.
— Poland (1 pcs.) =190 hrn.
— Czech Republic (1 pcs.) =170 hrn.
— Austria (2 pcs. — entrance/exit) = 610 hrn.
4. Payment a truck transit with ecological secure class not lower than Euro 5.
— Moldova -0 hrn;
— Poland - 880 km x 0,27 zl. = 338 zl. x 6,357 (exchange rate) = 1513 hrn.
— Czech Republic 340 km. x 3 cor. = 1020 cor. X 1,07 (exchange rate) = 1091 hrn.
— Ausria 202 km. x 0,4 euro = 81 x 26,9 (exchange rate) = 2179 hrn.

5. Driver wage — 71016 x 0,14 (percentage wage) = 9942 hrn.

6. Taxi driving — 1000 km. x 0,22 (fuel consuming without cargo) x 26,9 (exchange rate).

7. Truck amortization for one route —4810 hrn.
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8. Bookkeeping, director’s wages, 2 mechanics wage, office manager wage with taxes — 750 hrn. per
one route.

Total expenses for the route are 42 588 hrn. Before Enterprise was planning to transfer logistics to
outsourcing the truck had been returning to Ukraine without cargo that was making the profit lower
and caused the losses sometimes.

Thus, calculate an outcome before transferring logistics to outsourcing;:

71016 — 42585 = 28431 hrn. cleaned profit.

The trucks are coming back with the other loads after faced with outsourcing. Let’s look at the
sample: the truck is backed from Austria and The Czech Republic was loaded by glycerol 24 mt. x 95
euro/mt x 26,9 (exchange rate) = 61 332hrn.

A route Volkerscdorf (Austria) — Znajmo (Czech Republic) — Dybno (Ukraine).

Expenses calculation:

1. Tank cleaning - 140 euro x 26,9 (exchange rate) — 3766 hrn

2. Expenses for the route Volkerscdorf (Austria) - Znajmo (Czech Republic) = 170 x 0,22 (fuel
consuming for 100 km without cargo) x 26,9 (exchange rate) = 1006 hrn.

3. Expenses for the rout Znajmo (Czech Republic) - Dybno (Ukraine):

905 km x 0,38 (fuel consuming for 100 km with cargo) x 26,9 (exchange rate) = 9251 hrn.

4. Custom duty for entrance to Ukraine — 620 hrn.

5. Driver wage — 8300 hrn.

6. Tank cleaning 2 — 1600 hrn.

7. One route track amortization 4810 hrn.

8. The wages of bookkeeper, director, two locksmith office manager, mechanic with the taxes — 750
hrn. per one route.

9. According of the logistics outsourcing Contract N1608/18 dd.01.08.18. outsourcer receives 10% of
profit from the cargo founded by him without expenses connected to truck taxi to a place of loading.

Thus outsources profit is 61332 — 1006 (gas consuming for the rout Volkerscdorf (Austria) - Znajmo
(Czech Republic) — 60326 x 10% - 6033 hrn.

Gross expenses for this route are 30576 hrn.

Cleaned profit for this route is 28431 + 30756 = 59181 hrn.

E = 59187 — 28431 = 30756 hrn.

From above mentioned — the profit is growing after logistics transferring to outsourcing. It means
for Vega Ltd. outsourcing is profitable.

Let's make a forecast for Vega Ltd. to 2020 with two variants of development — without
transportation logistics transfer to outsourcing (variant 1) and in case of outsourcing Contract
implementation to Enterprise transportation logistics (variant 2).

3000000 1893984
- ,.
2500000 _ -
2000000 1183740 -
»
1500000 -~
P 909792
1000000 473496 »
- = 568620 —
500000 0 - = 227448
-
- -
0
January 2020 April 2020 July 2020 October 2020

——@—= Before outsourcing == @== After outsourcing

Fig. 4. Profit rising forecast to 2020 without outsourcing and by the logistics transfer to outsourcing, hrn.

Source: formed by the authors.
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The truck for one month makes 4 routs. Per one year the truck works 9 months. For this period the
truck makes 4 x 9 = 36 routs.

In the case for one route the profit is 59187 than one truck for 36 routs makes 59187 x 36 = 2130732
hrn.

Enterprise transportation logistics effectiveness calculation is submitted in a table 2 with a
possibility of any type of development.

Data Variant 1 Variant 2
Expenses (1 rout) 42585 30756
Cleaned profit (1 rout) 26431 59187
Cleaned profit (a gear) 1023516 2130732

Tab. 2. Two variants of the Enterprise logistics activity data, hrn. Source: formed by the authors.

In winter months with the weather matters, the truck will not be involved for any of the services.
The first working month would be — a march. For March and April the truck make routs. Thus, (picture
4):

variant 1 - the Enterprise would get a profit — 26431 x 8 = 227448 hrn.

variant 2 - the Enterprise would makes a profit 59187 x 8 = 473496 hrn.

In the same way Enterprise approximate profit to another months: up to July and October.

July:

— variant 1 26431 x 20 = 568620 hrn.

— variant 2 591187 x 20 = 1183740 hrn.

October:

— variant 1 — 28431 x 32 = 909792 hrn.

— variant 2 — 591187 x 32 = 1893964 hrn.

So, outsourcing is profitable for Vega Ltd. That is why it is a reason to outsources services using not
only concern to transportation logistics but for another enterprise activity.

5. CONCLUSIONS

During the research of logistics outsourcing and its influences on foreign trade Enterprise activity
the following conclusions were made:

1. In logistics activity, the outsourcing is a modern business - model. This implementation attitude
gives a possibility to get the utmost competitive advantages in Enterprise activity. Basic motives caused
for logistics functions transfer to outsourcing are: to make business more manageable; to reduce the
transaction costs and within this to obtain a profit.

2. Due to define a necessary of second functions transfer to outsourcing is necessary to take into
account all positives and negatives sides of this activity.

By the outsourcing process development, the positive and negative factors have been operating as
well. But there is a matter that the most important limitation has to be an economic profit and its use.
Because there are many cases when to transfer to external management other functions is not
reasonable.

Possibility for the Enterprise - Customer to concentrate the trade activity by the own forces within
basic directions of business is most advantage of outsourcing, that is only why the Enterprises second
functions transfer to other specialized Companies lowering the servicing expenses of business-project;
provision of favorable conditions and world class of services, outcome rising, foreign currencies
welcoming.

3. For modern Enterprises problem is actual logistics outsourcing implementation. The calculations
were made concern to research Enterprise logistics transportation outsourcing effective using present
the advantages of these steps.
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The foreseen for 2020 year with two tips calculation (with using of outsourcing and without)
indicates for the bigger opportunity for profit dynamic of the Enterprise.

4. Thus, a transition to logistics outsourcing — is a strategy that is directed for profit and
competitiveness rising by long term period. During outsourcing implementation in Enterprise logistics
the Enterprise received a possibility to concentrate the resources within profiled business and do not be
involved in establishing and supporting of an infrastructure unconnected with it.

5. At present, within a transfer of logistics business - process to outsourcing analyze is necessary
for each of the cases. The outsourcers - enterprises expenses present a necessity to account the number
of terms and factors with a matter to make an outsourcing project successful for the Customer and
Outsource — Company.

The concrete analyses help to clarify in which directions outsourcing implementation are more
effective and resources saving with outsourcing help give a possibility not only to survive in the crisis
conditions but to get a success.

Using of the considered and improved models and attitudes will help to raise a relevant
management decisions anyway, but hardly make the process of decision making easier.
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Txau Oazer, I'punis A00608, Muxaiais l'aamza. ZorictmaHMil ayTcOpcuHT sIK e(peKTUBHMII MeXaHi3Mm
AisgapHOCTI mignpuemcrsa. JKyprar Ipuxapnamcoxozo ynisepcumemy imeni Bacurs Cmeparuxa, 7 (3) (2020),
97-114.

Mertoo craTri € OOIpYHTYBaHHS AOIICTMYHOIO ayTCOPCUHIY sIK eQeKTUBHOIO MeXaHi3My
HiABUIIIEHHsT e(PEKTUBHOCTI A151ABHOCTI HiAIIPUEMCTBA.

ABTOpU y3araAbHIOIOThL apTyMeHTM Ta KOHTpapIyMeHTU B HayKOBill AMCKYCii 11040 AOTiCTUYHOTO
ayTCOPCUHIY SIK O4HOTO 3 HalIKpalllX MeTOAIB ONTUMIi3alil pecypciB y AisLAbHOCTI HiATIPUEMCTB, OJHOTO 3
Ba>KAUBUX Cl)aKTOpiB Cy4acHOTO 613Hecy. Cucremarusaliiss pesyAbTaTiB A0CAiAKE€HHSI HayKOBMX /JKepea
A03BOAMAA BVABUTU IIpoOAeMM BUKOPUCTAHHSA ayTCOPCUHIY B PpisHmx cdepax gisapHocTi cyO'eKTiB
rocriogapiosadss. CucremaTusallist A0CAiA’KeHb acIeKTiB VIpaBAiHHA IiAIIPUMEMCTBOM Ha OCHOBI
AOTICTUYHMX TiAXOAIB 403BOAMAa CPOPMYyAIOBATH TBEPAKEHHA IIPO Te, IO 0COOAMBE 3HAYEHHs Y BCHOMY
cBiTi B AoTicTHIII NpMAiasgeThCa ayTcopcuHTy. IIpoTsarom OaraThoX pOKiB y IIiii Taaysi CIIOCTepira€ThCst
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TeHAEHIIisl 40 mepeAadi yacTuHM abo BCiX (PYHKIIiN AOTiCTMKM cIleriaai30BaHMM KOMIIaHIsIM, i ayTCOpCUHT
ZOTICTMYHMX ITOCAYT BUKOPVCTOBYEThHCS ITepeBakHOIO OiabricTIo mignpueMcts. OcKiabKy, i3 BUIIMM piBHEM
CIIOXKMBAaHHA B KpaiHi, BUMHMKa€ OiabpIllla HEOOXiAHICTh 3aAydaTu A0 JaHIIOTa IIOCTaBOK TOBapu
KBaAi(iKOBaHMX AOTiCTUYHIX OIIEpaTOPiB Ta ITepeBOAUTH YaCTHHY IX OIlepallill Ha AOTiCTUYHNIT ayTCOPCHUHI.

ABTOpU OUIHIOIOTh AOTiCTUYHMUIT ayTcopcuHr mignpmuemcrsa IIIT “BETA ATA” 3a Metoaom
Keaincekoro I0.A., Axuii moegHye 3MiHy goxoais i suTpar miampuemcrsa. Ha migcrasi pospaXxyHKiB
AoBegeHo, 1o ayrcopcuHr aast IIT “BETA ATA” € exkoHomiuHO goniapHimum. Tomy edekTnsBHO
BUKOPWCTOBYBaTU IIiAPAAHI IIOCAYIM He AUIIE AAs TPAaHCIOPTHOI AOTICTMKM, a M AAsl IHIIOI AOTiCTMYHOI
AlSLABHOCTI I AITPUEMCTBA.

Y mporeci gocaigxeHHS IpoOJeM AOTiCTMYHOTO ayTCOPCHMHIY Ta JOrO BIIAMBY Ha e(eKTMBHICTDb
30BHIIITHbOEKOHOMIYHOI AifIABHOCTI KOMIaHIil aBTOpM A0BeAlM, IO ayTCOPCHHI Yy AOLICTUIIL € OAHI€I0 3
HalicyJacHimmmx Oi3Hec-MoJeaelt. BUKopucTaHHsI IIBOTO MiAX0AY Ja€ 3MOTY AOCITTU 3HAUHNMX KOHKYPEHTHMX
repesar y AisiapHocti nignpueMcrsa. OCHOBHUMM MOTMBaMM, IIO OOYMOBAIOIOTh ayTCOpPCUHT AOTiCTUYHIX
$yukuin, e€: OaxxkaHHA 3pobuTH OGizHEC KepOBaHMM, 3MEHIIUTY TPaHCAKIiHI BUTpaTH IPU OAHOYACHOMY
OTpUMaHHi sIKiICHOTO 0OCAYyTOBYBaHH: Ta IPMUOYTKY. PedyabpTaTi 40cAiAKeHHs MalOTh IIPAaKTUYHe 3HAYeHH i
MOXYTh OyTM KOPVMCHMMM HayKOBIIAM, 3allikaBA€HMM y BUBYEHHI AOTiCTMYHOTO ayTCOPCMHIY, a TaKOX
MiAIIPUEMCTBaM, A€ ayTCOPCUHT BUKOPUCTOBYEThLCS HalyacTime.

Kaio4goBi caoBa: A0oTicTMYHMII ayTCOPCMHI, BUAM ayTCOPCMHIY B AOTiCTMIN, ITOCTa4yaAbHMKI
A0TicTHKY, ontlepatopy, GOPMMU CIiBIIpalli MiATPUEMCTB, AOTiCTUYHI ITOCAYTH.
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MECHANISM OF TRANSFORMATION OF AGRICULTURAL
ENTERPRISES IN TERMS OF INNOVATIVE DEVELOPMENT

DIANA SHELENKO, IVAN BALANIUK, LIUDMYLA SAS, PETRO MATKOVSKYI, IRYNA
KOZAK-BALANIUK

Abstract. The mechanism under study should be aimed at introducing innovative approaches to
the modernization of technical 1 and technological cycles of production and economic processes,
strengthening the competitive position of enterprises in the agrarian market and overcoming
internal and external institutional barriers to enterprise development by suppressing irrational
institutional influences on the functioning. The purpose of this study is to substantiate theoretical
and methodological foundations and to develop applied approaches for implementing the
mechanism of transformation of agricultural enterprises in a competitive environment. The
scientific novelty of the obtained results lies in the substantiation of the mechanism of
transformation of agricultural enterprises, which includes such components as: information and
analytical tools (monitoring of the economic environment, verification and systematization of
information data, establishment of essential laws and relationships, the formation of information
bases of decision making, management, design-testing apparatus (designing a perspective plan for
the transformation of agricultural enterprises, pilot testing of the target project of the proposed
changes in the organizational and legal form of management, adjustment of the project of
transformation of enterprises) and implementation-block (formation of innovative structures of
agricultural enterprises, ensuring the sequence and consistency of implementation of target
changes, minimization of conflict environment in the process of transformation in balancing the
duties, process responsibilities and responsibilities in terms of the structural components of the
new organizational and legal system). The social and economic effect of this mechanism is
achieved through a synergistic effect obtained through the functional interaction of enterprises that
are able, however, to work autonomously. The practical significance of the mechanism is
manifested in the ability to generate comprehensive management support in the process of
transformation of agricultural enterprises, taking into account the specifics of a particular
organizational and legal form of management in a competitive environment of their operation.

Keywords: agricultural enterprises, transformation, integration, mechanism, monitoring.
JEL Classification: F15, .25, O13.

1. INTRODUCTION

The market environment encourages agricultural enterprises to find ways to strengthen their
position in the industry (market). Competition and the desire to function effectively necessitate
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constant innovative development of economic entities. Innovations are related to technological
progress. The innovative potential of the enterprise is formed by a set of appropriate resources that
create conditions for its movement in an innovative way. The ability of the enterprise to transform its
activities in a diversified economy, including the organizational and legal form of management, is one
of the directions of its innovative development in accordance with existing conditions.

The functioning of the domestic agrarian sector of the economy of Ukraine necessitates the
implementation of continuous structural shifts, changes and upgrades in the system of production and
economic activity of agricultural enterprises, which are able to ensure a high level of dynamic
competitiveness, both in the internal and external agrarian markets given the impact of destabilization
of financial threats. The modern subject-branch model of functioning of the agroindustrial complex,
formed as a result of the long-term incompleteness of agrarian reform in the state, on the one hand
ensured the redistribution of ownership rights to the means of production, the emergence of new
organizational and legal forms of economic management in the agrarian market improving the
efficiency of production and economic business processes of agricultural enterprises, the possibility of
access of the population to the purchase of basic foodstuffs, the creation of prerequisites for
strengthening the food security of the state, and on the other - laid the foundation for the production of
threats to the irrational functioning of agricultural enterprises and the agrarian sector of the economy as
a whole, namely: deepening of subject and sectoral imbalances in the development of the agricultural
sector, lack of equal access of agricultural enterprises to the possibility of increasing their resource base,
aggravation of agricultural enterprises, partial monopolization of certain segments of the agrarian
market, strengthening of spatial and territorial disproportion of the development of rural areas, the
formation of an irrational mechanism for the distribution of material goods among agricultural
producers, limiting the parameters to support the processes of extended reproduction and sustainable
development of agricultural enterprises.

2. THEORETICAL BACKGROUND

The transformational processes currently taking place in Ukraine's agriculture are an element of
many scientific discussions. Today, the transformation processes occurring in agricultural enterprises
are at an initial level. The transformation of organizational and legal forms of agricultural enterprises is
considered by us as an institutional superstructure for improving the principles of their functioning,
technical and technological apparatus of formation and implementation of management decisions and
functional components of social and economic transformations in agricultural production.

Transformation processes in agriculture can be considered by the following criteria: economic
content, orientation, main task, causes, scale, coverage of elements and character [1]. However, it will
also be advisable to distinguish such criteria an institutional superstructure of the technical and
technological apparatus, functional components of the implementation of social and economic
transformations in the field of agricultural production.

The authors [2, p. 204] identify transformation through the prism of sustainable development,
which is a general concept for balancing the needs of humanity and protecting the interests of future
generations, including their need for a safe and healthy environment.

The transition of Ukraine to market relations also changed the system of attitude to transformation
processes in agriculture, and including those related to the transformation of different organizational
and legal forms of management [3, p. 204]. It can be argued that transformations carried out both in the
regions and in Ukraine are insignificant because they did not contribute to the effective development of
rural enterprises.

The central elements of the process of transformation of all economic instruments are that they
operate at a decentralized level through their influence on market relations, not through the
government [4, p. 658]. Agreeing with the above facts regarding the transformation of the agricultural
sector, it is also worth noting the lack of clear benchmarks and the purpose of implementation.
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The transformation of agriculture is also seen as a gradual transition from a command and
administrative to a market management system, and as a result will be a transition to a new economic
system [5, p. 204].

In the definitions concerning the transformation of agricultural enterprises, it is important to note
the increase in foreign direct investment and the openness of trade, which are important elements for
the economic success of transformation processes [6, p. 253]. This theory is widely used in the scientific
community and its influence on the formation of transformation processes needs further research.

The authors of [7, p. 35] also see the transformation of agricultural enterprises in the active growth
and increase of the potential of renewable energy in them. We agree that rising electricity prices will
encourage agricultural enterprises to develop renewable energy.

Among the most important processes of transformation of agricultural enterprises should be: be a
social revival, new approaches to tax and financial policy [8, p. 43]. The studies explain that, when
justifying the process of sustainable development of the agricultural sector, it is particularly important
to provide the need for achievement strike a balance between social and financial costs in the
economically viable economic activity of agricultural enterprises.

Considering the problems of transformation processes in agricultural enterprises the shortest way
to bring the agriculture of Ukraine to the level of the most developed countries in agrarian relation is
the creation and functioning of integrated associations with the participation of the financial, industrial
capital and foreign investors [9, p. 166]. Agreeing with this statement, the problem is derived from the
fact that a number of factors, in particular social, political, economic, organizational, and environmental
factors, are affected by transformation processes, and the resolution of this problem should be the main
focus of public policy.

Continuing to study the transformation processes in agricultural enterprises, it is necessary to
consider the issues of accounting organization [10, p. 378]. That is, an effective mechanism for the
transformation of agricultural enterprises should create opportunities to adapt their activities to
changes in international standards.

Special attention is paid to the conclusions of a representative of the Bulgarian school, as he
considers that the transformation processes should focus on establishing social relationships between
entrepreneurs and entrepreneurship [11, p. 161]. In addition, an important point in researching the
reasons that drive agricultural enterprises to transformation, as evidenced by the research conducted
[12, p. 152], is a system of tools, levers and incentives used to shape and retain competitive advantage
by influencing the enterprise's economic activity.

However, the question of the practical implementation of transformation processes in agricultural
enterprises in a competitive environment remains open [13]. That is, transformation can act as
evolution or change in the development of nature and society.

When researching the processes of the transformation, scientists often combine it with integration
processes. In particular, scientists from Arkansas [14, p. 194], believe that the integration processes will
mainly depend on better road quality, distance between markets. Integration processes are an objective
tool that accumulates changes that are already evident in transformation processes, and a subjective
tool can be created by the reform society to improve their effectiveness. Integration processes taking
place in agricultural enterprises will help to improve food security and improve technical efficiency
[15, p. 97]. In particular, their provisions relate only to what needs to be done to strengthen integration
processes and competitive positions, but they do not specify how this should happen.

There is a considerable number of concepts of transformation and integration processes of
agriculture in a competitive environment, the authors of which interpret the concepts of transformation
processes differently without suggesting how they should occur in agricultural enterprises, which
complicates the possibilities for its implementation.

Such prerequisites substantiate the feasibility of designing an effective mechanism for market
transformation of agricultural enterprises, which will ensure the formation of resource capacity for the
adequate prompt response of these enterprises to the emergence of threats in the economic
environment and their functioning in the face of constant changes and information uncertainty.
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Development of the mechanism of transformation of agricultural enterprises of different organizational
and legal forms of management in the conditions of a competitive environment should take into
account:

— a priority model for the development of the agrarian sector of the economy and prospective
directions of land reform in Ukraine;

— the imperfection of institutional support of agricultural production and economic activity;

— the innovative character of development and decision-making at macro, meso and micro levels of
economic development;

— traditions of activity in the agrarian sector, as well as the formed experience of managers and
employees of economic entities;

— resource limitations of material and financial resources of agricultural enterprises;

— information uncertainty in making management decisions by agricultural managers in market
conditions;

— forecasts for the development of agricultural enterprises in the conditions of competition in
meeting the needs of consumers.

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

The purpose of the article is to substantiate theoretical and methodological foundations and to
develop applied approaches for implementing the mechanism of transformation of agricultural
enterprises in a competitive environment.

Methodological principles of developing the mechanism of transformation of agricultural
enterprises are: the necessity for innovative development of agricultural enterprises, in particular in the
direction of transformation of organizational and legal forms of their management; consideration of
transformation processes as an integral part of the market management system; priority of the human
factor and managerial influence in the implementation of transformation processes; the need for timely
and complete information support of this process; focus on social and economic efficiency of
enterprises and the functioning of the industry.

Any mechanism consists of functional constituent components, elements, tools and blocks, a
complex combination of which ensures the continuous operation of the target mechanism, the effective
execution of the functions delegated to it and the strategic orientation to achieve a clearly set goal. In
particular, the mechanism of transformation of organizational and legal forms of management of
agricultural enterprises in a competitive environment provides for the feasibility of designing such a
model of functioning of the agricultural enterprise, which will allow ensuring rational and balanced use
of existing resource base, maximum parameters of efficiency of development of the main production
and economic business processes of the enterprise, the high level of the rapid response of an
agricultural enterprise to changes parameters of conditions of internal and external economic
environment, as well as fulfillment of the strategic mission of the enterprise in the agrarian market.

Ensuring the functional capacity of the mechanism of transformation of agricultural enterprises of
different organizational and legal forms of management in a competitive environment should include
the following criteria based on the following principles:

— systematic (coherence of the functional elements of the target mechanism in the process of its
operation, aimed at eliminating possible threats and internal contradictions in the implementation of its
assigned functions);

— sustainability (the ability of the mechanism of transformation of agricultural enterprises to
function in the conditions of the impact of destabilization of negative factors);

— balance (the existence of a rational organizational structure of the target mechanism, which
provides for the optimal distribution of powers, duties and responsibilities between its constituent
components);

— consistency (conformity of the mechanism of transformation of organizational and legal forms of
agricultural enterprises to modern challenges, requests and needs of their business environment);
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— adaptability (ability of the target mechanism to respond promptly to perspective changes in the
parameters of functioning of agricultural enterprises);

— autonomy (the ability of individual structural components of the mechanism to continuously
perform the functions assigned to them, regardless of the performance of other components of this
mechanism);

— forecasting (the ability of the target mechanism to diagnose the input information and produce
prognostic scenarios for the development of transformation processes of agricultural enterprises).

In the course of research, the methods of generalization, systematization, system, sociological,
analysis, tabular, graphic are used.

The information base of the study was the work of agrarian economists, data from the State
Statistics Service of Ukraine, the results of a questionnaire.

4. RESULTS AND DISCUSSION

The functioning of agricultural enterprises of various organizational and legal forms in 2007-2018
and trends in their transformation are given in table. 1.

Organizational and Unit of Year 2018 to, %, percentage
legal forms of measure points
management ment 2007 2012 2015 2017 2018 2007 p. 2012 p.

Business associations unit 7428 8235 7721 6967 7148 96,2 86,8
% 12,72 16,66 17,02 15,29 16,01 | -3,29 p.p. | -0,65p.p.
Private enterprises unit 4229 4220 3627 3215 3134 74,1 74,3
% 7,24 8,54 7,99 7,06 7,02 -022p.p. | -1,52 p.p.
Farms unit 43475 | 34035 | 32303 | 34137 | 33164 76,3 97,4
% 74,46 68,88 71,19 74,93 74,28 | -0,18 p.p. 54 p.p.
Agricultural unit 1262 848 596 448 429 34,0 50,6
production % 216 | 1,72 | 131 | 098 | 09 | -12pp. | 076 p.p.
cooperatives
Others enterprises unit 1633 1781 891 592 589 36,1 33,1
% 2,8 3,6 1,96 1,3 1,32 -1,48 p.p. | -2,28 p.p.
State enterprises unit 360 296 241 199 183 50,8 61,8
% 0,62 0,6 0,53 0,44 0,41 -021 p.p. | -0,19 p.p.
unit 58387 | 49415 | 45379 | 45558 | 44647 76,5 90,3
Together S
Yo 100 100 100 100 100 100 100

Tab. 1. Number of all organizational and legal forms of agricultural enterprises
of Ukraine for 2007-2018. Source: [16, p. 138].

In 2018, compared to 2007, there was a quantitative decrease in all registered forms of agricultural
enterprises, which indicates their merger and consolidation, reorganization and liquidation. One of the
possible variants of this decline is also the processes of transformation, in particular the registration of
new companies, as well as those that were inseparable structural units of processing and other
enterprises. In general, reductions also occurred in business associations by 3,8 %, private enterprises
by 25,9 %, farms by 23,7 %, agricultural cooperatives by 66,0 %, other enterprises by 63,9 % and state-
owned enterprises - by 49,2 %.

Substantiation of the mechanism of transformation of agricultural enterprises is important in view
of the deepening of irrational tendencies of functioning of the agrarian sector of the Ukrainian
economy, which implies an increase in the excessive concentration of production and economic
capacities of certain entities of agro-industrial complex and the strengthening of competitive positions
of the so-called agroholdings markets. This situation is dangerous not only for the economic aspects of
management (exacerbation of unfair competition, complication of access to the market of small
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agricultural producers, deepening of industrial and sectoral imbalances in the agrarian market), but
also social (deepening of unfair distribution of material goods strengthening in the balance of social
balances in society imbalance of spatial regional development of rural territories, reducing the level of
social responsibility of economic entities to the rural population) and environmental (reproduction
obstruction productive capacity of ecosystems in rural areas, complicated solution of problems of
rational use of nature, total irrational intensification of production and economic processes of
agricultural enterprises).

It should be noted that the strategic criterion for optimizing the design of the functional
components of the mechanism of transformation of organizational and legal forms of agricultural
enterprises must be the priority of increasing the parameters of the efficiency of the development of
basic business processes. In addition, achieving this goal is complicated by the systemic imperfection
and imbalance of the institutional environment of agribusiness entities. In this regard, the targeted
mechanism of transformation, on the one hand, should be focused on the introduction of innovative
modernization of technological cycles of production and economic processes and strengthening the
competitive position of agricultural enterprises in the agrarian market, and on the other - overcoming
existing internal and external institutional barriers of development of these enterprises by displacing
irrational institutional influences on the functioning of the latter. This will provide an opportunity to
create an adequate subjective structural model of functioning of domestic agriculture based on the
formation of a priority institutional agrarian matrix, which will meet the requirements and needs of the
market, and will also allow taking into account the interests of all participants of the food value chain in
the environment of agricultural production: suppliers, producers, intermediaries and consumers of
agricultural products.

Improvement of organizational and legal forms of management of agricultural enterprises in the
process of transformation should provide the formation of opportunities for comprehensive
development of personnel staff of these enterprises, improvement of its professional competences,
continuous intellectual perfection, building of high moral and ethical standards of corporate culture
organization, improvement of the moral and psychological standards. Strengthening material and
intangible forms of work motivation, as well as increasing the level of social individual employee's
responsibility for the end result of his activities in the process of production and economic activity.

The conceptual scheme of the transformation of agricultural enterprises of different organizational
and legal forms of management is presented in Fig. 1.

The applied significance of the transformation of agricultural enterprises is that this process will
allow a particular entity to choose the most acceptable in modern realities of organizational and legal
form of management given the availability and adequacy of resources (material and technical,
personnel, information, etc.).

Transformation of agricultural enterprises of different organizational and legal forms of economic
activity suggests expediency of realization of structural changes in activity of these enterprises, and also
requires preconditions on flexible characteristics which could provide possibility of implementation of
projected changes in the functioning of transformation mechanism of agricultural enterprises.
Therefore, ensuring the efficiency of transformation processes should occur in the context of such
complex implementation of preparatory procedures as:

— monitoring of the economic environment of the agricultural enterprise (involves a complex
organization of collecting internal and external information data, their processing, systematization and
storage in order to minimize the risks of uncertainty of the information environment regarding
management decisions in the process of transforming the organizational and legal form of enterprise
management in a competitive environment);

— diagnostics of strategic business processes of an agricultural enterprise (aimed at identifying
structural gaps and weaknesses of the organization of production and economic activity of the
enterprise, identifying the mismatch of its sectoral structure to the available resource provision,
definition of restrictions that constrain the increase of production and economic capacity of
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organizational and legal nature search of space capacity of increasing the parameters of efficiency of
functioning of agricultural enterprises);

— modeling of priority directions of agricultural enterprise development (involves implementation
of project procedures for forecasting probable optimistic and pessimistic scenarios of enterprise
development taking into account potential parameters of its production and economic capacities,
promising consumer expectations in the agrarian market and obtained competitive advantages, due to
potential, implemented changes of organizational and legal nature in the activity of agricultural
enterprise).

Institutional environment for agricultural development enterprises

Institutional barriers to the .
. Domestic n
» development of the agrarian sector mechanism of the enterprise
of the economy
Established of tradition Corporate Options
Ly ~management in the agricultural culture at the enterprise <
sphere

<

Formalization of preconditions, motives and incentives

for realization of transformation processes of agricultural

enterprise
Choosing a Priority Form Resource Support
transformation of the enterprise transformation processes

~ - ~

Transformation of Agricultural Enterprises

Fig. 1. The scheme of transformation of agricultural enterprises. Source: developed by the authors.

The implementation of the mechanism of transformation of organizational and legal forms of
agricultural enterprises implies the implementation of systemic changes, the realization of which may
hinder both individual representatives of management and specific employees of the enterprise. This is
due to a number of factors, including the low level of adaptation of personnel to new parameters of
functioning of the agricultural enterprise, in particular the inert nature of thinking of employees, fears
of losing some of their powers and expanding the area of responsibility of managers, unwillingness to
learn and improve their professional skills and the rate of pay margin in the form of wages, the
probability occurrence of a potential conflict of interest between workers of the agricultural enterprise,
the risk of destruction of established industrial and economic linkages and business relationships
between contractors.

Logically, such fears and possible opposition to potential changes in the process of transformation
of agricultural enterprises have subjective rather than objective character. Therefore, the
implementation of the applied aspects of the target mechanism should take into account the social and
psychological aspects of the transformation of organizational and legal forms of agricultural
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enterprises, which explains the benefits of the transition to new principles of management,
minimization of staff turnover in the process of changing the organizational and legal form of
agricultural enterprise, to strategic focus on preservation enterprise in the context of minimizing the
dismissals of the most qualified employees, the possibility of career advancement and improvement of
personnel motivation of staff in the process of transformation of agricultural enterprises, eliminate
conflicts and complex moral and psychological climate in the team change the results of the legal form
of management.

The biggest systemic changes in the process of transformation of agricultural enterprises occur in
the organizational structure of the latter. In this aspect, it is important not only to ensure a balance of
managerial influences in the process of implementation of transformational changes, but also to design
a rational organizational structure of the agricultural enterprise, optimal distribution of functional
responsibilities between the structural units of the enterprise, guaranteeing the parity of control powers
of management personnel. Perspective organizational structure of an agricultural enterprise should be
coordinated with its priority production directions, which will allow to ensure a harmonious
combination of organizational management and production-economic processes, to guarantee the
maximum effective use of the existing resource base of the enterprise, to increase the efficiency of
strategic business processes development, to improve the economic activity of the enterprise, to
minimize management and transaction costs in the process of implementing the mechanism of
transformation of agricultural enterprises of different organizational and legal forms of management.

The mechanism of transformation of business societies, including powerful agroholding structures,
should first and foremost aim at enhancing social component and responsibility in the process of
managing and utilizing the capacity of rural ecosystems. Thus, the improvement of the organizational
and legal form of economic activity should provide for the creation in the structure of companies of
socially-focused trust funds for the support of employees of agricultural enterprises, improvement of
their working and living conditions, increasing quality of life of the rural population, development of
objects of the social and economic infrastructure of rural territories. Adherence to this approach will not
only stimulate the level of social justice of distribution of material goods among the participants of
agrarian production, but will also cause a structural impulse to improve the motivation of the
employees of the companies, which in the aggregate will increase the efficiency of work of the
personnel staff of the enterprises. In this context, it is important to ensure equal access for employees of
the enterprise to investment opportunities in the production and economic activities of the agricultural
enterprise through the acquisition of a share in the authorized capital, which, on the one hand, will
allow diversifying sources of filling the financial capacities of companies, and on the other - to
guarantee participation of employee of the company in the distribution of future profits. The strategic
task of the mechanism of transformation of powerful agroholding structures is the formation of a
rational model of concentration of production and resource capacities (agricultural lands, financial
resources, agricultural machinery, human capital). In this regard, it is advisable to implement tools to
stimulate the legal registration of structural units of agricultural holdings at the actual place of
business. This minimizes the risk of excessive irrational concentration of agricultural production
capacities and reduced management of strategic business processes, and creates the preconditions for
filling the budgets of rural councils through the implementation of tax payments.

In the process of transformation of private agricultural enterprises, an important aspect of the
activity is the strategic formation of opportunities to increase their production capacity and create the
preconditions for attracting external borrowing capital, aimed at improving the material base and
increasing the level of technical and technological support. Therefore, it is advisable both to implement
the mechanisms of transformation of some agricultural enterprises into joint stock companies, and to
preserve the traditional way of management and organization of production and economic processes,
the target of which should be the production of quality organic agricultural products, guaranteeing a
rich competitive environment in the agricultural market preservation of principles of rational nature
management in the countryside. The transformation of the organizational and legal form of
management of private agricultural enterprises should correspond to the formation of their rational
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production and branch model. This situation from one point of view makes it advisable to focus on
expanding the scale of enterprise management, developing new niches in the agrarian market,
intensifying the process of implementation of innovative projects in agroindustrial complex,
diversifying the manufacturing of products at the agricultural enterprise, and from another -
optimizing production and industry structure of management harmonization of strategic goals with
enterprise resource capacities, balancing of crop and livestock industries, stimulation of non-
agricultural species of business activities. Ensuring adherence to such an approach will lead to the
prerequisites for the formation of a number of competitive advantages for private agricultural
enterprises, such as construction of closed cycle waste-free production, rational use of natural
ecosystems capacity, support for fertility restoration of soil cover of agricultural land, partial avoidance
of seasonal to the agricultural enterprise only agrarian production, overcoming imbalances in financial
flows agricultural during the calendar year.

In the process of forming strategic orientations of the mechanism of transformation of production
cooperatives it is advisable to take into account the specific characteristics inherent in this
organizational and legal form of economy, such as integration approaches to the organization of
agricultural production, the practice of collegial decision making, joint management of the production
capacities of cooperatives administration features of productive and economic activity of the
cooperative, parity distribution of powers, duties, responsibilities and volumes of the received profits
between the statutory members of the cooperative association. Transformation of an agricultural
production cooperative should involve building vertically-integrated relationships between value-
added entities, business relationships that must be clearly regulated and harmonized, which, on the one
hand, will form the prerequisites for optimal efficiency of vertically-integrated business processes. and,
on the other, minimizes the risk of conflict and confrontation between the members of the cooperative
association. Priority is given to strengthening the function of servicing cooperative structures in the
context of limited logistical support for agricultural enterprises and households, which requires the
design of a target format for the organization of cooperative relationships with other participants in the
agricultural sector based on the expansion of the traditional list of major types of economic growth
services in the profit structure of the cooperative association.

The formation of a balanced model of the agrarian sector of the Ukrainian economy provides for the
feasibility of establishing and supporting the development of farms as a priority organizational and
legal form of farming in rural areas. The defining role of farming is not only to provide the population
with quality organic products, but also to increase the level of competitive environment in the agrarian
market, to intensify the processes of agrarian deconcentration, to increase employment among the rural
population and to form a strong middle class in rural areas. At the same time, imperfect reforms and
institutional processes could not adequately influence the establishment and approval of farms that
meet the requirements and needs of the time. Therefore, the implementation of the mechanism of
transformation of farms should be aimed at their structural restructuring, increasing production and
economic capacity and strengthening competitive positions in the agrarian market. In order to do this,
it is necessary to form incentives for consolidation of farm resource capacities, to create regional farm
clusters of agricultural production, to implement tools for lobbying the interests of farms in the
agrarian market, to improve the management, financial and accounting and statistical support of
agricultural production. According to M. Shulsky, significant financial resources are needed to solve
this problem, which are insufficient in farms [17, p. 296]. Priority is given to institutional support for the
establishment of farms on a family-type basis, which, on the one hand, will overcome the negative
social and economic consequences of structural unemployment in rural areas, and on the other hand,
will ensure the adoption of approaches to the rational use of natural ecosystems in rural areas and
responsible attitude of the farmer-owner for his final management results.

The functioning of the mechanism of transformation of organizational and legal forms of
management in the segment of state agricultural enterprises should be aimed at overcoming irrational
approaches to the organization of management of these enterprises. It should be noted that state
agricultural enterprises are characterized not only by low economic performance, but also by the loss of
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agricultural production, irrational approaches to management, corruption and abuse in the use of state
property owned by these enterprises, including in land use. Therefore, the transformation of state
agricultural enterprises must be aimed at reducing the share of the public sector in the process of
managing and organizing production and business economic processes on the basis of privatization
procedures with the possibility of selling the assets of enterprises at the maximum possible price,
partial transfer of agricultural land of state enterprises in the possession of newly created united
territorial communities, transformation of enterprises into business associations and private
enterprises. Adherence to this approach will create preconditions for overcoming structural abuses in
the sphere of state property in the agro-industrial complex, and will also improve the efficiency of the
latter in the economic process.

Substantiation of the mechanism of transformation of agricultural enterprises of different
organizational and legal forms of management provides for the expediency of developing its structural
components, such as informational and analytical tools, design-testing apparatus and implementation-
block, which, on the one hand, are capable of working independently and, on the other their synergistic
combination of functional interaction is capable of generating complex managerial support in the
process of effective transformation of agricultural enterprises in a competitive environment,
considering the specific organizational and legal form of business management.

The informationally analytical toolkit of the mechanism of transformation of organizational and
legal forms of agricultural enterprises should reduce the level of uncertainty regarding the decision-
making in the process of transformation. For this purpose, it is necessary to organize the collection,
processing and systematization of input information, their verification, validation and diagnostics for
further formulation of objective conclusions and proposals regarding perspective directions of
transformation and development of agricultural enterprise in the competitive environment of the
agrarian sector of the Ukrainian economy. It is advisable to set up monitoring structures to observe
changes in the parameters of the conditions of the internal and external environment of the agricultural
enterprise, installation the deviation of the absolute values of the main indicators of production and
economic activity from their maximum permissible norms, identify potential threats that may disrupt
the effective functioning of the enterprise in the conditions of liberalization of the agrarian market. The
objective final results of the functioning of the information and analytical toolkit of the mechanism of
transformation of agricultural enterprises is a fundamental basis for guaranteeing an adequate level of
efficiency of transformation processes of organizational and legal forms of management.

The functioning of the design-testing apparatus of the transformation mechanism is aimed at
developing a priority direction for adjusting and changing the existing organizational and legal form of
management of an agricultural enterprise. Within this structural component of the target mechanism, it
is advisable to test prospective options for the development of an agricultural enterprise, to coordinate
its resource capabilities with strategic goals and objectives, to identify potential economic risks and
losses of an agricultural enterprise in the transformation process. At this stage, it is important to ensure
the flexibility of the design procedures, which will provide opportunities for prompt adjustment of the
targeted transformation project, taking into account the maximum number of rational comments and
proposals, minimizing the budget costs of the agricultural enterprise in the process of transformation of
its organizational and legal form of management. The formalization of the design-testing apparatus
implies the availability of a high level of intellectual and human resources of the agricultural enterprise,
since the project work requires the implementation of a set of experimental procedures in the
conditions that are as close as possible to the real ones. Therefore, an alternative for small and medium-
sized agricultural enterprises may be the use of outsourcing technology in the process of developing a
targeted transformation project that will provide adequate support for managerial decision-making.

The decisive structural component of the mechanism of transformation of organizational and legal
forms of agricultural enterprises is the implementation and production unit, whose operation is aimed
at introducing priority changes in the production and economic process. Within this component, it is
important to form new organizational structures, minimize the risks of resistance of agricultural
workers to implemented changes, ensure a clear sequence and consistency of actions in the process of
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implementation of the developed enterprise transformation project, overcome potential conflicts of
interest, maintain established business relationships and contacts of rural businesses counterparties,
reduce the transaction costs of the enterprise in the transformation process, minimize the risks of
disruption by approved plan of the transformation of the organizational and legal form of agricultural
enterprise.

The priority goals, objectives and instruments of implementation of the mechanism of
transformation of agricultural enterprises should be differentiated depending on the specifics of a
certain organizational and legal form of management. This is caused not only by the effect of the scale
of management of the agricultural enterprise but also by the way of organization of production and
economic processes, applied principles of formation and distribution of capital, strategic priorities of
the agricultural enterprise in the agrarian market, the level of its technical and technological equipment
and unused reserves of personnel potential of the enterprise. Implementation of the proposed
mechanism of transformation of agricultural enterprises of different organizational and legal forms in a
competitive environment requires adequate budget support, the sources of which may be both internal
and external funding reserves. It is important in this process that the criteria of optimality regarding the
economic feasibility of the potential costs are, taken into account, the scale of the potential economic
benefit and the useful effect resulting from the implementation of the design transformation
procedures.

5. CONCLUSIONS

Thus, we believe that the mechanism of transformation of organizational and legal forms of
agricultural enterprises in a competitive environment is an element of its innovative development.
Unlike the existing ones, this mechanism should be positioned through a prism:

— institutional superstructure for improving the fundamental principles of functioning of
agricultural enterprises;

— technical and technological apparatus of formation and implementation of managerial decisions
in the process of management;

— functional components of implementation of social and economic transformations in the field of
agricultural production. The complex implementation of the proposed mechanism will create the
preconditions for strengthening the competitiveness of agricultural enterprises, improving the
efficiency of their business processes and establishing the principles of rational environmental
management in the field of agricultural production.

It should be mentioned that such sectoral subjective distribution of agricultural production has a
negative impact on the functioning of the agroindustrial complex and the formation of its competitive
position in both domestic and foreign markets, since it provides for the inability to guarantee the
production of quality and safe products due to limited control procedures in households, institutional
restrictions on the acceptance of agricultural raw materials produced in households by processing
enterprises, the problem of the shadow market of agricultural products and so on.

The task of agricultural enterprises in the implementation of this mechanism is also to increase the
level of marketability of existing farms, institutionalization of production and economic activities of the
latter, the development of cooperative and integration processes between households.

The subjects of the proposed mechanism are agricultural enterprises, which, given the significant
role in the agricultural market, especially in the supply of livestock products, are forced to look for
effective mechanisms and incentives for the transformation of households into farms and small
agricultural enterprises.
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Mleaenxo Aiana, baaaniok Isan, Cac JAmoammnaa, Martkoscohkuit Ilerpo, Kosak-baaaniok Ipuna. Mexanizm
TpaHcdopMariii ciabchKOrocrnogapchKux MiagIpUEMCTB B YMOBaX IXHBOTO iHHOBAILIifIHOTO PO3BUTKY. JKypHar
Ipuxapnamcorozo ynisepcumemy imeni Bacuas Cmepanuxa, 7 (3) (2020), 115-127.

Mexanism TpaHcdopMarii ciabChKOrocogapchKmx MiAMPUEMCTB CIIPSMOBYETLCS Ha BIIPOBa/KeHH:
iHHOBaIIIHMX TiAXOAIB A0 MOJepHisamil TeXHiKO-TEXHOAOTIYHMX IIMKAIB BMPOOHNIO-TOCIIOAAPCHKIIX
IpolleciB, 3MilTHEHHs KOHKYPEHTHUX ITO3UIIiN HiAIIPMEMCTB Ha arpapHOMYy PHUHKYy Ta Ha IHOJOAaHH:
BHYTpIIlIHIX i 3OBHIIIHIX iHCTUTYHiliHMX Oap’€piB pPO3BUTKY MiAOPUEMCTB IIAAXOM BUTiCHEHH:A
ippalioHaAbHMX IHCTUTYLIHNMX BIIAMBIB 100 (PYHKIIIOHYBaHHsA OCTaHHIX. MeTOIO 4aHOTO AOCAiA>KeHHs €
OOIpyHTYBaHHSI TEOPeTMKO-MeTOAOJOTIYHMX 3acad, i po3poOKa HIpMKAaJHMX IigX04iB Aasd peaaisaril
MexaHi3My TpaHcopMaliil ciAbCbKOTOCIIOAapPChbKMX IIAIIPMEMCTB B YMOBaX KOHKYPEHTHOIO CepejOBMIIIA.
HaykoBa HOBU3Ha OJAep>KaHMX pe3yAbTaTiB II0ASAra€ B OOIPYHTYBaHHI MexaHisMy TpaHcopMmartii
CiAbCBKOTOCIIOAAPCHKIUX IIIATIPUEMCTB, SIKMII BKAIOYA€ TaKi CKAajoBi, sK: iHQopMaliiilHO-aHaAITUIHNIA
iHCTpyMeHTapiil (MOHITOPMHT eKOHOMIYHOTO cepeAoBuIla, Bepudikaliisa Ta cucremaTusanisa iHpopmarimHmx
AaHUX, BCTAHOBAEHH:I iCTOTHMX 3aKOHOMipHOCTel i B3a€MO3B s13KiB, popMyBaHHs iHpOpMaIliitHOro Oa3ncy
NPUMHATTS YIPaBAIHCBKUX pillleHb), ITPOEKTHO-aIllpoDalliliHNil anapar (IPOEKTYBaHHs IMepPCHeKTUBHOTO
naaHy TpaHcopMalii ciAbCbKOTOCIOAapChbKMX IiAIIPUEMCTB, I1i10THE TeCTyBaHHS I[iAbOBOIO IIPOEKTY
IIPOIIOHOBAHUX 3MiH OpraHisalifHO-IIpaBoBOi (OPMM  IOCIOAApPIOBAHHS, KOPEIyBaHHS IIPOEKTY
TpaHcopMariil MmAIPUEMCTB) Ta iMIILAeMeHTaIliffHO-IIOCTaHOBOUYHMII OAOK (POpMyBaHHA iHHOBaIiTHIX
CTPYKTYyp  CiABCBKOTOCIOAAPCBKMX ITAIIPMEMCTB, 3a0e3Ile4eHHs II0CAiAOBHOCTI Ta  y3TOA’KEHOCTi
BIIPOBaJ KEHHS I1iAbOBMX 3MiH, MiHiMi3allis KOH(AIKTHOIO cepeioBullla B Ipomeci TpaHcdopmarii,
30asaHCyBaHHsI TIOBHOBa’keHb, OOOB's3KiB i1 BiAOBiJaAbHOCTI y poO3pisi CTPYKTypHUX CKAaAOBMX HOBOI
opranisaniiHo-npasosoi cucremnu). CoriaabHO-eKOHOMIUHNIT e(PeKT 3a3HaueHOTO MeXaHi3My A0CATae€ThCs
3aBASAKM CUHEPTiYvHOMY e(eKTy, OTpMMaHOMYy 3aBAAKM (PYHKIIIOHAABHIN B3a€MOAIl MiANIPMEMCTS,
CIIPOMOXKHMUX, OgHaK, IpalioBaTy aBTOHOMHO. [TpakTiuHe 3HaueHHs MeXaHi3My HMPOsBASIETLCA y 34aTHOCTI
TeHepyBaT! KOMIIAEKCHY YIIPaBAiHCbKY IIATPUMKY Yy Ipoueci TpaHcdopmanil ciabChbKOroCrogapchKix
HiAIIPMEMCTB 3 ypaXyBaHHAM crienudiky KOHKpPeTHOI OopraHisalliliHO-IIpaBoBOI (OpMU IOCIIOAAPIOBAHHSA B
yMOBax KOHKYPEeHTHOTO cepeJOBMIIIa iX PYHKITIOHyBaHH:.

KarodoBi caoBa: ciabcbkorocrnodapcbKi MigMpUEMCTBa, TpaHCCI)OpMaL[i}I, iHTerpallis, MexaHi3M,
MOHITOPMHTI.
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MODELLING OF DERIVATIVES PRICING USING METHODS OF
SPECTRAL ANALYSIS
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Abstract. In this article expands the method of finding the approximate price for a wide class of
derivative financial instruments. Using the spectral theory of self-adjoint operators in Hilbert space
and the wave theory of singular and regular perturbations, the analytical formula of the
approximate asset price is established. Methods for calculating the approximate price of options
using the tools of spectral analysis, singular and regular wave theory in the case of fast and slow
factors are developed. Combining methods from the spectral theory of singular and regular
perturbations, it is possible to estimate the price of derivative financial instruments as a schedule
by eigenfunctions. The approximate value of securities and their rate of return are calculated.
Applying the theory of Sturm-Liouville, Fredholm’s alternative and analysis of singular and
regular perturbations at different time scales have enabled us to obtain explicit formulas for the
approximate value of securities and their yield on the basis of the development of their
eigenfunctions and eigenvalues of self-adjoint operators using boundary value problems for
singular and regular perturbations. The theorem of closeness estimates for bond prices
approximation is proved. An algorithm for calculating the approximate price of derivatives and
the accuracy of estimates has been developed, which allows to analyze and draw precautionary
conclusions and suggestions to minimize the risks of pricing derivatives that arise in the stock
market. A model for finding the value of derivatives corresponding to the dynamics of the stock
market and the size of financial flows has been developed. This model allows you to find the prices
of derivatives and their volatility, as well as minimize speculative changes in pricing, analyze the
progress of stock market processes and take concrete steps to improve the situation to optimize
financial strategies. The used methodology of European options pricing based on the study of
volatility behavior and analysis of the yield of financial instruments allows to increase the accuracy
of the forecast and make sound management strategic decisions by stock market participants.

Keywords: stock market, derivatives, spectral analysis, spectral theory, singular perturbation
theory, regular perturbation theory.

JEL Classification: G11, G13, G32.

1. INTRODUCTION

Short-term interest rate dynamics models were considered in the paper by [12] for derivatives
pricing. Significant contributions to the theory of rate of interest were made by [1], [8-10], namely:
finding a credit spread of credit market instruments, calculating option prices for interest rates,
determining the risk and derivatives” rate of return of the stock market financial instruments. The
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models developed by these scholars have their advantages and disadvantages, but each of them is used
to increase the liquidity of financial markets. Applying more sophisticated models, despite their
theoretical justification, leads to obtaining of complex multi-parameter functions of the yield curve,
which results in significant errors in calculations.

Using spectral analysis, [5] applied a spectral theory of self-adjoint operators to different models,
and to the Vasicek model, in particular. [11] considered the short-term interest rates described by the
Vasicek model with stochastic volatility, depending on two factors, one of which is fast, and the other is
slowly variable. In our paper, the spectral theory and the theory of singular and regular perturbations
are applied to self-adjoint operators in Hilbert spaces that describe processes with multidimensional
stochastic volatility having 1-fast variables, r-slowly variables, I > 1, r > 1, l € N, r € N. This theory is
applied to the short-term interest rates described by the Vasicek model, in particular. The approximate
value of securities and their yield are calculated. Applying the Sturm-Liouville theory, Fredholm
alternatives, as well as analysis of singular and regular perturbations at different time scales, we
obtained explicit formulas for convergence of bond prices and their yield. To obtain explicit formulas,
we need to solve 21 Poisson equations.

2. THEORETICAL BACKGROUND

The purpose of the article is to establish bond indicative prices and their profitability by methods of
spectral theory and theory of perturbations.

Let (Q, F, P) be the probability space that supports a correlated Brownian motion
(W*, W, .., WY, W?, .., W?) and an exponential random variable e~Exp (1), which is independent
of (W¥, W1, .., WY, W#, ., W?), We will assume that the economy with (l+r+1) factors is described by
the homogeneous time and continuous Markov process x = (X, Yy, ..., Y}, Z4, ..., Z;), which is defined in
some state spaceE = I x R! x RY, where (Yy,...,Y;) €R,, (Zy,..,Z;) €R". [ is the interval at R with
points ejand e,, such that —c0 < e; < e, < . We assume that x has the beginning at E and instantly
disappears once X goes beyond I. In particular, the dynamics of x with physical measure P is as
follows:

Xt = {(Xt'Ylt! "'!Ylt' th, . Zrt)), T > t,

A <t T; =inf(t > 0: X, € ),

where (X, Y4, ..., Y1, Z4, ..., Z;), are set

dX, = v(X)dt + a(X)f Yap s Yie Zit s Ze) AWE,
dy;, = la-(Y- )dt + iﬁ-(Y- Yaw,"’, j =1,1.
je =g e NG j\LjeJaWe ’
dZy = &;¢i(Zy)dt + \/Egi(ﬁ)dwtzi. i
A(W*, W), = py dt, j = 1,1.

WX W), = py,dt, i = 1,r.
d(WYi,W2), = Pyzdt, j=11 i=1r.
AW, W), = py pdt, j=11, s=1,
dW#, W), = p,,dt, i=1,n, k=1r.
(X0, Y10y e Y10 Z1gy +v» Zrg) = (X, Y10y - Vio» Z10s - » Zro) € E.

1r.

o~
o~

2 S

<1, and

where Pyys =0, J#T, Pz, =0, 1 # k Pxyj» Pxzp Pyjzp Meet the conditions pxy]_| , |szi|' |ijZi

correlation matrices of the form:

1 pxy] pri
pij 1 pijl'
pzix pziy]- 1

semipositively defined, thatis 1+ 2pyy przPy 2, = Pxy,” = Pz’ = Py;z° 20, =11 i=1r.

Process X may represent many economic phenomena and processes.
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3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

For example, the reserve size, the index price and reliable short-term interest rates, etc. Even more
broadly, X is an external factor that characterizes the value of any of the above-mentioned processes.
Physical measure [P of process X is understood as the process X, which has an instant drift v(X;) and
stochastic volatility a(X;)f (Yi¢, .., Yit, Z1¢, -, Zn) > 0, which contains both components: local a(X;) and
nonlocal f(Yy, ..., Yit, Z1t, -, Zne)- Note that infinitesimal generators (infinitized) for ¥; and Z; have the
form V i, j

€ —
Y

: ( sz(y])ay]y] T (yj)ay,) z, = O ( 9i%(2)07 4, + ci(zi)azi),

i

are characterized by the measures el and §;, respectively. Thus, Yy, ..., Y} and Zj, ..., Z, have an internal
J

time scale € >0 and — 5 > 0. We consider € <<1 and §; << 1, so that the internal time scale Y; Y; is small,

L

and the internal time scale Z; is large. Consequently, Y; i) =1, l, are fast variables, and Z;, i = 1,n are
slowly variables. Note that 535’} and Bgi have the form [6]

= —az(x)a + b(x)0, — k(x), x € (e1,€3),3 k(x) =0

for all x € I, are always self-adjoint in the Hilbert space H = L?(I,m), where I € R is the interval with
the points e and e, and m is the diffusion density rate.
Dom(8){f € L*(I,m): f,d,f € ACoc(I),&fL*(I,m), BCs on e; and e,} where AC,,.(I) is the space of
functions which are absolutely continuous on each compact subinterval I [3]. The boundary conditions
for e; and e, are applied on the output, input, and regular bounds.

We will evaluate the derivatives with payoff at time t > 0, which may depend on the trajectory X.
In particular, we will consider the forms of payoff:

Payoff = H(X¢)l(r>r),

where T is a random moment of time during which there is a failure to make a payment of premium.
Since we are interested in the derivatives estimation, we must determine the dynamics
XYy, ., Y1, Zy, ..., Zy), under the evaluation of the degree of neutral risk, which we denote as P. We
have the following dynamics [7]:

dX, = (bXo) = aX)f (ies o Yies Zats s Zed) 2 (Yt oo, Yie Zags o, Zi) )t
+a(Xt)f(Y1t, ey Ylt' th, ey Zrt)thx,

1 1 3
@ﬁj(th)A,-(Yw s Yio Zg s Zyg) | dE +J—E_jﬁj(m)dwt ,
Az = (5'Ci(zit) —J8:9:Zi)lYaty o, Yio Zagy Zrt)) dt + \/8,9:(Z;)dW,
A(W* Wiy, = Pxy;dt, j =1, l

dYje = “J( t)

d(W*, W?), = pygdt, i
A(WYi, W), = pyjzldt j= i=1r
d(Wy]’ Wys)t - pyjysd ] s = T

AW, W) = pyzdt, i =L, k=TLn.

(X0, Y10, --» Y10, Z1gs -+ rO) = (X, Y10, Y10, Z10s -+, Zro) € E,
where
(xt)fgf(it..).;i.};i.....zm) + 01 ) Yo Z1p o) Zrt)) dt
AW, = dW,” + A;(Yap, o, Vi Z1, o, Zr)dE,
AT = AW+ T, (Vs Yoo Ty o Ze )

AWy = dW + (

1
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where Pyys =0, J#S, gz, =0, I # k.
We establish such conditions so that the system (1) has the only strong solution.
Random time 7 is the time of the derivative asset. In our case, default can occur in one of two ways:
1) when X fall outside the interval I,
2) atrandom time 75, which is managed by the risk level h(X;) = 0.
This can be expressed as follows:

T =11y,
=inf{t>0:X, &1},
t
T, = inf {t >0: f h(X,)ds = e(X,Yq, ..., Y1, Z4, ...,Zn)},
0
e~Exp(1) L.

Note that the random variable ¢ is independent of (X, Yy, ..., Y}, Zy, ..., Zy).

To track 7, we use the process indicator: D; = 57,3, where D = {Dy,t = 0}, is a filter generated
by D and F = {%;t >0} is filter's generator (W* W1, .WY, W%, .. , W?"). We use the filtering
G = {6, t = 0}, where 6; = §,VD,. Note that (X,Yy, ..., Y},Zy, ..., Z,) are applied to G and 7 is a stopping
time ({{T < t}} € &, forall t > O).

We will evaluate the derivative asset of some payoff (payment) using the neutral pricing risk and

Markovian chain X, the price u®' (t,%,y1, .. Y1, Z1, ., Zy) Of some derivative assets at the initial moment
of time has the form:

_ t
uSS (6, %, Y1, Vi 21y e s Zy) = By, y1z0mzs [exp (—f r(XS)ds> H(thl{t>f})],
0

where € = (€4, ..., €)), 5§ = (81, .., 6;), and (X, ¥4, ...¥1, 21, .., Z,) € E is a starting point of the process

X, Yy, ..., Y1, Zy, ..., Z,,). By Feynmann-Kac formulas, we can show that uay(t, X, V1, V1, Z1, -, Zy) Satisfies
the following Cauchy problem [3]:

(<00 + 859 )us =0, vy, Y120,.2,) EE L €RY, @)
uE'S’(O,x,yl, V1 21, ey Zp) = H(X), 3)

where the operator 288" has the form:

=7 5
8 = By Ry + Dja o g + Ly By [ Mgy + T/ + Ti i,

= 55;'2(yj)6y2,-y,- +a;(y)d,, j=1L
&1 = B (0xy, @GO f Y1y o V1 20, o, 200y = Ay V1, e V1, 21, 0, 20)) Dy
L) = %az(x)fz(yl, Vi Z1y eens 20) 0% + (D(X) = ALY, 0o Vi 21, eoes Ze) (Vs e V1o 21y oves 20)) Oy — K (),
Msij = Pz, (¥1)9:(2005 1,
My; = gi(z) (ple.a(x)f(yl, V1 Z1y s Z0) 0y — (Y1, - V1, 24, ""Zr)) a,
My, = %912 (20927, + €i(2)0z, k(x) =7(x) +h(x), Lo; =2},
We assume that the diffusion with the infinitesimal generator E},J_ has an invariant distribution I1

with density m; (y;).

) 2650) | } -
() = D) (y) {fyw 52(6) vj=1L

Besides the initial condition (3), the function u®% (t,x,yy,...v;, 21, .., 2,) must meet boundary
conditions at the points of e; and e, of the interval /. The boundary conditions at points e; and e,
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belong to the domain 988" and will depend on the nature of process X on the points of I and are
classified as mnatural, output, input or regular [1]. The Cauchy problem (2)-(3) for
(f,ay, ey, By, oo, Brs Ay, o Ay, €4y ooy €, G4y e 1o T4, o, ;) has no analytical solution. However, for fixed 8,
the conditions containing € and are arbitrarily deviated in the €-axis, which causes singular
perturbations. For a fixed ¢; condition containing §; are small for some small §'-axis, which causes
regular perturbations. Thus, the €-axis and &’-axis yields the combined singular-regular perturbation of

0(1) of the operator £,.To find the asymptotic solution of the Cauchy problem (2)—(3), we develop ues’

in orders ,/¢; and V8 [21:
, . . i
= Z Z Z Z \/6_1]1 ...\/E_ljl \/6_1L1 \/6_7- uj1:---,jn,i1.---il’

120 ;20 j120  j,;=0

j ji i b
where Zilzo ---Zilzozhzo ---erzov ! \/_ V61 /6y uj1 cofridyyedy =
lr
m;=20 m =0 m ]
mi_, e le>0 Zilzlo 2]11:01 ' ]nl;rg\/_ ! \/— Y 61 TR, 61” ujl,...,jr,il,...iy my = ©,..., My = 0.

The appr0x1mate price is calculated

€8
u uoor+Z ZM

The choice of development in half-integer orders €j and §; are natural for Qed’,
By conducting an analysis of singular perturbations at the corresponding levels, we obtain that

u u UsT do not depend on yj, ...y;. The basic findings of the asymptotic analysis are given

Y12 T .00
0,0” “1j0

using the following formulas [4]

0(1): Xj=1%; Uz o7 + (-0, + (22))1‘6,? =0, uw(o, X, 21, ., Zy) = H(X),

0(Ve): Lo Uz, 5+ L, Uz, 5+ (=0, + @2))%5 + Z Qlkuik,-,a + Z Ly

k=) %]
ch]uo o 1 O,(O X,Z1, 0, Zy) = 0,

1;; = (0, ..10,1,0, ....o).

According to the analysis of regular perturbations we have

O(J&): (=0, + (L5 = Bidy s, Uy (0.%,2,.,2,) = 0, i = L.

Zi 70, Nk

Operators (8,), A;, B; and d,, are defined by the formulas

(2,) = 262a?(0)9% + (b(x) — fa(x))d, — k(x), x € (e1,€5),

A = _V3ja(x)axa2(x)a£x - Vz;'az (x)0%, — Uzja(x)dra(x)d, — Uyjalx)dy,

B; = —vy;a(x)0y —vg; and 0, = 8,605 + f2'05p, Vii = GiPxz{f) Vo = gi{l}), Vi =1nand norm
function

(X=X, y)7(y;)dyj, V)= 1,1,

X1z = fRz Xy YT )T (V2)dy1 Ay, AX D10 =

St X1, ey (1) e 1y )y e dyy, (X)i—1y = (X0, (F02) = [0, (f?) = 52

We find solutions to the equations (4)-(6) on the basis of eigenfunctions, eigenvalues of the operator
(&), each of which meets a corresponding Poisson equation

L0101 =2 = {1, L0202 = {f* )1 — (fD12 0 8au®r = {f Nz — e,

Lo1m1 = f2 —(f2)1, e o = <f~Q>j—2,j—1 (f‘Q)]—l,j' v By = (f1—20-1 — {211,

(4)
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Theorem 1: Assume that we can solve the following equation to find an eigenvalue:

=LY, = Ay, Y € dom((L;)),

and also that H € . Then the solution u

o007 has the form:

[o¢]

uaw = z CnlzbnTn ) Cn = (lpn, H), Tn = e_tln.

n=1

Theorem 2: Let ¢, ¥, , T, be described using Theorem 1. We define
Tr—Tn
cﬂjk,n = (lllk, cﬂj'(»bn)/ Uk,n = A:q
Then the solution u; 57 of equation (5) has the form:
]!

qu’E = Zn Zk:tn CnAjk,n lpk Uk,n - Zn Cnﬂjn,nwntTn-

Note that qu,W is linear in the parameter group (93,9, 4, 11 ;).
Theorem 3: Let ¢, Y, and T,, be defined with Theorem 1, and Uy, with Theorem 2, we have
= T —Ty, tT,
Bik,n = (lpk:Biazilpn)r Bik,n = (lpk'Bilpn)r Vik,n = (Akk—ln)z + Ay

Then the solution Us 7 has the form:

u5,1_’i = Z Z Cn gik,nl;bkuik,n - Z Cngin,nwntTn

n k#n n

+ Z Z (aZiCn) Bik,nll)kUik,n - Z(azicn)Bin,nwntTn
n

n k#n

1
+ Z Z Cn Bik,nlpk(aziln)vik,n - Z CnBin,nl»bn (azi/ln) E tZTn-

n k#n n
We draw attention to the fact that Us 7 is linear in (v1;0,vq;f2',v0;G', Voi f2).
. . . . €8 _ 1 _ .
Having obtained the approximate solution u®® ~ ugg + 2 J'=1\/?J'u1_j,o’ + Z?:m/giua 7 for the

derivative asset pricing.

4. RESULTS AND DISCUSSION

For a more exact result we assume that the Payoff function H(x) and its derivative are smooth and
limited functions. Thus, we limit our derivative analysis to a smooth and limited payoff; in this case,
the closeness estimates is based on the following theorem:

Theorem 4: For the fixed (t,x, ¥, ..., Y1, Z1, ..., ;) there exists an invariable C such that for any ¢; < 1,
6; < 1 we have:

€6’ _ l _ _ l
ued’ — (ua,o’ + ZJ'=1\/€_J'”1_,-,0' + Z?=1\/Eu6,1,i)| S CXjor 6 + 211 6).

Theorem 4 gives us information on how the approximate price behaves when €; — 0 and §; - 0.

Let X be short interest rates. One of the most widely known models of short interest rates is the
Vasicek model, in which X is modeled as the Ornshtein-Ulenbeek process with multidimensional
stochastic volatility. P dynamics of X are given, in particular

dX, = (k(6 — Xp) — f(Yy, ... Yy, Zy, o Z)O(Ye, 0 Y 2, e Zp))dt
+f Yy, s Y, 2o, ey Zp) + AW, 7(X,) = Xy, h(X,) = 0,

where Yy, ..., Y}, and Z, ..., Z, are fast and slowly variable volatility factors as described. We calculate the
approximate price for a zero coupon bond.
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We write the operator (£,) and the density associated with it at a rate m(x)
(8,) = 25202 + k(0 — x)0y — x, (8)
2 -k 5 - 1__
m(x)—ﬁexp(ﬁ(e—x) ) B—B—Ef.(l,
2 -k 5 B 1__
m(x)—ﬁexp(ﬁ(e—x) ) = —;f.(l.

To find a bond price with a payoff H(X,) = ;5 = 1, we need to solve the equation (7) to find the

eigenvalues for the segment I = (— oo, ) with (£,) in compliance with (8). Since both points o and oo
are natural limits, then the solution has the form [13].

Y = Mo exp (~AE =3 42) Hy(E + ),

_ \z
K T
Nn = (\/; 2n+1n!) 4

\/E —
A=—7, §==(x-0),
Ip=Ay=0—-—"4Kkn, n=012,...

Here, H,, are Hermite polynomials. We will write the expressions for the operators A; and B;:
Aj = ~0j3050 — (O + Uj2)0% — Wj10y,  Bj =010, — Yo

Operators Ajy n, Bjxn, and Bjy , are written on the basis of recurrence relations:

0.H, = 2nH,_,, 2xH, = H, 1 + 0, H,, Ajin = —VJ3
2B
£ \m/\ k a (n—m)! N, ™
=0, + U},)
50 (5 i
Lo )\ G (n—m)! N,y ™

(—1> 5+ 2\/_ n N, 5
K kn (n—l)']\fn 1 kn—1(’
-1 2\/_ nlV;,
Bijkn = —9; (7) Opn + CED Skn—1( — YjoOkn,
n—

<§>(§)+<if ) - - D
%)

CEE T
-1\ /-2 2Vk nlV, 2V (—2 nl MV,
+ <_) (T) — o 6kn 2 (T) 5kn 3
K a 7] (n—2)'M,_, G a/l(n—3)N,_;
9 5 (1 o n)6 + 4 n! NV, 5 +(—2) n!l N, 5 }
0T N2 K3 5) %k o) (=D, kn=1 7 \G ) (n=2)N,_, "2
e (E AV MMy o 4) N
- ilf (F) kn % (n_ 1)'Nn 1 kn—-1 ( (n Z)INn 2 kn-2
a7 {(52) 0+ (52 o= D oo}
lOf kn O'\/_ n—1)']\fn L kn-1
Calculation of ¢,, can be found in [12]

2 [
cn=Wn 1) = g\/gNnAne_Az/‘}-

The approximate price of a bond can now be calculated applying the theorems 1-3.
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For zero-coupon bonds, the bond curve is often considered, and not the bond price itself. The yield

Re¥ fora zero-coupon bond, on which one dollar is paid at time ¢ is defined by the relation:
ued = exp (—REEt).

. N o . . 5
We obtain the approximation for a zero-coupon bond, developing in series as bond prices u&%’, and

the yield R%%" in orders J& and /5;:

l T <
l n
—(R+X o, JER—_—+T J8iR_— |t
e — 0,0/ SIEIV TN of TAI=1N BN 1
Us o+ E *lefu_1j,_o'+ E ,/6l~u_0'—1,i+ =e j i

j=1 i=1
l T
-R_—t -R —t -R_—t
= 0,0 e — 0,0 R — 0,0 e
e +Z“/€’R1p0'e +Zw/(SLRO’1,ie +
j=1 i=1

Grouping in orders /€ and ,/§; we obtain:

Note that figures are constructed component-wise on each corresponding time scale, in much the
same way as components in [2], [11].

5. CONCLUSIONS

The spectral theory and the theory of singular and regular perturbations are applied to investigate
the short-term interest rates described by the Vasicek model. The approximate price of bonds and their
yield are calculated. Applying the Sturm-Liouville theory, Fredholm's alternatives, as well as analysing
singular and regular perturbations in different time scales, we obtained explicit formulas for the
convergence of bond prices and yields. To obtain explicit formulas, we need to solve 2l Poisson
equations. The main advantage of our pricing methodology is that by combining methods from spectral
theory, regular perturbation theory, and the theory of singular perturbations we reduce everything to
the solution of the equations to find their eigenfunctions and eigenvalues.

Developed methodology for modeling the pricing of derivatives, makes it possible to predict the
results of targeted actions of stock market participants, and to correct behavior based on the influence
of various factors present in the market.
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bypraak Isan, Maaunpka I'anna. MogearoBaHHsA LIiHOyTBOpeHHs JAepMUBaTUBIB MeTOAaMM CIEKTPaAbHOTO
anaaisy. XKypnar [puxapnamcvxozo ynisepcumemy imeni Bacurs Cmedaruia, 7 (3) (2020), 128-136.

Y 11ii1 cTaTTi pO3MIMPIOETHC METOA 3HaXOA KeHHsI HaDAVMKeHOI iU A4 IMPOKOTO KAacy MOXigHMX
¢inaHCcOBMX IHCTpyMeHTiB. BMKOPMUCTOByIOUNM CIEKTpalbHY TEOPil0 CaMOCIPsIKEHMX OIleparopis y
liapbepTroBOMYy IIpOCTOpPi Ta XBMABOBY TeOpPil0 CHUHIYAAPHMX Ta PperyAsApHNMX 30ypeHb, BCTAaHOBAEHO
aHaAiTM4HY ¢QopMyAay HaOAMKeHOI IiHM akTMBiB. Po3po0aeHO MeTOAM pO3paxyHKy IIiH OIIIIOHIB 3a
AOIIOMOIOIO iHCTPYMEHTIB CIIeKTpaAbHOTO aHaAi3y, Teopil CMHTYASPHUX Ta PEryASPHUX XBUAb Y BUIAAKy
IBUAKMX 1 moBiabHMX axropis. [ToeaHyIOuM MeTOAM i3 CIIEKTpaAbHOI TEOPil CUHIYASPHUX Ta PeryAsSpHIX
30ypeHb, MOKHa 3HAITH IiHy HOXiAHMX (iHAHCOBMX iHCTPYMEHTIB K PO3KAad 3a BAaCHUMMN (QPYHKIIiLIMMN.
PospaxosyeTncst mpubamsHa BapTiCTh LIHHMX MamepiB Ta iXx HOpMa HpMOYTKy. 3acTOCOBYIOUM TEOPilo
HItypma-Aiysiaas, aaprepHatusy ®pesroabma Ta aHaAi3 CMHIYASIPHUX Ta PeryAApHMX 30ypeHb Yy pisHMX
JacoBMX MacIITabax MOKHa OTpuMaru siBHi GOpMyAM BapTOCTi LIHHMX Hanepis Ta X 40xigHOCTi Ha OCHOBi
po3KaAagy BAacHMX (PYHKLINM Ta BAAaCHMX 3HA4eHb CAMOCIIPSDKEHMX OIlepaTOpiB, IO BUKOPUCTOBYIOTH
KpailoBi 3ajadi A4S CHHIYASPHUX Ta peryAdapHmx 30ypeHb. /oBeieHO TeopeMy, 3a AOIOMOTIOIO SIKOI
3HAXOASTBCS OIiHKM HaOAV>KeHOI 11iHN JepuBaTnBiB. Po3po6.1eHO aaropuT™M 00YMCcAeHHs HaODAVDKEHO! TiHU
AepuBaTMBiB i TOYHOCTI OIIiHOK, IO A03BOASE IIPOBOAMTM aHaAi3 Ta 3poOMTH 3amOOiKHI BUCHOBKM i
nporosutii, o0 MiHiMi3yBaTU pU3NKU IIOA0 IIiIHOYTBOPEHH: AepPMBATUBIB, SIKi BUHMKAIOTh Ha (POHAOBOMY
punKy. Po3pobaeHO MOAeAb 3HaXOAKeHHs BeAMUMHMU I[iHM AepuUBaTUBiB, IO BiAIIOBiAalOTh AMHaMIITi
¢ong0BOTO PMHKY Ta BeAndnHU PiHAHCOBMX MOTOKiB. Taka MOJeab 403BOASIE€ 3HAXOAUTHU IIiHU AepUBaTHUBiB
Ta IXHIO BOAATUABHICTh, @ TAKOX 3BeCTU A0 MiHIMYMY CII€KYASTUBHI 3MiHM B IIIHOYTBOP€HHI, 3/1IICHIOBATA
aHaAi3 MpPOXOAXKeHHs IpolleciB Ha (POHAOBOMY PMHKY Ta pOOUTU KOHKPETHi KPOKM AAsl ITOKpaIleHH:
cutyanii oo onrtuMisarii ¢gpiHaHcoBUX cTpareriii. BukopucraHa MeToAMKa LIIHOYTBOPEHHS €BPOIENCHKIIX
ONIIIiOHIB Ha OCHOBi J0CAiA>KeHHs IIOBeAIHKM BOJATMABHOCTI Ta aHaaAidy AoxigHocTi ¢iHaHCOBUX
iHCTpyMeHTiB 403BOAsI€ 30iABIINTM TOYHICTH IIPOTHO3y Ta IIpMiIMaTH OOIPYHTOBaHi YHpaBAiHCHKi
CTpaTeTiuyHi pileHHs y9acHMKaMy (POHAOBOTO PUHKY.

Karouosi caoBa: $poHAOBUIT PUHOK, AepMBaTUBY, CIEKTPAaAbHUIT aHaAi3, CIeKTpalbHa Teopisd,
CUHTYAsSPHAa Teopis 30ypeHb, peryAsipHa Teopis 30ypeHs.
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MODELLING OF THE STRATEGIC PLANNING PROCESS AT AN
AGRICULTURAL ENTERPRISE

IRYNA BORYSHKEVYCH, ALEKSANDER IWASZCZUK

Abstract. The development strategy is a long-term roadmap of the company's activities, which
makes it possible to achieve higher performance in relation to competitors. Almost all managers of
agricultural enterprises in the process of strategic management face a number of problems, such as
the choice of appropriate tools for strategic analysis and methods for building a strategy. This is
based on the fact that different agricultural enterprises have different existing capabilities,
available resources and strategic planning needs. Depending on the strategic ability of agricultural
enterprises, it is proposed to use various tools of strategic analysis and methods of strategy
development. Based on the conducted research, there was formed a mechanism for implementing
strategic planning at an agricultural enterprise. It consists of three stages. The developed
mechanism was tested at a private agricultural enterprise 'Ridna Zemlia' (Native Land) with the
typical main indicators of economic activity in the Ivano-Frankivsk region. At the first stage, using
a balanced system of economic indicators, it was found that this enterprise has an average level of
strategic ability. Following the recommended strategic analysis tools, at the second stage of
strategic planning, SWOT analysis of an agricultural enterprise was conducted identifying its
strengths and weaknesses, existing opportunities and threats. At the third stage, a roadmap for
implementing the strategy was developed within the framework of using the road mapping
method, which is allowed by the appropriate level of strategic capability. The main strategic goal of
the developed strategy is to ensure sustainable profits in the long term by increasing the
productivity and efficiency of agricultural production. Based on this, the following strategic tasks
were proposed to implement: the introduction of a new technology, which consists of constant
monitoring of the herd of cows, opening of a new farm to expand the existing market and increase
production volumes, the construction of a pellet boiler farm using biofuels, as well as the formation
of a personnel training plan and the development and implementation of training programs for
employee development.

Keywords: strategy, method, agricultural enterprise, strategic planning, roadmap.
JEL Classification: Al1, D23, M10.

1. INTRODUCTION

In the modern business environment, the management of most agricultural enterprises begins to
realize the need for strategic planning, formation and implementation of further development
strategies and tries to use the existing methodological tools in their activities. At the same time, the
process of strategic planning has not found a systematic reflection in practice. The vast majority of
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agricultural enterprises carry out strategic planning chaotically without having a clear developed
model and effective mechanism. In addition, different agricultural enterprises have different available
opportunities and resources to analyse and develop a development strategy. That is why it is important
to form a clear mechanism for implementing strategic planning with an indication of specific stages and
test the results received at one of the agricultural enterprises.

2. THEORETICAL BACKGROUND

A strategy is one of the most important concepts of the modern age [1], which determines the
effectiveness of achieving the company's goals [2]. Strategic planning is a deliberate and disciplined
effort aimed at making fundamental decisions and actions that determine what an organization is, what
it does, and why [3]. Strategic planning is an analysis that involves dividing the goals set into steps that
are manageable and implemented in order to achieve the desired aim [4]. Thus, strategic planning is a
process that outlines the goals and objectives of the enterprise, formulates actions and allocates
resources that will be used to achieve the set goals.

The problems and prospects of using strategic planning in the activities of agricultural enterprises
are studied by scientists from different countries, in particular: J. Jaworski, K. Sokotowska,
T. Kondraszuk [5], J. Dyczkowska, T. Dyczkowski [6] (Poland), H. Chladkova, S. Formankova [7] (the
Czech Republic), J. Schindler, F. Graef, H. Konig [8] (Germany), C.-C. Chen, H.-P. Yueh, C. Liang [9]
(China), S. Suriyankietkaew, P. Petison [10] (Thailand), R. Kalaki, M. Neves [11] (Brazil). Taking into
account the peculiarities of the development of agricultural enterprises, scientists offer various ways to
solve existing problems. However, most of them focus on the fact that strategic management is
important for the successful development of the agricultural sector.

Studying the strategic directions of agricultural enterprises development scientists use various tools
of strategic analysis and methods of building strategies: PEST analysis [12; 13], PESTEL analysis [14],
SWOT analysis [15-17], roadmap method [18; 19], Hoshin Kanri method[20].

Summarizing the available scientific research in the field of strategic planning for the development
of agricultural enterprises, we come to conclusion that modern agribusiness requires strategic thinking
among enterprise managers, which results in the formation of a clear development strategy. The use of
various tools of strategic analysis and methods of building a strategy will ensure the development of a
strategic plan according to the capabilities of the enterprise. The development strategy of an
agricultural enterprise makes it possible to clearly define the goals, ensures the readiness of the
enterprise for changes in unstable external conditions and allows to gain competitive advantages in the
market.

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

The purpose of this article is to model the process of strategic planning at an agricultural enterprise
and develop a strategy for its further development. Having a developed strategy makes it possible to
achieve clearly defined goals, which include improving the availability of the enterprise resources,
expanding partnerships, improving the management system, rising the number of consumers, which
ultimately increases the profitability and financial independence of the enterprise. Strategic planning at
an agricultural enterprise involves implementation of three main stages (Fig. 1).
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Stage 1. Determine the strategic capacity of an agricultural
enterprise by using a balanced system of economic indicators

=

Stage 2. Conduct strategic analysis using tools based on the
level of strategic capacity

-

Stage 3. Build the strategy of an agricultural enterprise
using a method that corresponds to the level of strategic

capacity of an agricultural enterprise

N

Fig.1. Implementation stages of strategic planning at an agricultural enterprise. Source: author’s development.

At the first stage, it is necessary to establish the level of strategic ability of an agricultural enterprise
using a balanced system of economic indicators, based on their economic efficiency. This system is
based on calculating the land usage, financial, labour, material and technical resources utilized by an
agricultural enterprise. Having defined the integral group indicator for each direction of the economic
indicators in the balanced system, we can build a line diagram that will allow us to visually represent
and compare the rate of resources utilization. This, in turn, will make it possible to improve the
activities of those areas where the situation is the worst. The next step of this stage is to calculate the
overall integral indicator, which determines the level of strategic ability of an agricultural enterprise

(Table 1).

indicators

Overall value of integral indicator in
the balanced system of economic

Type of agricultural enterprise

from 0 to 0,35

Enterprises with a low level of strategic capacity

from 0,36 to 0,70

Enterprises with an average level of strategic capacity

from0,71to 1

Enterprises with a high level of strategic capacity

Tab. 1. Scale for evaluating the strategic capacity of agricultural enterprises. Source: [21].

At the second stage, we should carry out a strategic analysis, and at the third stage, we should build
a strategy using appropriate tools and methods, which are based on the level of strategic capability of

agricultural enterprises (Table 2).

level of strategic capacity

Forces analysis, creating
strategic groups map

. . Strategic analysis tools Methods for building a
Type of agricultural enterprises
strategy
E i ith a low level
nterprises W,lt a on evel of SWOT analysis Objectives Tree method
strategic capacity
PEST analysis, SWOT analysis, )
. . . P Roadmapping
Enterprises with an average Ansoff Matrix, Porter’s Five .
(building a roadmap),

Balanced Scorecard method

STEEPLE analysis,
Enterprises with a high level of TELESCOPIC . :
strategic capacity OBSERVATIONS, ADL model, Hoshin Kanri method
McKinsey Matrix

Tab. 2 Classification of strategic analysis tools and building strategy methods depending on the strategic capability of an

agricultural enterprise. Source: [21].
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Having a developed strategy makes it possible to achieve clearly defined goals, including
improving the resource availability of the enterprise, expanding partnerships, improving the
management system, rising the number of consumers, which ultimately increases the profitability and
financial independence of the enterprise.

4. RESULTS AND DISCUSSION

The developed strategic planning mechanism was tested at a private agricultural enterprise 'Ridna
Zemlia' (Native Land) specializing in the cultivation of grain crops (except rice), legumes and oilseeds.
This enterprise is typical in terms of the main indicators of economic activity in the Ivano-Frankivsk
region.

At the first stage of strategic planning, we determined the level of strategic capacity of the
agricultural enterprise using a balanced system of economic indicators. Calculations were made on the
basis of the financial report of the 'Ridna Zemlia' (Native Land) enterprise.

The results of calculations of the economic indicators balanced system are shown in Table 3.

Direction Indicator name Indicator value
Normative Calculated
Use of land resources 1(; ;c;ss output production per 100 ha of growth 0,3125
Absolute liquidity ratio more than 0,1 0,0198
Total liquidity ratio more than 1 2,7502
Use of financial Long-term debt ratio les: ltharl; 1,5179
resources Return on equity (ROE) rll?) y ess than 13,8139 %
most suitable
Return on assets (ROA) 10-20 % 5,1208 %
Productivity factor growth 0,8921
f lab
Use of labour Return on learning (ROL) growth 0,4846
resources ;
Turnover rate of personnel reduction 0,1
. Current asset turnover ratio growth 0,9341
Use of material and -
. Inventory turnover ratio 3-6 1,9057
technical resources -
Inventory return ratio growth 0,1568

Tab. 3 Private agricultural enterprise ‘Ridna Zemlia’ analysis results based

on the economic indicators balanced system. Source: author’s research.

In the next step, we calculated integral resource efficiency indicators, taking into account the weight
of the impact of each group of indicators.

Since the influence of the land-use efficiency on the development of the agricultural enterprise is
0.365, the land-use efficiency integral indicator is:

Land-use efficiency integral indicator = 0,3125 x 0,365 = 0,1141.

The influence of the financial resources efficiency use is 0.2. thus, the integral indicator of the
efficiency of financial resources use is as follows:

Financial resources use efficiency integral indicator =
1/0,0198 x 2,7502 x 1/1,5179 x 13,8139% X 5,1208% x 0,2 = 0,0381.
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The influence of the labour resource efficiency is 0.225. The integral indicator of labour resource
efficiency is equal to:

Labour resource use efficiency indicator = 3/0,8921 x 0,4846 x 1/0,1 x 0,225 = 0,3665.

Since the influence of the efficiency of material and technical resources use on the development of
an agricultural enterprise is 0.21, the integral indicator of the use of material and technical resources is:

Material and technical resources use integral indicator = 3/0,9341 x 1,9057 x 0,1568 x 0,21 = 0,1372.

Based on the results of the obtained integral indicators of resource utilization, we constructed the
integrated values line diagram of the components of the economic indicators balanced system (Fig. 2).

04
0,35
0,3
0,25
0,2
0,15

0,1372
0,1

0,05

0,0381

0

Use of land resources Use of financial Use of labour resources Use of material and
resources technical resources

Fig. 2. Integrated values of the components of the economic indicators balanced system at

agricultural enterprise 'Ridna Zemlia. Source: authors research.

Based on the results of the constructed diagram, we can conclude that the level of labour resources
utilization on the private agricultural enterprise Ridna Zemlia' is positive, which is 0.3665. The level of
land, material and technical resources utilization is almost the same, their integrated values are 0.1141
and 0.1372, accordingly. The utilization of financial resources is in the worst position, the size of the
integral group indicator is 0.0381. In order to determine the level of strategic capability of an
agricultural enterprise we calculated the overall integral indicator of the economic indicators balanced
system:

Owerall integral indicator = 0,1141 + 0,0381 + 0,3665 + 0,1372 = 0,6559.

The calculated general integral indicator of the studied enterprise falls in the range from 0.36 to
0.70. This allows us to conclude that the agricultural enterprise Ridna Zemlia' belongs to the list of
enterprises with an average level of strategic capability.

SWOT analysis of the Ridna Zemlia' agricultural enterprise is indicated in Tab. 4.
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Strengths

Weaknesses

1. Solid experience in the agricultural sector.

2. Production of exclusively natural dairy products.

3. Milk processing exclusively from their own
farms.

4. The largest number of cattle in the Ivano
Frankivsk region.

5. Wide range of products.

6. Use of modern foreign equipment.

7. High-tech modern production.

8. Highly qualified employees.

9. High-quality products, compliance with
Ukrainian and European quality standards.
10. High social responsibility.

1. Dependence of an agricultural enterprise on
weather conditions.

2. Short storage time of fermented milk products.
3. Sales of dairy products only in those regions that
are geographically close to production facilities.

4. High level of competition.

5. Non-perfect marketing policy.

6. Incomplete implementation of strategic planning
and lack of a clearly developed strategy.

Opportunities

Threats

1. Expansion of the products sold volume.

2. Expansion of the product range.

3. Increase in new production capacity points (new
farms).

4. New sales markets entrance.

5. Attracting new investors.

6. Reducing the cost of production.

7. Creation and implementation of an effective
development strategy.

1. Escalation of the military situation in the country.
2. Poor weather conditions (drought, freezing of
crops, etc.).

3. Emerging competitors (in particular foreign
ones).

4. Price increase for agricultural machinery, energy
resources, fertilizers.

5. Price increases due to inflation.

6. Reducing consumer demand.

7. Processes of stagnation in the Ukrainian
economy.

8. Deterioration of credit conditions (increased
interest rates, inefficient credit conditions).

Tab. 4 SWOT analysis of the 'Ridna Zemlia’ agricultural enterprise. Source: author’s research.

Based on the SWOT analysis results, it is recommended to form a strategic vision in the innovative
direction for this agricultural enterprise, that is, to continue improving existing technologies and
introduce new ones. This will make it possible to ensure a stable profit in the Ukrainian market, as well
as to enter international markets.

After conducting strategic analysis, the third important stage in the implementation of strategic
planning at an agricultural enterprise is the construction of a strategy. Since the private agricultural
enterprise 'Ridna Zemlia' is an enterprise with an average level of strategic ability, we used the road
mapping method, to develop the strategy. An important advantage of this method is that it defines the
relationships between different divisions and areas of the enterprise. In addition, the basis of road
mapping is the use of new modern technologies and innovations.

Using the above-described method, we formed a roadmap to implement the strategy of the 'Ridna
Zemlia' agricultural enterprise (Fig. 3).
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As you can see from Fig. 3, the main strategic goal for the 'Ridna Zemlia' agricultural
enterprise is to introduce innovative technologies to generate sustainable profits by increasing the
productivity and efficiency of agricultural production. Thus, it is suggested to introduce a new
technology, which consists of constant monitoring of the cows' herd. This technology makes it
possible to detect the slightest deviations in the state of their health. It is implemented using a
personal electronic transmitter attached to the collar of each cow. With its help, the information
about the animal (physiological parameters, cow activity, feeding quality) is collected during the
day and transmitted to the central computer. This technology is used by one of the most successful
agricultural companies in Ukraine, Svarog West Group Corporation. To implement this
technology at the initial stage, you need to sign an agreement with the technology supplier. After a
year of usage, analyse the proven technology and decide on its further utilization.

It is also planned to open a new farm to expand the existing market and increase
production volumes. Using additional investor inflows, within the developed strategy it is possible
to construct of a pellet boiler house using biofuels — fuel pellets. This is an important area of
alternative energy development, which will allow us to cover our own energy needs.

An important aspect of implementing the strategy and ensuring the effective operation of
the private agricultural enterprise 'Ridna Zemlia' is personnel training. After all, investing in
human capital is one of the main factors of success in the long term. The current strategy provides
for the formation of a staff training plan and the development and implementation of employee
development training programs. At the end of each annual course, employees will test their
knowledge. It is also proposed to conclude strategic partnership agreements with leading
Ukrainian agricultural universities. The main goal of such cooperation is to strengthen the
theoretical base with knowledge of modern technologies, as well as train the best students with
subsequent employment.

In general, the developed roadmap for strategic planning implementation of the private
agricultural enterprise 'Ridna Zemlia' should ensure a sustainable profit in the long term.

5. CONCLUSIONS

In conclusion, using a balanced system of economic indicators, it was established that the private
agricultural enterprise Ridna Zemlia' has an average level of strategic ability. Based on the conducted
SWOT analysis and available information about the company, a roadmap for strategic planning
implementation was built. It is based on the introduction of innovative technologies to obtain
sustainable profits in the long term. In addition, the use of roadmaps at the enterprise makes it possible
to achieve key strategic and tactical goals. They help to focus on long-term planning and improve
relationships, provide comprehensive, visual, and autonomous plans. This method focuses business
leaders thinking on key tasks at each stage of strategic planning.
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bopumikesma Ipuua, Isamryk Ozaekcanap. MogearoBaHHS IIpOIleCy CTpaTeriyHOrO IIAaHyBaHHS Ha
ciabcpKoTrocrogapcbkoMy mianpueMctsi. XKypnaa Ipuxapnamcvrozo ynisepcumemy imeni Bacurs Cmedanuxa,
7 (3) (2020), 137-146.

Crpareriss po3BUTKY € AOBIOCTPOKOBOIO AOPOXKHBOIO KapTOIO AiSIABHOCTI MiANPUEMCTBA, IO Aa€
MOXKAUBICTb AOCATHYTM OiABII BMCOKMX IIOKa3HMKIB IO BiAHOIIEHHIO A0 KOHKypeHTiB. IIpaxTmuno Bci
KePiBHMUKI CiAbCHKOTOCIIOAAPCHKUX IMAINPUEMCTB B IIpOLeCi CTpaTeriyHoro yHnpaBAiHHS CTUKAOThCA 3
HM3KOIO Tpo0JeM, Takmux sK, BUOIp AOIiABHUX IHCTPYMEHTIB AAsl CTpaTeriyHOIO aHaai3y Ta MeTOAiB
nobyaosu crparerii. Ile BuxoauTs i3 TOroO, IO pPi3Hi CiAbChKOTOCIIOAAPCHKI MiANpPUMEMCTBA MalOTh PisHi
icHyI04i MOXKAMBOCTi, HasBHi pecypcu Ta IOTpeOM B CTpaTeriuHOMy ILdaHyBaHHI. B 3azexHocTi Big
CTpaTeriyHoi CIIPOMO>KHOCTI CiAbChKOTOCIIOAAPChKIUX MiAIPUEMCTB, 3aIIPOIIOHOBAHO BMKOPUCTOBYBATH Pi3Hi
iHCTpyMeHTHM CTpaTeriyHOTO aHaAidy Ta MeToAM po3poOkm crparerii. Ha ocHOBi mpoBedeHMx Aocaia>keHb
Oya0 cdopMoBaHO MexaHi3M 34iliCHEHHs CTpaTeriyHOrO II1aHyBaHHSA Ha CiAbCBKOTOCIIOAApPCHKOMY
MiAIIPUEMCTBI, KM CKAaAa€ThCsA 3 TPHOX eTalliB. Po3pobaeHmiT MeXaHi3M anmpoOOBaHO Ha IPUBAaTHOMY
CiABCHKOTOCIIOAAPChKOMY mignipmeMcTBi “PigHa 3emas”, IO € TUIIOBUM 3a OCHOBHMMM IIOKa3HMKaMU
rocrioapcpkoi  AisapHocti B IBano-@pankisepkiit o6aacti. Ha mnepmiomy erami, BUKOPUCTOBYIOUM
30aaaHCOBaHy CHCTeMy eKOHOMIUHIX ITOKa3HIKiB, OyA0 BCTaHOBAEHO, 11O AaHe MiAIIPMEMCTBO Ma€ cepeaHit
piBeHb CTpaTeriyHol CIIPOMOXKHOCTI. BigmioBigHO 40 pekOMeH 0BaHUX iHCTPYMEHTIB CTpaTerivHOTO aHaAai3y
Ha ApyIOMy eTaIli CTpaTeriyHoro IIAaHyBaHHsI  aBTopoM ©Oyao  mposedeHo  SWOT-anaais
CiAbCBKOTOCIIOAAPCHKOTO MMiAIIPYEMCTBA Ta BUABAEHO JIOTO CUABHI i c1abKi CTOpOHM, iCHYIOWi MOXKAMBOCTI i
sarposn. Ha Ttperbomy erami Oyao po3pobaeHO AOpPOXKHIO KapTy peadisarii cTparterii B MeXkax
BUKOPUCTaHH: METOAY POYAMEIIIIiHT, 110 TlepeaOadeHni! BiAIOBIAHMM piBHEM CTpaTeriyHoi CIIPOMOXKHOCTI.
OcHOBHOIO CTpaTeriyHol0 MeTOI0 poO3po0JAeHOi cTpaterii € 3a0e3ledyeHHs CTiIKOrO TpUOYTKY B
AOBIOCTPOKOBi HepCIeKTUB1 LIASIXOM 3pOCTaHH:I POAYKTUBHOCTL Ta edexTUBHOCTI
CiAbCBKOTOCIIOAAPCHKOTO BUpOOHMIITBA. TakmM 4nHOM, OyaA0 3alpOIIOHOBAHO peadisallilo HaCTYITHMX
CTpaTeriyHuX 3aBAaHb: 3allPOBaj KeHHsA HOBOI TEXHOAOTII, IO II0ASra€ B IOCTiIIHOMY MOHITOPMHIY CTaja
KOPiB, BiAKpUTTsI HOBOI (pepMM A4Sl PO3IIMPEHHS iCHYIOUOTO PUHKY Ta 30iAbIeHHs OOCATiB BUPOOHUIITBA
HpoAyKIlii, 1mobyJoBa IleAeTHOI KOTeAbHI 3 BUKOPUCTaHHSAM OiollaamBa, a TakoX (OPMYBaHH: ILAaHY
HaBYaHH:I IIepCOHALy Ta po3po0Ka i peaaisaris HaBIaApHUX IPOrPaM PO3BUTKY IpalliBHUKIB.

KarodoBi caoBa: cTpaTeris, MeTO4, CiAbChKOTOCIIOZapChKe MiATIPUEMCTBO, CTpaTeriuHe M1aHyBaHH:,
AOPO>KHS KapTa.
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TERRITORIAL FRAMEWORK OF LOCAL SELF-GOVERNMENT:
BASIS OF LEGISLATIVE REGULATION

ZINOVIY SIRYK, ROSTYSLAV BILYK, OLENA PANUKHNYK

Abstract. Ukraine is increasingly trying to integrate into European structures. The civilizational,
geopolitical and geo-economic choice for our country is obvious, therefore, difficult, consistent and
sometimes unconventional and unpopular political decisions are required to implement it. The real
implementation of the deconcentration, decentralization and subsidiarity principles in the practice
of public administration is necessary, in particular, due to the introduction of new models of
relations between the political center and the regions. Regional disproportions in the territory
development of Ukraine, the failure to implement the reform on the ground in specific
administrative and territorial units, the spread of corruption schemes — all these are the
consequences of an ineffective model of local self-government and state management of regional
development, that became the beginning of the administrative and territorial reform in the state.
And in order to ensure a high-quality process of administrative and territorial reform, it is
important, and to some extent and the most basic, is the process of adopting high-quality
regulatory base for legislation. The article identifies the main directions for the formation of an
effective management system at all levels, including: the formation of an optimal territorial basis,
the provision of appropriate material, administrative, organizational and financial conditions for
the implementation of the powers granted to them by local governments, a clear delineation of
powers between management bodies of different levels based on decentralization, mechanism
development of the state control and population involvement in the community development. The
legislative base, which was adopted in the context of supporting the reform of local self-
government in Ukraine, has been analyzed. The legislative guidelines for the decentralization
reform and regional policy in Ukraine have been determined and substantiated. Deficiencies and
shortcomings of the normative-legal and institutional support system of the local self-government
reform have been identified and ways of their elimination have been proposed.

Keywords: administrative and territorial reform, decentralization, self-government bodies, legal
framework, territorial communities.

JEL Classification: O18, R11, R51.

1. INTRODUCTION

The current state of the state-building processes organization in Ukraine is characterized by the
presence of a large number of problems, the main of which is the inconsistency of the organizational,
functional, legal and socio-economic components with the conditions that are relevant for our state
today. Speaking about the state of reforming the public administration sector, it can most often be
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described as unsatisfactory. When setting priorities, the central government proceeds from the needs of
the state, but has poor understanding of the development needs of community and territories at the
local level. Programs to stimulate the development of individual regions, the use of the cross-border
cooperation practice, the introduction of the new organizing models in public-political processes. And
one of the main reasons for this is the imperfect administrative and territorial structure of the state. It is
not talking about the inefficiency or erroneousness of the unitarity and equality path of the regions
chosen by Ukraine. But it should be understood that the uneven development of the regions, a large
disproportion in the distribution of productive forces, the specificity of cultural and mental
characteristics of various territorial communities puts Ukraine in front of the need to search for a new
model of relations between the central and regional authorities, as well as regions among themselves,
the implementation of the new regional cooperation forms on the subsidiarity and solidarity principles.

2. LITERATURE REVIEW, GENERALIZATION OF MAIN STATEMENTS

In the modern conditions in our country, the ideas of the territorial and administrative structure are
especially relevant for the research and adaptation to the domestic financial, economic and
management systems. Many scientists are engaged it in their research and analysis, in particular, M.
Baimuratov, O. Batanov, V. Beschastnyi, V. Borschevskyi, P. Zhuk, O.V. Kampo, O. Kyrylenko, M.
Kozoriz, V. Kravtsiv, V. Kravchenko, I. Lunina, M. Melnyk, H. Oleksiuk, Kh. Patytska, V. Pysmennyi,
Yu. Rohozian, I. Storonianska, V. Fedosov, S. Shults and others.

Along with this, in the conditions of the reform stages passage, questions arise, the formation of a
legislative base, which is the basis of all processes on formation and development of territorial
communities, as well as the legality of their activities.

The purpose of the article is to analyze the legal framework for regulating the formation of
territorial communities.

3. DISCUSSION

In essence, investments in human capital are investments in intangible assets that accumulate and
develop intangible resources for the productive activity of people, namely: knowledge, competencies,
experience, health, social skills, intellectual and entrepreneurial abilities. Accordingly, depending on
the investment purpose, the following components of human capital distinguish:

Local self-government is one of the most effective tools for local governance and territorial
development. Where it really works, where the local population has a real right and opportunity to
independently resolve issues of local importance, there is an increase in revenues of local budgets and
socio-economic development in general.

In each state, depending on the characteristics of its political and territorial as well as administrative
and territorial structure, the form of government and political regime, historical, national, geographical
and other features, local self-government has a specific form and name.

The legitimacy of local self-government in Ukraine is confirmed by the Constitution and the Law of
Ukraine “On Local Self-Government in Ukraine”, that determine the system and guarantees of local
self-government, the foundations of organization and activity, the legal status and responsibility of
bodies and officials of local self-government.

Among all principles of the local self-government functioning determined by this law, the principle
of legal, organizational and material and financial independence of local self-government, which it is
endowed with within the powers determined by legislation, acquires special significance. Legal and
organizational independence is expressed in the granting of certain powers to local governments,
within which they act independently, make appropriate legal decisions, and are also responsible for the
implementation of these powers. In addition, local self-government bodies may be granted separate
powers of executive bodies, in the exercise of which they are subject to the control of the relevant
executive bodies.
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The foundations of local self-government are economic, social, financial, legal and other
opportunities and conditions that have objectively developed in society, the totality of which forms the
basis on which the system of local self-government is built. These are the objects of reality on which the
authority’s activities are based, the resources they have. They are diverse in nature and in their object
composition, which allows them to be classified.

One of these foundations of local self-government is the territorial basis, the consolidation of which
is important, since local self-government is characterized primarily by certain spatial and graphic
factors and can be carried out by a territorial community within the administrative boundaries of
settlements [1, p. 86].

In addition to the Law of Ukraine “On Local Self-Government in Ukraine,” an important document
to substantiate the reform purpose is the Concept of local self-governance and territorial power
reforming [2]. The problems identified for overcoming at the state level include:

— low level of quality and accessibility of social services as a result of resource insolvency by local
authorities to ensure the implementation of their own and delegated powers;

— deterioration of water, sewer and heating networks, as well as the unsatisfactory state of the
housing stock in the conditions of financial insolvency of the self-government bodies, to ensure their
repair and return to normal condition, accompanied by an increase in accident rate and an increased
risk of technological shocks;

— difficult demographic situation, which is manifested in an aging population, depopulation of
rural areas and most monofunctional cities;

— inconsistency of local policies on the socio-economic development of the territory with the
interests of communities in today's conditions;

— population lack in ensuring the development of community and solving issues of local
importance, the absence of direct democracy institutions and cooperation with local authorities, the
insolvency of residents through the interaction to achieve the goals of community;

— low level of qualification and professionalism of local self-government officials was the result of
the low competitiveness of local authorities in the labour market and the low level of prestige of such
posts; this problem was subsequently a result of a decrease in the effectiveness of managerial decisions;

— corporatization of self-government bodies, increasing corruption, secrecy and non-transparency
of their activities;

— excessive resource and administrative centralization;

— lack of ubiquity of local self-government, in particular on resolving issues in the field of land
relations.

To overcome the above problems of the local self-government development, the document [2]
defines seven directions for the establishment of an effective management system at all levels and for
the achievement of high-quality public services, namely:

— formation of an optimal territorial base as a basis for ensuring the development of local self-
government;

— ensuring the appropriate material, administrative, organizational and financial conditions for the
implementation by local self-government of the authority granted to them;

— clear delineation of powers between governing bodies at various levels on the basis of
decentralization;

— formation of an effective mechanism of state control over the activities of local authorities and the
conformity of their management decisions with legislative and regulatory acts;

— development of direct democracy forms, the involvement of the population in the development of
community;

— improving the coordination mechanism of local self-government.

Other legislative acts that have become fundamental since the beginning of the reform can be called
the Law of Ukraine “On the voluntary unification of territorial communities”, the Method for the
formation of capable territorial communities, which determined the organizational basis for the ATC
formation, etc. (Table 1). In accordance with the Methody, territorial communities of villages
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(townships, cities) are capable, which, as a result of voluntary amalgamation, are able to independently
or through local governments provide an appropriate level of service, in particular in the field of
education, culture, healthcare, social protection, housing and communal services economy, taking into
account human resources, financial support and infrastructure development of the corresponding
administrative and territorial unit [3].

The next step of the legislative and executive power branches was the adoption of the Plan for
Legislative Support to Reforms in Ukraine [11], which was supposed to ensure consistency,
comprehensiveness and defined clear guidelines for the reform. This plan determined a number of bills
required for the adoption of their conceptual foundations, as well as deadlines and those responsible
for their submission (Tab. 2).

The adoption of such a document at the beginning of the decentralization reform makes it possible
today, given the completion of the voluntary amalgamation of the territorial communities and the
“laying” of the foundations for enlarging the administrative and territorial units of the subregional
level, to substantiate the state of the legislative support of the process and identify the risks that the
adoption of the planned legislative acts entails.

First of all, it should be noted that today an effective regulatory framework has been formed for the
decentralization reform in Ukraine. Although most of the regulatory acts in the field of decentralization
were adopted in 2014-2015, today and in the future, legal support for this process is being formed, in
particular in the context of overcoming the risks that have arisen after the completion of the initial stage

of the reform. Among recently adopted documents:

Nature of By and when
the Name y The conceptual framework, defined in the document
adopted
document
On approval of the
The Order of th o
Concept of reforming local e reet of e reform goal is justified, the problems that should be
Cabinet of Ministers . . ) .
self-government and . overcome in the process of implementing transformations
territorial organization of of Ukraine No. 333- and the ways to solve them are clearly identified
2 rganiza p dated 04/01/2014 Y y
g power in Ukraine
g . The D f th
B On the Sustainable ¢ ecree of e strategic document that outlines the principles for
) President of . . . . X s
s Development Strategy . implementing 62 reforms in Ukraine and identifies
g “Ukraine 2020” Ukraine No. 5/2015 indicators for their implementation
2 dated 01/12/2015 P
>
n o The Law of Ukraine aim?d at determining .legul, economic, . sqciul,
On the principles of state environmental, — humanitarian —and  organizational
. . No. 159-VIII dated , ) o
regional policy foundations of state regional policy in the context of
02/05/2015 . ) |
domestic policy of Ukraine
features and conditions for the ATC formation are
dentified, th ] t lati th
qé E On voluntary The Law of Ukraine | " .zﬁe /e T GSpects of regulating  the
E « . o relationships arising in the process of wvoluntary
o amalgamation of territorial No. 157-19 dated . . ..
s 2 . amalgamation of territorial communities and voluntary
o= communities 02/05/2015 . .
e = amalgamation to already established ATC are
e £ .
E=T substantiated
[CBR]
= 88
£E5 o organizational and legal foundations of the cooperation
2 . The Law of Ukraine | of territorial communities, the basic principles, forms
°cL E On cooperation of , . .
g 8 B L L No. 1508-VII dated | and mechanisms of such cooperation, the features of its
C o W territorial communities . . . .
s g 06/17/2014 stimulation and financing, as well as control are
..E ‘é determined
g g The Resolution of | mechanism is formed and the conditions for the
g E On approval of the . ) . e
2 9 . the Cabinet of formation of capable territorial communities are
S B Methody for the formation . . e
[ali] o Ministers of determined, the need is justified and the procedure for
- of capable territorial . . ;
communities Ukraine No. 214 developing and approving a long-term plan for the
dated 04/08/2015 | formation of community territories is established
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Nature of By and when
the Name y The conceptual framework, defined in the document
adopted
document

On introducing

amendments to the Budget | The Law of Ukraine | features of the redistribution of budget revenues at

regarding tax reform

On making amendments to

Documents of a financial nature
(determination of financial support aspects
and distribution of powers between

Code of Ukraine regarding No. 79-19 dated various levels and the introduction of a new system of
the reform of inter-budget 12/28/2014 inter-budget equalization are justified;
R relations
2]
T; On introducing
= amendments to the Tax The Law of Ukraine | features of tax collection and crediting of taxes as a result
§ | Code of Ukraine and some No. 71-19 of of redistribution of revenues between budgets of different
E legislative acts of Ukraine 12/28/2014 levels are determined
&
g
2]
g

the Budget Code of . interaction boundaries of the administrative-territorial
. . The Law of Ukraine . ) . . .
Ukraine regarding the units” budgets in various levels are determined, the basis
. No. 837-VIII dated ) ) .
features of the formation for the formation and execution of local community
i 11/26/2015 e
and execution of ATC budgets is justified
budgets

Tab. 1. Legislative framework adopted in the context of supporting local self-government reform.
Source: compiled on the basis of [2, 3-10].

Reform area Title of the bill Conceptual framework defined by the bill
.. . A new three-level structure of the administrative and territorial
Administrative . . L . L
. On the administrative and structure of Ukraine is provided, determination of the procedure for the
and territorial

territorial structure of Ukraine
structure

formation and liquidation of such units, changes in their borders, the
classification of settlements in one or another category

On amendments to the
Constitution of Ukraine
regarding the powers of state
authorities and local
authorities, territorial
organization of power,
decentralization

The main reform guidelines were identified: 1) decentralization and
public administration reform; 2) reform of regional policy. It is
envisaged: 1) creation of conditions for the formation of capable

territorial communities and ensuring the omnipresence of local self-

government; 2) determination of ways to reduce the conflict between
local government and executive authorities through the delimitation of
their competencies in accordance with the principle of subsidiarity,
refusal to delegate the powers of district and regional councils to
executive authorities.

On amendments to the Budget
and Tax Codes of Ukraine
regarding the allocation of
stable sources of income to

local budgets and the
expansion of the revenue base
of local budgets, while
ensuring the definition of
common rates of deductions
for personal income tax and
income tax of private sector
entities for each type at local
budgets

Decentralization of power and local self-government reform

In the context of the adoption of these changes, there is a need to ensure:
1) adequate resource support for local self-government; 2) introduce a
horizontal system for equalizing the potential of local budgets by income.
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Reform area

Title of the bill

Conceptual framework defined by the bill

Decentralization of power and local self-government reform

On local self-government
authorities in Ukraine (new
edition)

It is envisaged 1) to ensure a clear legal interpretation of the role of local
self-government in Ukraine; 2) providing the governing bodies with a
basic level of real authority to approach a citizen and increasing the
efficiency of providing public services; 3) the distribution of powers
between local authorities of the district and regional levels; 4) the
introduction of transparent mechanisms for administrative supervision
of public authorities in relation to local authorities.

On local executive authorities

There is a regulatory justification for the creation process of the
executive bodies of the respective councils, which will take over part of
the powers of the central executive authorities, in particular to control

the activities of self-government bodies.

On local referendum

Must ensure legislative settlement of the local referendum issue.

On self-organization bodies of
the population (new edition)

Provides for the independence of the formation process of self-
organization bodies of the population from the will of local authorities

On municipal guard

It should provide justification for: 1) the legal prerequisites for ensuring
the protection of law and order, respect for human rights and freedoms
in the context of decentralization; 2) granting the right to self-
government bodies to form municipal police at the expense of territorial
communities; 3) establishment of mechanisms for the implementation of
local authorities decisions in the field of legality, law and order and the
protection of rights and freedoms, interests of a citizen

On making amendments to
some legislative acts of
Ukraine regarding cross-
border and regional
cooperation of local and
regional authorities

It envisages the introduction of regulatory standards for the creation and
activities of Euroregions, the formation of a coordination model of state
policy in the field of cross-border cooperation.

Service reform

On service in local self-

It envisages the adoption of the Law of Ukraine “On Service in Local

in self- -
government government authorities (new Self-Government Authorities”, based on European principles of public
authorities edition) service

Tab. 2. Legislative guidelines for decentralization reform and regional policy in Ukraine.

Source: compiled on the basis of [11].

1) The Law of Ukraine “On Amending the Law of Ukraine “On the Voluntary Amalgamation of
Territorial Communities” on the voluntary accession of territorial communities of villages and
townships to territorial communities of regional significance cities” [12], which recognized territorial
communities of regional significance cities as capable — the law was adopted in 2018 year in order to
solve the problem of non-occupation of large cities by the process of ATC formation (this is due to the
fact that cities, being in a winning position from transferring resources and powers to the local level, do
not aground stimulus in association with the surrounding rural communities; besides, for the passage
of a certain time there was a trend of failure of small villages to unite with the big city for fear of losing
their own territory management and left the city without the amalgamation process);

2) The Law of Ukraine “On Amending Certain Laws of Ukraine regarding the status of village,
township headman” [13], in particular in the context of amendments to the Law of Ukraine “On Service
in Local Self-Government Authorities” [14], aimed at effectively regulating the activities of employees
in local self-government authorities and increase the prestige of the service — such changes are aimed at
overcoming the problem of the lack of qualified personnel in local self-government authorities and
encouraging employees to provide high-quality public services and in the communities;

The Law of Ukraine “On Amending the Law of Ukraine “On the Voluntary Amalgamation of
Territorial Communities” to simplify the procedure for approving long-term plans for the territory
formation in communities of the Autonomous Republic of Crimea, regions” [15], adopted to simplify
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the procedure for approving long-term plans for the formation of community territories (the Law
defines that, firstly, community amalgamation will continue only according to the long-term plan, and
secondly, the procedure for creating long-term plans will no longer include an approval stage of these
amendments by regional councils) — it is expected that in this way the politicization problem of local
elites and their restraining influence on the process of community enlargement will be eliminated.

At the same time, it should be noted that the untimely and incomplete implementation of the Plan
for legislative support to reforms in Ukraine in terms of decentralization and local self-government
reform should be noted, since from the planned for adoption in 2015-2016 80% of draft laws have not
been adopted today. The bills that are fundamental for effective decentralization in Ukraine remain as
adopted: “On the foundations of the administrative and territorial structure”,”On amendments to the
Constitution (regarding decentralization of power) “,“On local executive bodies”,”On the procedure for
the formation, liquidation of districts”, establishing and changing their borders, amending the Laws of
Ukraine “On Local Self-Government”,“On Bodies of Self-Organization of the Population”. Thus, the
non-adoption of the law on the administrative and territorial structure of the state is accompanied by
the uncertainty of the system of the territorial organization of power, and the delay in introducing
amendments to the Constitution of Ukraine, which should coordinate at the legislative level the change
in the administrative and territorial structure and the distribution of powers between governing bodies
at various levels and the role of prefectures in the process development of territories, raises doubts
about the irreversibility of the reform of local self-government in Ukraine.

4. CONCLUSIONS

Given the importance of these bills, it is worth noting that their rejection is accompanied by an
increase in numerous risks and a slowdown in the implementation of local self-government reform,
and may also be evidence of a lack of political will to complete it. Among other shortcomings and
deficiencies in the system of legal and institutional support for the reform of local self-government are
the following:

— poor coordination of the participants activities in the reform of local self-government at various
levels (at the level of territorial communities, district, regional, central and subregional levels of
government), at the moment it is manifested in the absence of a connection between the regional
development policy and the decentralization process;

— lack of regulatory justification and distribution clarity of powers in areas that are characterized by
a multi-level representation;

— weak links between the processes of reforming the local self-government system and sectoral
reforms, resulting from the emergence of new risks and the inability of self-government bodies to
respond in a timely manner to changes in the mechanisms for the provision of public services;

— lack of clear criteria for determining the impact of the ATC formation and development on the life
quality of the population and clear boundaries of managerial freedom of local self-government
authorities.

Therefore, it should be noted that only a qualitatively formed regulatory and legal framework will
serve as the basis for the ability and functionality of the amalgamated territorial communities.
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Cipuxk 3enosiit, biank Poctucaas, Ilaryxuuxk Ozena. TepuropiaabHa OCHOBa MiCIIEBOTO CaMOBpPsIAYBaHHS:
OCHOBI 3aKOHOJABUOIo peryaiosBaHHA. )Kypnar [Ipuxapnamcvkozo ynisepcumemy imeni Bacura Cmedaruxa, 7
(3) (2020), 147-155.

YKpaiHa Bce aKTMBHillle HaMara€ThCs iHTerpyBaTucs B €Bporneiichki crpykTypu. Llusiaisamirinmii,
reonoAiTMYHMII Ta TeOEKOHOMIUHMI BUOIp A5 HaIlOl KpaiHU € O4eBUAHUM, a TOMY A4 IOro peaaisarii
HeoOXigHI BaXKKi, ITOCAiA0BHI Ta iHKOAM HeETpaAMIIiNHI ¥ HeNOIyAspHi moAiTmuHi pimennsa. HeoOxigxe
peaabHe BTiA€HHS MPUHINIIIB AeKOHIIEHTpaIlil, AelleHTpaaisamii Ta cybc1uaiapHOCTI B IPAKTHUKY AepP>KaBHOTO
yIIpaBAiHH:I, 30KpeMa Jepe3 3allpOBaJ>kKeHHsI HOBUX MOJeAel B3a€MOBIAHOCUMH MiX MHOAITMYHUM LIEHTPOM
Ta perioHamn. PerioHaapHi Amcrponopiiii po3BUTKY TepMUTOpii YKpaiHM, HeCIpOMOXKHICTh peaaisartii
pepopMmu Ha MicCISIX B KOHKPETHUX aAMiHiCTpaTMBHO-TEpUTOPiaABHMX OAVIHUIIAX, IIOIIMPEHHS
KOPYIIIIHMX CXeM — Bce Ile HacAigky HeepeKTUBHOI MOJeAi MiCIIeBOTO caMOBPsIAyBaHHA Ta AepP>KaBHOTO
yIpaBAiHHsA pPerioHaZbHMM PO3BUTKOM 1 camMe @i Ipolecu craau IIOYaTKOM aAMiHiCTpaTHBHO-
TepuTOopiaabHOI pedopMu B Aep>KaBi. A 445 TOro o0 3abe3reumTy SKiCHMII IIpoliec agMiHiCcTpaTHBHO-
TepuTOopiaabHOI pedOpMMU Ba’KAUBUM, a B AedAKill i Mipi i HallOCHOBHIIINM € IIpolleCc MPUMHATTS SKiCHOTO
HOPMAaTMBHO-IIPABOBOTO 3a 3aKOHOJABCTBA. Y CTATTi BU3HAUEHO OCHOBHI HaIpsIMU CTAaHOBAEHH: e(eKTUBHOI
CHICTeMI VIIpaBAiHHS Ha ycCix piBHAX, cepe sAKux: pOpMyBaHH: ONTMMAABHOI TepUTOpiaabHOI OCHOBH,
3a0es3IleyeHHs1 BiAIIOBiAHMX MaTepiaAbHMX, aAMiHiCTpaTMBHO-OpraHizaliiiHux Ta (¢iHAaHCOBUX YMOB AAs
peaaisaliii opraHamMM MiCIIEBOTO CaMOBpsAyBaHHS HaJaHMX IM IIOBHOBaXKeHb, YiTKe PO3Me>KyBaHH:
IIOBHOBa>keHb MiXX OpraHaMM yIIpaBAiHH: pi3HMX PiBHIB Ha OCHOBi gelleHTpaaiszallil, pO3BUTOK MeXaHi3My
A€P>KaBHOTO KOHTPOAIO Ta 3aAy4eHH: HaceAeHH: A0 PO3BUTKY Tpomaau. IlpoaHaaizoBaHO 3akOHOJaBay
Oasy, ska Oyaa IpuifHATa B KOHTEKCTi CympoBogy pedopMu MicCIIeBOro caMOBpsAyBaHH:S B YKpaiHi.
BusHaueHO Ta OOIPYHTOBAHO 3aKOHOAABYi opieHTHUpU pedopMU AelleHTpadisamil Ta perioHaAbHOI ITOAITUKI
B YKpaiHi. BusHaueHO He04iKM Ta He 40ONIpaITIOBaHHs CUCTeMI HOPMaTUBHO-IIPaBOBOTO Ta iHCTUTYIIiTHOTO
3abesrieyeHHs1 pePOPMM MiCIIEBOTO CAMOBPsIAYBaHH: Ta 3aIIPOIIOHOBAHO MIAAXM IX YCYHEHH:.

KarouoBsi caoBa: agMiHicTpaTUBHO-TepUTOpiaabHa pec])opMa, AelieHTpaaisaris, opranu
caMOBpsI4yBaHH:, HOpMaTVBHO-IIpaBoBa 0a3a, TepUTOpiaabHi TPOMaAL.
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WHY DO DEVELOPED ECONOMIES BECOME VULNERABLE TO
ECONOMIC CYCLES?

LILIA MYKHAILYSHYN, SERHII VASYLCHENKO

Abstract. The possible reasons for the intensification of cyclical fluctuations of the economies of
the developed countries in the last decade are analyzed in the article. At the same time, the
countries with risky markets (emerging markets and developing economies) are experiencing
lower GDP losses during cyclical reductions of the economy. This is particularly paradoxical in
view of the fact that developed economies are generally considered to be more stable and
competitive. Besides, during the twentieth century, mankind has accumulated considerable
experience in counteracting the cyclical nature of national economies and learned to smooth the
amplitude of cyclical fluctuations. The authors of the article put forward and substantiate the
assumption that the reason for the increase in the amplitude of cyclical fluctuations, increase of the
depth of cyclical fluctuations of economies of the developed countries compared to the countries
with emerging markets and developing economies, is the significant difference in the structure of
these economies. The significant predominance of the tertiary sector in the developed economies
makes them more vulnerable to cyclical fluctuations due to the greater multiplier effect that is
inherent in the tertiary sector industries compared to other sectors of the economy. The conducted
correlation analysis showed the presence of the strong relationship between such parameters of the
economy as the share of the tertiary sector in the economy and the percentage value of the
predicted economic recession in 2020 in the developed economies and emerging markets and
developing economies. But it is necessary to keep in mind that the autonomous cost multiplier
works in the opposite direction, accelerating the economic decline during the economic cycle. That
is why, in our opinion, measures of state regulation of the economy today should be increasingly
aimed at regulating the tertiary sector to prevent the increasing cyclicality of the modern global
economy, as the leading economic leaders themselves are often becoming generators of the
business cycle due to economic financialization and tertiary sector growth in general.

Keywords: economic cycles, economic growth rate, economic structure, tertiary sector, COVID-19.
JEL Classification: E32.

1. INTRODUCTION

State regulation of the economy since the Keynesian revolution of the first half of the last century
has become an integral part of the economic life of the vast majority of countries. The activities of the
state in maintaining the stability of reproduction and provision of conditions for economic
development have traditionally become an important and universally recognized form of the
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participation of the state in the economy. This is reflected in the growth of the level of fiscal deductions
to GDP and the influence of governments on the distribution of resources and income, the rate of
economic development and the level of welfare of the population.

2. LITERATURE REVIEW, GENERALIZATION OF MAIN STATEMENTS

Considering that humanity has accumulated considerable experience in regulating national and
world economies, it is worth to expect that over time, governments will learn to smooth out cyclical
fluctuations and even foresee the next economic cycles. However, as the experience of the last decade
shows, this has not happened. According to forecasts, the economic decline in 2020 will affect most
countries. And this can be explained. Mankind has not yet had the experience to deal with the effects of
the epidemiological global economic crisis caused by the spread of the COVID-19 virus. During 2020,
many attempts have been made in the scientific literature to analyze the effects of the global recession
caused by pandemia and to assess its impact on the prospects of global economic growth, international
trade, employment and unemployment [1; 2; 3; 4; 5]. The essence, causes, mechanism and consequences
of financial crises [6-9], essence, causes and mechanisms of business cycles [10], virtualization of the
economy and financial markets [11] are described in modern scientific literature sufficiently in detail as
by domestic and foreign economists. In scientific works today are actively analyzed the lessons and
consequences of the global financial crisis of 2008 [12, 13], the synchronicity of global cycles in
economies of different countries [14] is investigated, the possibilities of cyclical fluctuations in the
future [15-17] are estimated.

3. DISCUSSION

Nevertheless, the obvious question remains unanswered: why have developed economies
experienced a faster decline in GDP than developing countries and countries with risky markets
(emerging markets and developing countries) (Tab. 1)? Besides that, the thing is not in a difference
of several percent of GDP reduction. Developed economies in 2020 due to the global economic
crisis will lose according to the forecasts 2.7 times more GDP than the above-mentioned countries
with risky markets and developing countries [18]. Besides, it is necessary to remember that the
percentage of GDP for the developed economies and the percentage of GDP for the other countries
mentioned are very different values, given the huge difference in absolute GDP.

2019 2020 2021
Advanced economies 1,7 -8,0 48
USA 2,3 -8,0 4,5
Euro Area 1,3 -10,2 6
Germany 0,6 -7,8 54
France 1,5 -12,5 7,3
Italy 0,3 -12,8 6,3
Spain 2 -12,8 6,3
Emerging markets and developing economies 3,7 -3,0 59
China 6,1 1,0 8,2
Emerging markets and developing Europe 2,1 -5,8 4,3

Tab.1. Dynamics of real GDP of the world in 2019 - 2021(per cent, 2020, 2021 - forecast). Source: [23].
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The World Bank provides somewhat more optimistic but also negative prospects for the
development of global and regional economies (Tab. 2). But one thing remains common in the
forecasts — countries with developed economies are experiencing a significant economic decline
compared to other less developed economies [19].

2017 2018 2019 2020* | 2021*
A. Advanced economies 2,5 2,1 1,6 -7,0 3,9
1. | United States 2,4 2,9 2,3 -6,1 4,0
2. | Euro Area 2,5 1,9 1,2 9,1 45
3. | Japan 2,2 0,3 0,7 -6,1 2,5
B. Emerging market and developing economies 45 43 3,5 -2,5 4,6
East Asia and Pacific 6,5 6,3 5,9 0,5 6,6
1. | China 6,8 6,6 6,1 1,0 6,9
2. | Indonesia 5,1 5,2 5,0 0,0 4,8
3. | Thailand 4,1 4,2 2,4 -5,0 4,1
Europe and Central Asia 4,1 3,3 2,2 -4,7 3,6
4. | Russia 1,8 2,5 1,3 -6,0 2,7
5. | Turkey 7,5 2,8 0,9 -3,8 5,0
6. | Poland 49 53 4,1 -4,2 2,8
Latin America and the Caribbean 1,9 1,7 0,8 -7,2 2,8
7. | Brazil 1,3 1,3 1,1 -8,0 2,2
8. | Mexico 2,1 2,2 -0,3 -7,5 3,0
9. | Argentina 2,7 -2,5 -2,2 -7,3 2,1
Middle East and North Africa 1,1 0,9 -0,2 -4,2 2,3
10. | Saudi Arabia -0,7 2,4 0,3 -3,8 2,5
11. | Iran 3,8 -4,7 -8,2 -5,3 2,1
12.. | Egypt 42 53 5,6 3,0 2,1
South Asia 6,5 6,5 4,7 -2,7 2,8
13. | India 7,0 6,1 4,2 -3,2 3,1
14. | Pakistan 52 55 1,9 -2,6 -0,2
15. | Bangladesh 7,3 7,9 8,2 1,6 1,0
Sub-Saharan Africa 2,6 2,6 2,2 -2,8 3,1
16. | Nigeria 0,8 1,9 2,2 -3,2 1,7
17. | South Africa 1,4 0,8 0,2 -71 2,9
18. | Angola -0,1 -2,0 -0,9 -4,0 31

Real GDP

High-income countries 2,4 2,2 1,7 -6,8 3,8
Developing countries 4,8 44 3,7 2,4 4,7
Low-income countries 5,4 5,8 5,0 1,0 4,6

Tab.2. Annual average growth rates of real gross domestic product (per cent, 2020%, 2021* - prospects). Source: [24].
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At first glance, it seems that the answer lies on the surface: the largest losses of GDP should
be suffered by the countries in which the spread of the epidemic has become larger. But in reality,
such conclusions would be incorrect. Different levels of testing, non-simultaneity, irregularity and
different scales of quarantine restrictions that could affect countries' economies do not give
possibilities for an objective quantitative analysis. This forces us to look for the answer on another
plane.

In addition, the question of a significant decline in developed economies during the
economic cycle compared to the economies of developing countries arises not for the first time.
During the global financial crisis of 2009, the economies of developed countries reduced by 4
percent, while developing countries only slowed down their average annual economic growth rate
from 6.8 percent to 2.5 percent (Tab. 3).

1980 2000 2005 2009 2011
Developing economies 3,5 6,1 6,8 2,5 5,8
Developed economies 3,2 1,6 2,4 -4 1,4
Transition economies 3,5 5,7 6,5 -6,5 4,5

Tab. 3. Annual average growth rates of real gross domestic product. Source: [25].

Analyzing the reasons for the cyclical decline in GDP of developed economies in 2009, we
concluded that the main reason should be considered the growing financialization of economies in
developed countries [20, 21]. The financialization of the economies of the world's leading
countries, which occurs due to the growing gap between real and financial capital, not only makes
the developed economies vulnerable economic systems but also increases the amplitude of cyclical
fluctuations. In our opinion, the coronavirus crisis of 2020 has somewhat expanded the existing
ideas about the nature of cyclical economies. The financial sector of the economy is a component of
the tertiary sector — the service sector. Services include financial and banking, insurance, wholesale
and retail trade, transport, information industry (information technology is often singled out and
included in the quaternary sector of the economy), education, medicine, tourism, entertainment
industry etc. The tertiary sector of the economy in developed countries is the largest sector both in
terms of GDP share and employment and it is growing rapidly. And this is one of the main
features and differences of developed economies from the economies of other countries (Tab. 4).

[O5] UK Japan Canada Spain Italy Germany | France
Agriculture 0,9 0,7 1,1 1,6 3,8 2,1 0,7 1,7
Industry 19,1 20,3 30,1 28,2 23,2 23,9 30,7 19,5
Services 80 79,2 68,7 70,2 74,2 73,9 68,6 78,8

Tab. 4. Structure of the economies of the developed countries. (per cent, 2017). Source: [26].

Thus, for example, the structure of the economies of Central and Eastern Europe (Tab. 4) shows
a lag in the services sector (average index is 63.3 percent), while in the Eurozone the services sector
comprises in average 70.9 percent of the economy [22].
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Agriculture Industry Services
Ukraine 12,2 28,6 60
Russia 47 33,2 62,6
Romania 4,2 33,2 62,6
Slovakia 3,8 35 61,2
Slovenia 1,8 32,2 65,9
Poland 2,2 40,2 57,4
Czechia 2,3 36,9 60,8
Croatia 3,7 26,2 70,1
Hungary 3,9 31,3 64,8
Bulgaria 4,3 28 67,4

Tab. 5. Structure of economies of countries belonging to the “Emerging markets and developing Europe”

group (per cent, 2017). Source: [26].

Analyzing the above statistics, we assume that the indices of the structure of the economy and
economic growth are interrelated. Namely, do the indicators of the share of the tertiary sector in the
economy correlate with the dynamics of GDP during the economic cycle? To test this hypothesis, we
calculated the Pearson correlation coefficient for these two variables (the share of the tertiary sector in
GDP and economic growth forecast indices for 2020) for the most significant leading countries and
groups of countries: USA, China, Eurozone countries and Central and European countries. Eastern
Europe, classified as “Emerging markets and developing Europe”. The correlation coefficient was
0.8602, which indicates a fairly close relationship between the stated parameters of the country's
economy. In favor of the existence of such a relationship, we can also cite a couple of variables for
China: GDP forecast for 2020 +1 per cent, with a record low tertiary sector 51.6 per cent [19, 22].

4. CONCLUSIONS

Of course, the results of our study can be considered as preliminary and such which need further
verification. But the obtained results provide an opportunity to substantiate some explanations
concerning the established dependence. It is obvious that developed economies with a relatively larger
tertiary sector have more efficient economies because the service sector generates more value-added
per unit of cost, it creates more jobs, it creates longer value-added chains, and it appears as a powerful
engine of modern developed economies. It is no coincidence that capital is increasingly flowing into the
tertiary sector; it is a global trend in the development of all national economies, which can be explained,
inter alia, by higher returns on capital in this sector of the economy. And thus, we can assume that the
multiplier effect of the tertiary sector is greater than in other areas. But it is necessary to keep in mind
that the autonomous cost multiplier works in the opposite direction, accelerating the economic decline
during the economic cycle. That is why, in our opinion, measures of state regulation of the economy
today should be increasingly aimed at regulating the tertiary sector to prevent the increasing cyclicality
of the modern global economy, as the leading economic leaders themselves are often becoming
generators of the business cycle due to economic financialization and tertiary sector growth in general.
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Muxaianmun Aiais, Bacmapyenko Ceprisi. YoMy po3BUHeHI €KOHOMIKM CTalOTh BpPa3AMBUMM A0
eKOHOMiuHMX 1MKAiB? XKypnar Ipuxapnamcvicozo ynisepcumemy imeri Bacurs Cmeganuxa, 7 (3) (2020), 156—
162.

B crarTi aHaai3y10TbCSI MOXKAMBI IPUIMHY OCUAEHHA IMKAIYHMX KOAUBAHb €KOHOMIK PO3BMHYTHUX
KpaiH CBiTy B OCTaHHE JAecsATUpiuds. B TOM camMmit yac KpaiHM 11O PO3BMBAIOTHCA Ta KpaiHM 3 PUSMKOBUMU
punkamu (emerging markets and developing economies), sasrarots Menmux srpaT BBII mig gac njukaiunmx
cKOopoueHb ekoHOMiku. lle Burassae ocob6amso ImapajgokcaabHO 3 OTAAAy Ha Te, IO 3araAbHOIIPMITHATO
BBaKaTyl PO3BMHYTI EKOHOMIKM CTIMKIIIMMM Ta KOHKYPeHTOCHpOoMOXXHimmMu. Kpim Ttoro amoacrso
BIIPOA0BX XX-TO CTOpivdsl HarpoMaanA0 YMMaAnil 40CBij MPOTHUAIT ITUKAIIHOCTI HalliOHAAbHUX eKOHOMIK i
HaBUMAOCh 3TAaAKyBaTU aMIAITyAy IIMKAIYHMX KOAMBaHb. ABTOPM CTaTTi BMCYBalOTh Ta OOTPYHTOBYIOTbH
NPUIYIIeHHs PO Te, IO MPUYMHOIO HOCKUAEHHs aMIIAITyAM HMKAIYHMX KOAMBaHb, 3pOCTaHH: IAMOUHU
LMKAIYHMX CKOpOYEeHb €KOHOMIK pO3BMHYTHX KpaiH y INOPiBHAHHI 3 KpaiHaMU IIJO PO3BMBAIOTLCS i KpaiHaMu
3 HeOesrmeunmMu puHkaMm (emerging markets and developing economies), € cyrreBa BigMiHHICTD Yy
CTPYKTYpi €KOHOMIK IIMX KpaiH. 3HauHe IlepeBa’kaHHs TPeTMHHOIO CEKTOPY B PO3BUHYTMX eKOHOMiKax
poOUTH IX Bpa3AMUBIIIMMU A0 HUKAIYHUX KOAMBAaHb BHACAi4OK OiABIIIOrO My ABTUIIAIKAIIITHOTO eeKTY, SIKUIA
NpUTaMaHHUI TaAy3sM TPETMHHOIO CEeKTOPY ITOPiBHAHO C iHIIMMM ceKTopamu ekoHoMmikm. ITposeaenmii
KOpeAsLiMiHMII aHaAi3 IT0Ka3aB HasABHICTD CTIMKOTO 3B 3Ky MiXX TaKMMU ITapaMeTpaM i €eKOHOMIKM SIK 4acTKa
TPETMHHOTO CeKTOPY B €KOHOMILIi i BigCOTKOBe 3Ha4YeHHsI IIPOTHO30BaHOTO €éKOHOMIYHOTIO crragy y 2020 poky
B PO3BMHYTHUX €KOHOMiKaX KpaiH CBiTy Ta B KpalHaX IIIO pO3BMBAIOThC: i KpaiHax 3 HeOe3lneuyHMI pUHKaMU
(emerging markets and developing economies). Aae Tpeba mam’sitaTy, 0 MyABTUIIAIKATOP aBTOHOMHIIX
BUTpAT 4i€ i y IPOTUAEKHOMY HaIpPsIMKY, IIPUCKOPIOIOUM IaJiHHA €KOHOMiKM B IIepioJ €KOHOMidHOTO
nnkay. Came TOMy, Ha Halll TIOTA514, 3aX0AU 3 AeP>KaBHOIO PeryAIOBaHHs eKOHOMIKM ChbOTOAHI MaloTh OyTHu
CIpsAMOBaHi Bce 0iABIIOI0 MipOI0 Ha peryAloBaHH: TPETMHHOTO CeKTOpy, abu 3amobiraTu IOCHMAEHHIO
HIMKAIYHOCTI CcydacHOI T100aAbHOI €KOHOMIiKM, OCKiABKM IPOBigHI KpaiHNM — eKOHOMIUHi Aigepu Bce dacTiie
cami CTalOTh reHepaTOpaMU AiA0BOTO IIMKAY BHacAidoK ¢iHaHciaaizaril eKOHOMIKM Ta POCTy TPeTMHHOTO
CEKTOpYy B3arai.

Karo4oBi caoBa: eKOHOMiYHi I[MKAM, TEMII €EKOHOMIUHOIO POCTY, CTPYKTypa eKOHOMIKM, TPeTUHHUIA
cextop, COVID-19.
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FOR A MONOGRAPH

IRYNA BORYSHKEVYCH,
VALENTYNA YAKUBIV
“MECHANISM OF

FORMATION AND
IMPLEMENTATION OF
THE DEVELOPMENT
STRATEGY

OF AGRICULTURAL
ENTERPRISES”

VALERY HRYNCHUTSKY

In today’s conditions of increased risk of doing business, variability and instability of the external
environment, acceleration of technological innovations and intensification of competition, strategic
management plays an important role, as well as elaboration and implementation of an effective
development strategy. The presence of the development strategy indicates the seriousness of the
company’s intentions towards its customers and partners, the focus on the long term goals. Forming a
strategy is one of the most important tasks facing agricultural managers. The agricultural sector plays
an important role in the development of the national economy of Ukraine in general. Managers of
agricultural enterprises, first of all, need to focus not on solving current problems, but on the
implementation of long-term projects that will ensure this development.

The strategy is a roadmap for agricultural enterprises, enabling forming clear strategic, tactical, and
operational goals, appointing responsible executors, and adhering to the set deadlines. The problem of
many modern agricultural enterprises is the leaders” misunderstanding of the importance of strategic
planning. Some of them either do not carry out strategic management or carry it out only formally.
However, the strategy should not be a perfectly formed plan that will not be applied. It has to be
implemented.

The monographic study consists of three consecutive and complementary sections, which reveal the
theoretical and methodological foundations of agricultural development strategy, the process of
strategic management, the importance of increasing competitive advantages for business success in the
market, trends in agricultural development and strategic analysis of their development, the use of a
balanced system of economic indicators to determine the level of strategic capacity of agricultural
enterprises. Also a model strategy is developed by the method of Hoshin Kanri. A mechanism for
forming and implementing a strategy for the development of agricultural enterprises is elaborated.

The first section — “Theoretical foundations of agricultural enterprise development strategy” —
explores the interpretation of the concept “strategy” by different scientists, analyzes approaches to
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defining the essence of strategy, offers its interpretation of the term “agricultural development
strategy”, that is a purposeful, detailed, orderly and long-term action plan, which integrates a set of
rules and guidelines forming a clear line of behavior of agricultural enterprises in the gradual
achievement of goals, meeting consumer needs and economic and social benefits, as well as ensuring
agricultural growth in the country as a whole. The classification of strategies of agricultural enterprises
is summarized and supplemented, the main approaches to the process of strategic management are
highlighted, the methodology for formation of agricultural enterprises’ strategy for obtaining
competitive advantages is considered, and the main elements of competitiveness of agricultural
enterprises in modern conditions are formed.

The second section — “Analysis of trends in the strategic development of agricultural enterprises” —
explores some aspects of the analysis of agricultural enterprises of Ukraine and Ivano-Frankivsk region,
analyzes the main trends of their strategic development and the features of strategy formation and
implementation in agricultural enterprises by conducting surveys on organizational and legal forms of
management in Ivano-Frankivsk region. A comprehensive strategic analysis of prospects for the
development of agricultural enterprises is done using the following tools: PEST-analysis, SWOT-
analysis and TELESCOPIC OBSERVATIONS.

The third section — “Mechanism of strategic planning of agricultural enterprises” — proposes a
balanced system of economic indicators to determine the level of strategic capacity of agricultural
enterprises, by which the authors understand “existing opportunities and needs for strategic analysis
and strategy development”. A typical strategy for agricultural development is elaborated by the
method of Hoshin Kanri, the mechanism of formation and implementation of the strategy in
agricultural enterprises is proposed and the process of strategic planning is modeled on the example of
the agricultural enterprise “Ridna Zemlya”.

The monograph is a completed independent scientific research, which is performed on an
important topic and contains scientific and practical value. Of practical importance is that the managers
of agricultural enterprises can use the mechanism of the formation and implementation of development
strategies proposed by the authors for the successful implementation of strategic management, taking
into account the level of strategic capacity of the agricultural enterprise. The authors” proceedings will
contribute to the development of an effective strategy to ensure a timely response to changes in the
internal and external environment, efficient use of available resources, increasing competitive
advantages and achieving sustainable economic growth in the long run.

The monograph is characterized by scientific novelty, which also testifies to the deep knowledge of
the authors with the theoretical and practical aspects of strategic management. It will be useful for
economic professionals, as well as professionals who address the formation and implementation of
strategies for the development of agricultural enterprises at the scientific and practical levels.
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