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ECONOMIC SECURITY STRATEGY
OF UKRAINE IN THE CONTEXT
OF GLOBAL TRANSFORMATIONS®

The article analyses theoretical and conceptual approaches to define the essence
of economic security. The global economic transformations are characterized in the context
of the impact on the national economic security. Indicators of all economic security com-
ponents are analyzed by comparing them in dynamics with the critical level and proposals
for the implementation of economic policy measures which are provided to secure Ukrai-
nian economic policy.

Keywords: national economic security, globalization, global transformations,
national economy.

Background. Globalization is an evolutionary trend in society’s deve-
lopment. Its impact on the economies of states is ambiguous and manifests
itself in both positive and negative terms. On the one hand, globalization
contributes to provide all subjects of world economic relations with equal
market conditions and increases their chances of effective economic deve-
lopment by applying all the advantages of free movement of capital and
productive forces. On the other hand, the differentiation of incomes of the
population is growing, which provokes an aggravation of social conflicts,
thereby weakening domestic and external protective potentials of economic
security. Economic society and commodity security problems are aggra-
vating and becoming global.

In addition, the COVID-19 pandemic has become perhaps the most
serious, global challenge for humanity in recent decades. Its consequences
will lead to significant changes in the economic and social spheres, which
will largely determine the development of society in the near future. Among
the significant challenges of the global corona crisis is the sharp increase

*The article was prepared within the framework of the research work "The potential
of import substitution in Ukraine in the conditions of formation of post-industrial economy"
(state registration number 0119U100625)
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in credit risks, which can provoke a full-scale debt crisis, as well as a sig-
nificant budget deficit in developing countries, which will lead to an
increase in their external debt dependence.

Without a strong and effective economy, it is impossible to properly
ensure the level of national competitiveness, scientific and technical deve-
lopment, reliable defense capability, military and political stability of the
country, effective social policy, harmony in the moral and spiritual life of
society, information protection and the key to a safe environmental condi-
tion. Consequently, effective economic security (ES) of the state is the gua-
rantor of its sovereignty, independence and territorial integrity. However,
there is still ambivalence of scientific approaches to the formation of the
theoretical and methodological basis for ES provision.

As a result of the globalization and integration processes in the world,
new threats to the ES of Ukraine are increasing and emerging. Crisis pheno-
mena in the country, along with political and economic instability, have led
both to the strengthening of the negative impact of internal and external
threats and to the creation of new ones. Therefore, given the level of impor-
tance of new challenges and dangers, the research and identification of threats
are appeared and had the greatest impact on the national economic system,
as well as the justification of the main counter — measures to this impact
is emerged.

Analysis of recent research and publications. Theoretical, methodo-
logical and practical issues of ES are revealed in the works of A. Grinenko
and A. Novikova [1; 2]. The sectoral aspect of economic security has been
studied by A. Denisov [3], the processes of formation and provision
of international ES are revealed in A. Gapeeva [4], and social aspects of eco-
nomic security are investigated by T. Tokarsky [5].

As the analysis of theoretical research has shown, the problems of ES
are also widely represented in the works of modern foreign scientists. In par-
ticular, we can note the article of I. Kremer-Matishkevich and J. Chernius [6],
in which the theoretical foundations of ES are thoroughly investigated.
Financial and energy aspects of economic security are given in the works
of M. Popescu [7], P. Partasarati and other scientists studying its social com-
ponents — the level of income and health of the population [8]. Also note-
worthy is the work of S. Tanga, which proposes a rethinking of the country’s
ES due to the strengthening of globalization processes [9].

At the same time, the issue of threats to Ukrainian economic security
caused by globalization processes in the world is becoming more urgent.
Features of the transformation of the global system require constant
monitoring of trends in the economic sphere, identification of the main risks
and threats of ES, formulation of state measures which are directed to
minimize and eliminate negative impact.

The aim of the article is to study the modern global impact transfor-
mations on the national economic security with the analysis of relevant
challenges and threats in the context of providing a scientific basis for
changing state policy in the field of economic security.

ISSN 1727-9313. HERALD OF KNUTE. 2021. W 6 5
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Materials and methods. The theoretical and methodological basis for
writing the article composed the modern scientific concepts and theoretical
developments on ES and security policy, the results of analytical studies of inter-
national organizations, statistical data of the State Statistics Service of Ukraine
and the National Bank of Ukraine. Achieving the goals of the study and imple-
menting the tasks involved the use of statistical analysis methods, synthesis,
grouping, as well as tabular and graphical representation of the results.

Results. Theoretical foundations of economic security.

In accordance with the Law of Ukraine "On National Security of Ukraine",
National Security of Ukraine is the protection of state sovereignty, territorial
integrity, democratic constitutional order and other national interests of Ukraine
from real and potential threats [10].

The ES of the state plays a leading role in the national security system.
It significantly affects the economic sovereignty of the state, its financial
stability, economic development, the implementation of effective social policy,
the provision of society from environmental elements, the growth of nation-
nal competitiveness in conditions of international economic interdepend-
dence. The effective functioning of the ES system of the state allows timely
identification of threats to national economic interests and prevention of da-
mage to the socio-economic system as a whole. It is especially important to
improve the economic security system for those countries that are in a trans-
formational crisis with an aggravation of its inherent contradictions [11].

Currently, many approaches have been published in the scientific lite-
rature to determine security and other basic concepts related to the problems
of this area: security, economic security, threat, risk, interest, damage, source
of threat, subject of threat and object of threat. Specialists do not have unity
in the interpretation of the concepts of "economic security" and "risk". Accor-
dingly, the content of economic security and risk management activities
(prevention, minimization, etc.) is understood differently. This problem is aggra-
vated by the fact that the basic concepts of security — threat and risk — do not
have sufficient normative certainty. At the same time, a clear alternative
system of views can also be built in the modern sense of the term "economic
security". For adequate forecasting and risk management, it is necessary
to consider society as a large complex organizational system with a network-
centric, fractal structure and mechanisms of self-organization. Thus, for com-
prehensive risk analysis and strategic planning of national and public inte-
rests, the United States has created a strategic management environment that
combines 50 states and 3 100 SPAS districts into a single set of federal-level
strategies. There is a system of global information monitoring, monitoring
of technology and market development, financial flows. 35 000 of the most
successful innovative companies are constantly monitored. As part of deoff-
shorization, a system of automatic information exchange on financial flows
is being formed, which provides additional advantage to the countries with
advanced intellectual processing of information flows. The EU has a world

6 ISSN 1727-9313. HERALD OF KNUTE. 2021. W 6
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research center — the World Economic Forum (WEF) in Davos, which has
400 employees and attracts hundreds of external experts to conduct research
on the future of mankind.

Summarizing the theoretical developments of national and foreign
scientists, it is possible to distinguish individual and macroeconomic appro-
aches to the study of ES (Figure I).

Economic safety

Individual approach Macroeconomic approach
Economic
| | | vulnerability
Methodology The approach /
. ofthe Methodology of the Ne_w L. Briguglio’s
international Economic .
of the USA approach Resilience
labor School
o level
organization

Figure 1. Theoretical and methodological approaches to the interpretation
of the term "economic security"

Source: summarized by the authors according to [12].

An individual approach (Figurel) to the interpretation defines human
ES as the presence of a stable income and other sources to maintain a stan-
dard of living in the present and near future, that is constant solvency, esti-
mated cash flow, effective use of human capital.

The formation of a macroeconomic approach has a complex history,
as the period of its development coincides with the times of two world wars.
In particular, the formation of such approach is supported by the Russian
economic school, which tried to quantify ES using critical (threshold) values.
This approach includes a model developed by Professor Lino Briguglio,
who evaluates ESs taking into account the economic vulnerability and level
of the country’s sustainability.

The economic security of a household or individual is the object
of research at the microlevel, in particular, the human ES is investigated
by P. Partasarati (2014), J. Hacker and others. (2014), N. Hsi (2015), J. Maruti
and D. Lewis (2016), focusing on the importance of savings and threats to the life
quality of adults and the elderly [8; 13—15]. These scientists give a general defi-
nition of economic security: ensuring personal financial resources, social inte-
gration, health safety strategy, guaranteeing dignity and quality of life.

Studying household behavior, S. Mueller (2015) and 1. Nam (2016)
also emphasize that long-term economic security and family development
depend to a large extent on savings and wealth accumulation. These scien-
tists describe ES as a measure of individual or home ability [16; 17].

ISSN 1727-9313. HERALD OF KNUTE. 2021. W 6 7
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L. Maurice and L. Deprez (2013) analyze the financial resources,
quality of life and women competitiveness of working age in the labor mar-
ket of the United States, so their understanding of ES is greatly simplified
and focused on the individual ability to be independent. In their opinion,
economic security is a financial situation where a person can live the way he
wants [A1], not the way he lives [18]. J. Queen and K. Kyle (2016) analy-
zed the impact of various measures of economic vulnerability on the overall
situation of the individual economic security [19]. Thus, their definition
of ES is similar to those already mentioned, that is, the availability of financial
opportunities, solvency, social well-being and resistance to external threats.

The economic security of companies is analyzed at the microlevel. ES
business structures are studied by G. Misko and A. Maluta (2015), N. Kasya-
nova and A. Kasyanov (2015), M. Baldzhi (2017). According to these scien-
tists, EM is a condition where resources are effectively used to prevent
threats and ensure the functioning and stable development of the company.
They characterize ES as a combination of qualitative and quantitative indi-
cators [20-22]. To achieve the highest level of ES, companies must ensure
maximum safety of the main functional components. Researchers analyzing
ES companies distinguish the following elements: finance, human resour-
ces, technology and innovation, political and legal environment, environ-
mental ecology and information security.

Considering ES at the macrolevel, we can make assumptions about
the economic security of the country.

Research by domestic and Russian scientists uses models for assessing
the ES of the country or region on the basis of critical boundaries. In parti-
cular, K. Tokarev (2008) describes methods for determining the economic
security of the state and identifies its three main indicators: economic,
describing the level of development of the country’s economy; social, deter-
mining the level of social development of the state; financial, assessing the
policy of budgetary, credit and tax budgeting of the country [23]. H. Blinich-
kina (2015) describes the conditions for economic security, proposes to calcu-
late ES indices using the determinant system [24]. These scientists describe
ES as the formation of economic sustainability using available resources.
They also complement this definition by introducing ES as a prerequisite for
the development of the national economy. C. Dadalko et al. (2017) argue
that ES is one of the key functions of state regulation. Ensuring economic
security leads to the implementation of other functions [25]. According to
these researchers, EB support is especially necessary in times of crisis, as
the number of risks and threats increases, and mechanisms to prevent them
during the crisis lose efficiency.

Summarizing the ES study, several definitions can be given depending
on the approach (7able 1).

8 ISSN 1727-9313. HERALD OF KNUTE. 2021. W 6
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Table 1
Approaches to the economic security interpretation
Approach Definition
Vital interests protection of individuals, society, countries and economic interests’
By content and State of the economy, authorities, economic system
concept Economic mode of operation

Qualitative characteristics of the economic system

Life interests

By subject National interests

Economic interests

Without signs of a mechanism

By security

. Regulatory, administrative and organizational, economic, technological,
mechanism

informational etc

Depending Threats

on the consequences | Unfavorable external and internal factors

Source: summarized by authors [23-25].

Sue Moon Tang in his study "Rethinking Economic Security in a Glo-
balized World" (2015) proposes to consider the concept of ES in the context
of the impact of globalization. In his opinion, ES should be understood not
only as sufficient financial support for survival, but also as combating poverty
and unemployment, dangers and threats, as preventing legal violations and
corruption. This is not only an existential issue — economic security should
become a priority in the development of general state security [9].

In Ukraine, the normatively enshrined concept of ES can be found
in the methodological recommendations for calculating the level of ES
of Ukraine approved back in 2013. According to them, economic security
is a state of the national economy that allows you to maintain resistance
to internal and external threats, ensure high competitiveness in the world
economic environment and characterizes the ability of the national economy
for sustainable and balanced growth [26].

The recently adopted Economic Security Strategy lacks a specific
definition of ES. It is considered from the point of view of implementing the
priorities of national interests [27], which, in turn, involve sustainable deve-
lopment of the national economy, equal mutually beneficial economic
cooperation with other states and Ukraine’s integration into the European
economic space.

Summarizing, we can cite such a comprehensive definition of econo-
mic security — an instrument of economic regulation (regulation mechanism),
which helps to use available resources, provides a sufficiently high and
stable growth trend in economic indicators, fights poverty and unemploy-
ment, expands social security, prevents loss of competitiveness, effectively
solves economic needs, responds in a timely manner, neutralizes threats,
forms national security.

Based on the results of the analysis of foreign and domestic theoretical
research on this issue [15; 19; 22; 28-31], the conceptual foundations of the
economic security of the state (Figure 2) are formulated, which in turn can
be the basis for the methodology for assessing its level.

ISSN 1727-9313. HERALD OF KNUTE. 2021. W 6 9
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Safety:

industrial;

scientific and technical;
foreign economics;

Food safety.

Demographic safety.

Social safety.

financial; Legal safety
energy
Economic Standards
- growth - of living
Economic safety of the state
Internal External
threats threats

Critical decline in jobs, production scales, natural product.
Structural and technological backwardness of the economy.
Criminalization of economy.

Crisis of the banking and financial system.
Financial panic.

Instability of the national currency.

Reduction of reserves of the National Bank

Economic pressure.

Blockade or other hostile economic actions.
Industrial dependence, energy dependence.
Investments for political purposes.
Destabilization of the state’s financial system.

Figure 2. Conceptual principles of national economic security
Source: built by the authors on the basis of [15; 19; 22; 28-31].

Threats to economic security are phenomena and processes that nega-
tively affect the country’s economy and infringe on the economic interests
of the individual, society and the state. Constant monitoring and identify-
cation of the main threats of ES contributes to its maintenance at the proper
level, as well as allows for the timely development and implementation
of practical measures aimed at their elimination or minimization of the
impact of threats [32].

The National Economic Security Strategy of Ukraine until 2025 iden-
tifies priority areas at which state policy measures in the field of countering
and minimizing threats are aimed [27]:

« the financial security;

. the occupational safety;

. the foreign economic security;

. the Investment and innovative security;
- the macroeconomic security.

Modern global transformations.

The current state of the domestic economy is characterized by insta-
bility, the presence of a large number of threats that cause significant risks,
undermine the possibilities of implementing the goals of socio-economic
development, strengthening the country’s defense capacity, in general crea-
ting economic problems to ensure national security. Any modern economic
system at the country level is an open system, includes many interrelations
between economic entities, various state and public institutions, the change
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and functioning of which takes place dynamically and non-linearly. These
processes are mainly used by the most economically developed countries
and transnational corporations (TNCs) to achieve their economic and poli-
tical goals - globalization and the ideology of open markets allow you to quickly
capture market sectors in different countries, suppressing local producers.

The transformation of the world economic system changes the idea
not only of the patterns of globalization, but also of the mechanism
of functioning of the economy of each individual state. Now no one denies
that globalization is a key process influenced by the economy and politics
of each individual country. There is growing reason to argue that the degree
of integration of the state into the global economy depends on the interest
of the global economic system in its market space and economic resources.

On the other hand, this statement could be denied, since there are quite
a large number of states in the world that actively resist the integration pro-
cess. In particular, these include Iran, Iraq, Afghanistan, North Korea. Indeed,
the economic life of these countries is largely based on the principles of autarky.
However, there is another point of view. The national economic policies
of these countries adhere to the principles of autarky not only because their
political leadership has made such a decision or has a clear need for it. The
fact is that the leading countries of the global economic space have built
a certain system that these states are almost unable to violate on their own. All
their international economic contacts should be coordinated with the leading
countries through different institutions; this is very clearly monitored when
any unauthorized actions cease, both on the part of these states and on the
part of those who would like to expand economic relations with them.

Thus, the essence of globalization in its modern understanding is to
dramatically expand and complicate the interrelations and interdependencies
of different states. This is a new stage of economic development, a new
quality of relations between countries and their economies. Globalization
consists of many deep transformations which take place in different areas of
human activity (not only in economic activity). From this point of view, glo-
balization is a system of new rules (and even barriers) between different
countries and their economies. And this does not contradict to general
understanding that globalization leads to a reduction in barriers between
different economies, the rice in world production of goods and services in
order to expand trade and other international exchange processes which are
integrated and supranationally regulated by the world economy. Therefore,
the essence of globalization is also considered as an increase in the inter-
dependence of economic agents to the extent that the action of each of them
affects the interests of everyone else and at the same time affects processes
and phenomena in other (non-economic) fields of society. This opens up
great opportunities associated with the rapid expansion of goods, informa-
tion flows and the emergence of a broader interaction between states, firms
and people than before. Scientific and technological progress also plays

ISSN 1727-9313. HERALD OF KNUTE. 2021. W 6 11
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an important role in the field of transport, telecommunications and infor-
mation technology. As well as the educational improving level of people,
it contributes to the convergence of all modern world components: distances
are reduced, new opportunities for transportation and communication arise,
transaction costs associated with trade and financial transactions are signi-
ficantly reduced.

As the result, the most important contradiction of globalization was
revealed: this process as expands relative freedom for states and their eco-
nomic entities as compresses it, bringing the economic entities actions not
as to economic benefits as to compliance with certain, even unwritten rules.
It is in this direction that scientists around the world have been investigated
the problem of globalization in recent years.

The state of the country’s inclusion in the world economy, namely the
degree of globalization of the country, shows the KOF Index of Globali-
zation calculated by the Swiss Economic Institute, consisting of three sub-
indexes: economic globalization, social globalization and political globa-
lization (7able 2). The economic component of the Globalization Index
assesses the volume of international trade, investment and income received
relative to GDP, the impact of restrictions imposed by the country on com-
mercial and financial flows [33].

Table 2
World country ranking of globalization (KOFGlobalisationIndex — 2020)
Index Economic Social Political
Country of globalization globalization globalization globalization
Place | Percent | Place | Percent | Place Percent | Place Percent

Switzerland 1 90.79 7 86.41 4 90.35 8 95.62
Germany 6 88.83 24 80.60 14 87.99 2 97.90
USA 25 82.28 59 67.68 21 86.56 15 92.59
Poland 33 79.67 40 72.84 69 75.41 23 90.78
Ukraine 44 74.95 66 66.01 88 70.38 32 88.32
China 82 64.28 146 44.95 135 57.61 26 90.29

Source: [33].

As follows from Table 2, China took the last place in terms of the
economic component of the KOF Index (as of 2018), while Switzerland and
Germany belonged to the leading positions.

Without denying the positive impact of globalization, expressed in the
effect of competition, to which it inevitably leads, in the emergence of com-
mon "rules of the game", in the development of collective security measures
that offer great opportunities for the development of all countries and nega-
tive consequences can also be observed. They involve significant benefits
from stronger and economically developed countries, which can become the
basis for future conflicts — economic, political and even military — between
individual countries and their communities. Therefore, globalization chan-
ges the national functions and capabilities as an element of the political and
economic system and a participant in economic processes [34].
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In the context of the world economy globalization, the external dan-
gers of the country’s ES increase significantly which are associated with
adverse actions in the world economy. As V. Rococha notes, in existing ES
systems built in the previous century, dysfunctions began to manifest them-
selves, as, on the one hand, traditional threats are modified, and on the other
hand, new ones are generated by globalized environment [35]. Due to the
discrepancy between the established systems of the national ES and threats,
there is a need to form new models of national economic security that would
be derived from traditional (modified) and specific (new) globalization
threats. The effectiveness of solving this difficulty depends on the correct
identification of the latest threats and, accordingly, the transformation of
state ES models [35].

The establishment of an effective economic security mechanism also
depends on the type of state. They are usually divided into three types:
developed, which are in progress and outsiders. However, another approach
that is more adequate to the conditions of the globalization economy
is increasingly being taken: countries that consume and export resources.

The basis of security has not been limited for a long time to self-reli-
ance and meeting national needs with its economic resources. The current
understanding of ES is transformed into the state ability to build its country’s
relations as a subsystem of the global economy with the system itself
in such a way as to ensure the fullest possible satisfaction of the economic
entities needs. At the same time, as few own irreproducible resources
as possible should be used, if possible "transferring" part of your tasks
to partners or it is better to solve these problems together with partners. This
partnership is of particular importance today.

Based on the peculiarities of the world economic development in the
period of globalization and the tasks related to the complexity of the state
functions, there are changes in the understanding of the ES. Therefore, today
economic security should be understood as such a set of opportunities of the
national economy, conditions for their implementation, institutions of state
power and management tools, in which national interests are protected
in the world and domestic economic space and the development of econo-
mic potential are ensured, as well as conditions for the transition to an inno-
vative and at the same time socially oriented economy are created. This defi-
nition has a complex structure that can be represented on the basis of three
components. The first is the ability of the national economy to ensure the
economic sovereignty of the country and a leading position in the global
world, as well as to adapt to changing external conditions. The second is the
ability to maintain an assessment system that not only adequately identifies
the level of EB of the national economy, but is also an indicator that iden-
tifies the areas in which it is necessary to ensure its further advancement.
The third component is the ability and readiness of the state institutions
to effectively counteract emerging global economic threats not only through
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the use of economic capabilities, but also by increasing the efficiency
of governance and by creating an economic and legal environment that will
ensure the growth of the potential and real possibilities of the national
economic system.

The most important feature of globalization and its prerequisite is to
increase the degree of the national and world economy openness, which
leads to two opposite processes. Firstly, in many parts of the world, state
borders have finally ceased to be the most important barrier between the
flows of production factors, goods and money, becoming a place of coope-
ration, which allows to reduce production costs, optimize the production struc-
ture and range of products, simplify the capital attraction and, as a result,
accelerate economic development. Secondly, the openness of borders allows
to increase the demand for certain groups of goods and services, the produc-
tion of which is more efficient in a country, which leads to uneven deve-
lopment of industries and increases dependence on the world market con-
ditions, strengthens the role of external economic threats.

In general, the transformation of the global national security system
takes place in the direction of increasing the role of "soft security" problems,
which is based on such socio-economic subsystems as financial, environ-
mental, poverty alleviation, etc. "Hard safety" issues are increasingly moving
to the field of competition in the field of new technologies. In this regard,
a special role is played by TNCs, which seek to align all promising seg-
ments of the economy and the economic policies of different countries with
the interests of the unification of the global economic space, Ukraine is no
exception. Obviously, we are dealing with a completely different form of eco-
nomic danger. Therefore, it is necessary to develop other forms of moni-
toring and elimination/minimization of emerging hazards.

On the territory of host countries, TNCs, as a rule, absolutely inde-
pendently determine specialization and thereby affect the trends in the deve-
lopment of the sectoral structure of the countries’ economies, as well as the
way and nature of their participation in the international labor division and
the model implementation of labor division. This may have an impact on ES
in the course of developing export-oriented raw materials industries, pro-
duction of intermediate or finished standardized products, environmentally
dirty or labor-intensive industries in host countries. The result of such acti-
vities is the formation of an extremely inefficient, non-competitive, morally
outdated structure of the national economy and thus a decrease in the level
of national economic security.

Another global transformation is the information economy. It creates
other macro-proportions between its subsystems and poses new threats that
affect the nature and level of economic security. In this regard, the follo-
wing problems need to be solved:

. the formation of new patterns, mechanisms and development propor-tions
of the main sectors and economic parameters in assessing development results;
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. the creation of new and transformation of existing bodies regulating
the economic system,;

. the transformation of the role and functions of the Central Bank in regu-
lating the monetary system, the money supply with the active dissemination
of electronic money;

« the emergence of new integrated animation effects;

. the change of pricing principles and supply modification and demand
functions for electronic services;

. the tax and customs regulation of electronic commerce;

« changing the conditions of optimality and sustainability of short- and
long-term equilibrium of individual markets and macroeconomic equilibrium;

. the emergence of the latest principles and tools of competitive struggle.

The results of the analysis show that the ability to prevent new threats
is due to the ability to quickly receive process, transmit, use information and
produce new ones in a way that minimizes economic danger to economic
entities and the state as a whole. Consequently, while in the past the success
of a business activity depended largely on a combination of classical
production factors, today it is determined by the use of a complex combi-
nation of capital, information and intellectual resources for rapid and quali-
tative economic growth and provision of ES as a guarantee of success,
stability and development.

Along with the global considered transformations, the global COVID-19
pandemic has received a significant impact on the EC. It had a negative
impact on all countries of the world without exception. The fall in world
GDP in 2020 was recorded at 3.2%, in developed countries — 4.6 %, and in deve-
loping countries — 2.1 % [36]. In addition, IMF experts note that this crisis
is unlike every other one with uncertain recovery prospects.

The corona virus pandemic has also affected to global political proce-
sses. The confrontation between the United States and China has intensified
tensions between the United States and the EU, the European Union and
Russia have increased. According to of O. Chaly: "The world has become
multipolar. If there used to be a dispute, today neither in the United States
nor in the EU no one denies it. Yes, the United States will continue to be the
strongest state in the world, but the U.S. hegemony will no longer be in the
world" [37]. In his opinion, in recent years Ukraine has moved away from
any balance, subordinating its policy to purely strategic interests of the
United States and the EU. "Of course, the United States is Ukraine’s main
strategic partner, but national interests should be based on relations with any
partner in the post-corona virus world. COVID-19 has shown that
international life should be based on national interests, not on values. Even
EU member states have put their national interests at the forefront. In this
context, Ukraine needs a new national security strategy and a new concept
of foreign policy," — said O. Chaly [37].
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Among the main threats to national security associated with the spread
of COVID-19, experts highlight: insufficient level of health financing; limi-
ted access of the population to health services; restriction of human rights
and freedoms, including the "right to health care"; an increase in the number
of criminal violations of sanitary rules and legal norms for the prevention
of infectious diseases; an increase in sales of counterfeit medical and sanitary
and hygienic products, as well as personal protective equipment; an increase
in cybercrime; an increase in cases of domestic violence; a low level of govern-
ment management in the field of health care [38].

Accordingly, the economic sphere of national security is also negate-
vely affected by the pandemic, which aggravates the crisis in the budgetary
sphere (increasing budget deficit and debt burden), the volume of non-pay-
ments of both public institutions and the population are increasing, which
ultimately leads to a drop in living standards and an increase in poverty.
Taking into account these conditions, state measures aimed at supporting the
economy and the population become even more necessary. How this is carried
out by the developed countries of the world (USA, Great Britain, EU, etc.) —
within the framework of already implemented and announced direct and
indirect measures to stimulate the economy. Support reaches 10-15 %
of GDP; interest rates are reduced to zero. However, the national financial
system has a much smaller ability to work in a critically rational use
of resources. Therefore, in order to overcome the consequences of the
COVID crisis, which strengthens the industrial stagnation and economic
recession of 2019-2020, a more flexible model of economic security is needed
that would combine state financial support measures with organizational and
economic tools aimed at to use and optimize the resources of national
economic entities.

Thus, contrary to all these changes, the basis for ensuring the national
economic security should be the real sector of the national economy. This
is facilitated by a number of factors, the analysis of which is a prerequisite
for determining a work plan to further improve the level of economic secu-
rity and the position of our country during the global crisis is a vivid confir-
mation of this.

Economic security indicators of Ukraine.

In recent years, there have been significant changes in the methodo-
logy for assessing the economic security of Ukraine. The Methodology for
Calculating the Level of Economic Security of Ukraine in 2007 [39] defined
an integral assessment of the level of the ES of Ukraine as a whole in the
economy and in certain areas of activity on the basis of a fairly wide list
of indicators grouped in accordance with the sphere of ES: macroeconomic,
production, financial (distributable) into budgetary, monetary, currency, debt,
insurance, stock, banking), investment, foreign economic, scientific and tech-
nological, social, demographic, energy, food. Each area was evaluated
by weight factor and contained a fairly wide range of indicators.
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The following methodology for calculating the level of ES of Ukraine,
approved in 2013 [33], provided for the calculation of the integral economic
security index, consisting of 9 weighted average sub-indexes (consisting of ES):
production, demographic, energy, foreign economic, investment and innova-
tive, macroeconomic, social, financial security. That is, investment and scien-
tific and technological security has already been considered as investment
and innovative. The list of ES level assessment indicators has also been sig-
nificantly expanded: the calculation of integral indices for these economic
security components (subindexes) was carried out on the basis of the assess-
ment of more than 130 individual indicators, including both statistical data
and data obtained by the survey of respondents.

The National Economic Security Strategy 2021 maintains the app-
roach to determine the integral indicator of economic security (Methodolo-
gical recommendations of 2013 apply), but according to a much shorter list
of indicators and areas that are evaluated (5 spheres): demographic security,
as well as energy security, food security and social security. Instead, indi-
cators reflecting Ukraine’s place in international rankings are included [27].

Describing economic situation in Ukraine over the past 10 years, it is
clear that it has not become a prerequisite for securing national economic
interests. During this period, the state of the ES was assessed as
unsatisfactory with the deterioration of indicators for almost all components
to a dangerous level in 2012, 2014-2015 and 2019-2020 (Table 3).

It should be noted that not all ES indicators given in the
Methodological Recommendations of the Ministry of Economy are included
for analysis, but the main ones reflecting the situation in the relevant field of
ES are selected.

Regarding the financial component of economic security, based on the
results of its analysis, it can be noted that over the past 10 years the dynamic
of financial indicators has been unstable, there has been a constant approach
to their critical level and even exceeding it, which indicates an
unsatisfactory state of financial security (7able 3). The reason for this was
the permanent shortage of the state budget and the associated significant
debt burden, weak functionality of the tax system, distrust of the population
in the banking system, insufficiency of long-term investment lending to the
economy and low liquidity of the stock market. The accumulated structural
problems of the financial system of Ukraine led to its crisis for several
years. However, in the report on the financial stability of the NBU, the
national regulator noted the sufficiency of the level of financial security to
ensure that the financial sector properly performs its functions and
successfully passes the crisis caused by the COVID-19 pandemic [40].
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The analyzed indicators of the financial sector indicate significant
challenges and threats to the national economic security, among which are:

. the limited connection between budget planning and priority areas
of state development, low level of budgetary discipline;

. a significant amount of state budget deficit (in 2020 7.5 % of GDP),
which is much higher than the critical level of 3 % of GDP. This, in the actual
absence of short-term sources of its financing, increases the debt burden
on the state budget and entails an increase in public debt;

« the high level of the shadow economy (30 % of official GDP com-
pared to 27 % of GDP in 2019) [41];

. the deployment of tax evasion schemes by importing "gray" imports
and smuggling, which leads to loss of budget revenues;

« the widespread phenomena of income legalization illegally gained;

. the inconsistent legal regulation of relations in the tax sphere;

. the insufficient long-term lending to the real sector of the economy
and a significant share of non-performing bank loans;

« the high demographic load on the pension system,;

. the low level of stock market liquidity, protection of investors’ rights
along with insufficient ability of the regulator to counter abuse in the market.

Dynamics of industrial safety indicators as a result of their unsatis-
factory level show the inability to safeguard the main national economic inte-
rests of Ukraine in the production sector. These trends were formed as
a result of a decrease in demand for domestic products, an increase in costs
for imported raw materials and materials in conditions of low level of manu-
facturability, high energy and material intensity of production, as well as the
loss of a significant part of production potential and human capital, fixed
assets of industrial enterprises and access to strategic minerals as a result of
the occupation of part of the eastern territory of Ukraine.

Over the past two years, the world market for Ukraine has developed
unfavorable conditions for price conditions, in particular in the ferrous metals
market, which, along with the revaluation of the national currency and the
application of protectionist measures against their producers by other count-
ries, caused a drop in industrial production volumes and a deterioration
in the profitability of operational activities of industrial enterprises. As a result
of the introduction of quarantine measures both in Ukraine and around the
world, the production sector also experienced a negative impact — in 2020.
The Industrial Product Index decreased by 4.5 % [43].

However, problems in the production sector have accumulated over
the years, and their existence only aggravated the national economy crisis
and increased threats in the field of industrial safety, among which, as noted
in the Economic Security Strategy of Ukraine for the period up to 2025 [27]:
a high level of resource intensity of production and low resource efficiency
of the economy, strengthening its deindustrialization; inconsistency of the
structure of the national economy with modern technological trends, low
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level of introduction of the latest production technologies, insufficient invo-
lvement of Ukraine in global production chains; high level of wear of fixed
assets in industry and construction; excessive share of imports in the domes-
tic market of food and non-food products with the gradual displacement
of Ukrainian producers from it and aggravation of the problem of import
substitution in high-tech industries, primarily in space and aviation; ineffi-
cient state regulation in the field of natural monopolies and reduction of com-
petition in certain commodity markets. In addition, in the context of recent
trends in the spread of pandemics and various isolation processes, there
is no full cycle of production of critical goods to ensure human life in the
world, which also worsens economic security.

The crisis situation in the field of financial and industrial safety also
reflects the foreign economic sphere, in which the low competitiveness
of domestic production, commodity exports and the loss of a significant part
of foreign markets have exacerbated the imbalances in foreign economic
activity in unstable conditions of the development of the world economy.
Among the threats in the foreign economic sphere, the ES is highlighted [27]:
an increase in the number of protectionist measures applied by foreign count-
ries, in particular, against Ukrainian goods (a high level of customs tariffs,
other customs duties, payments, as well as the use of non-tariff barriers —
certification, permits, licenses, etc.); insufficient diversification of Ukrainian
exports, the prevalence in the export of raw materials, and in imports — high-
tech products; a high level of import dependence; underdevelopment of foreign
trade infrastructure, insufficient level of institutional opportunity to repre-
sent Ukraine’s trade interests within the framework of international trade
organizations, in particular the World Trade Organization; insufficient access
to the markets of EU countries, requiring an early revision of the provisions
of the Agreement on Associations between Ukraine and the European
Union. In addition, there is a risk of export restrictions in case of intro-
duction of new carbon taxes for Ukrainian goods.

Despite the annual place improvement in Ukraine on the Global Inno-
vation Index [45] since 2016, the situation in the field of investment and
innovative security is also a matter of concern. The decrease in foreign
direct investment, the fall in the share of gross fixed capital accumulation
in GDP, the decrease in public spending on research and development and other
indicators of innovative development indicate the impossibility of sustain-
nable economic growth in the deficits face and inefficient use of investment
and technological backwardness.

These structural imbalances and negative dynamics of indicators in the
financial, industrial, foreign economic and investment-innovative spheres,
which have been formed over the past ten years, constrain the economic
development of the country (both quantitative and qualitative), which also
affected the state of macroeconomic security. Accordingly, its level can also
be considered dangerous, since Ukraine lacks stable economic growth,
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destabilized labor market, poverty among the population is growing (accor-
ding to the UN methodology, it is established that more than 60 % of the
population is poor, and according to the IMF report Ukraine is considered
the poorest country in Europe as a gross product per capita, and in the lowest
wage rating [46]). A significant external risk in further destabilization of the
macro-environment can be considered a slowdown in the development
of the world economy in the context of the COVID-19 pandemic and the asso-
ciated decrease in world prices for the main commodity groups of domestic
exports [27], but the main threat to macroeconomic security is the internal
crisis situation in both the economy and social sphere, in particular, a decre-
ase in national economic activity, inflationary and exchange rate fluctua-
tions; low incomes of the population; intensification of labor migration pro-
cesses; imbalances between labor supply and demand in the labor market.

Thus, the results of the analysis and identification of threats to Ukrai-
nian economic security show that now it is internal threats that have a deci-
sive impact on the state of the ES. However, as scientists note [47], the
presence of internal threats to the national economic security determines the
growth of external threats; for example, the ineffectiveness of state regula-
tion in the context of globalization generates the emergence and implement-
tation of external threats to the state’s ES. In the context of new challenges
and threats, there is a need to improve and implement effective measures
to counter the negative impact of the main threats of the national ES. In this
regard, the issue of improving the national regulation system in the field
of economic security is being updated.

As a result of threat analysis in key areas of the ES, countermeasures
have been proposed, in particular:

. the establishment of new economic development goals — moderniza-
tion of the economy and stability of economic growth;

. the effective financial regulation accommodating changes in external
and internal development factors;

o the creation of conditions for the priority direction of banks’ credit
funds for the development of the economy real sector, small and medium-
sized businesses;

. the elimination of imbalances in economic development in order to ensure
the sustainability of economic growth;

« the reduction of corruption phenomena in the country by introducing
effective measures in the context of the existing anti-corruption policy and
the presence of a significant number of anti-corruption bodies;

« the increase of tax discipline, accounting for budgetary security when
amending tax legislation;

« improvement of the population level and quality of life;

« the reinforcement of national efficiency and regional governments, opti-
mizing the system of state regulation in order to overcome the threats of ES;

. the scientific growth stimulation of technical, industrial, educational
and technological potential of the country.
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These measures do not cover all aspects and areas of economic secu-
rity. They are rather priority, as solving this problem is a long-term process.
However, with the increasing influence of globalization on the national EB,
their implementation is urgently needed and requires decisive action by the state.

Conclusion. The study of theoretical concepts made it possible
to form conceptual foundations of economic security, the main provisions
of which are, on the one hand, economic development of ensuring investment,
industrial, scientific, technical foreign economic, financial and energy secu-
rity of the state, maintaining appropriate living standards, on the other hand —
monitoring, anticipation, prevention and counteraction both internal (critical
job losses, scale of national production, structural and technological back-
wardness of the economy, criminalization of the economy, crisis of the ban-
king and financial system, instability of the national currency, reduction
of reserves of the national bank) and external threats (economic pressure,
blockades or other hostile economic actions, industrial, energy dependence,
investment for political purposes, destabilization of the state system.

Global transformations determine the logic of a new development stage
of the world economy, a new quality of relations between countries and their
economies, consisting in a sharp expansion and complexity of interrelations
and interdependencies of different states. Increasingly, the most important
globalization contradiction that this process expands relative freedom for
states and their economic entities and compresses it, bringing economic
entities actions not so much to economic benefits as to compliance with
certain rules. In this regard, the modern understanding of ES is transformed
into the ability of the state to build the relationship of its country as a
subsystem of the global economy with the system itself in such a way as to
ensure the fullest possible satisfaction of the economic entities needs.

The effectiveness of the national economic security in the context
of globalization is determined by: the ability of the national economy to
ensure the national economic sovereignty and a leading position in the
global world, as well as to adapt to changing external conditions; the ability
to have a system of assessments that not only reliably determines the level
of the EC of the national economy, but it is an indicator that determine the
directions in which its further improvement should be ensured, and the
ability the ability of state institutions to deal with emerging global economic
threats through effectively improved governance.

The impact of the global COVID-19 pandemic spreading has deepe-
ned the country’s internal threats to economic security, among which the
deterioration of public finances, the accumulation of government agencies
debt, the growth of defaults and the worsening of infrastructure.

Trends in the Ukrainian economy development of over the past ten
years give grounds to assert that Ukraine has almost no basis for ensuring
national economic interests, the implementation of which is associated with
the sustainable development of the national economy, equal mutually bene-
ficial economic cooperation with other states, and Ukrainian integration into
the European economic space.
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As a result of the analysis of the main economic security indicators by
its components (financial, production, foreign economic, investment, inno-
vation and macroeconomic) had been established that most of them were
approaching the critical level, and some were even exaggerated. Especially
it was noted a deterioration of economic security indicators in 2019-2020.
As a result, it has been established that internal threats have a decisive
influence on the state’s economic security.

Modern conditions for the national security development in the con-
text of globalization, caused by new challenges and threats, require the impro-
vement of state regulation system in the field of economic security, in con-
nection with which the main directions of counteracting challenges and
threats to national security are outlined.
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Masapaxi A., Menvnuk T. Cmpamezia ekoHoMiuHOI Oe3neku YKpainu 6 ymosax
2100anvHUX mpanchopmauyii.

Ilocmanoska npoodnemu. Bracnioox nposey enobanizayitinux ma iHmespayiiHux
npoyecig y cgimi 6i00Y8AEMbCsi NOCUNEHHs [ NOS6A HOBUX 3A2P03 eKOHOMIuHIU Oe3neyi
Ykpainu, ocxineku ennue enodanizayii Ha eKOHOMIKY 0epicas Mae HeOOHO3HAYHUU XAPAaK-
mep i 8UABNAEMbCA AK Yy NOSUMUBHUX, MaK I HeeamusHux pucax. Kpiv yvoco enidemis
COVID-19 cmana, mabymo, Haubinbw Ceplo3HUM, 2100ANbHUM BUKTUKOM OJ1A TH0OCMEA 3d
OCMAaHHI OecAMUNIMmSA, HACTIOKU AKOI Npu38e0yms 00 CYMMEBUX 3MIH 8 eKOHOMIUHIN i coyi-
anvHitl cghepax, wo eusHavamume po3eUMOK CYCRITbCMBA Y HaAtOAudCUi poxu. 3eadcarouu
Ha piBeHb 3HAYYWOCMbL HOBUX BUKIUKIE | Hebe3neK, ocobausoi akmyarvbHocmi Habyeaoms
RUMAHHA  OOCTIONCEHHA A GUOKDEeMIIeHHA 3aspo3, WO HAaubiibule 6nIusaioms Ha
EKOHOMIYHY cucmemy 0epicasu, a maxodxc OOIPYHMYSAHHA OCHOGHUX 3ax00i6 Npomuoii
YbOMY GNIIUEGY.

Amnaniz ocmannix 0ocnioxceny i nyonikayiii noxasas, wo meopemuyti ma nPaKmuyHi
acnekmu 3abe3nedents eKOHOMIUHOI Oe3NneKku WUPOKO pO3TAOAIOMbCS GIMYUSHAHUMU MA
3apYOICHUMU  8YEHUMU, NPOME 3ANUUAIOMbCS GIOKPUMUMU RUMAHHA WOOO NOSAGU 3a42po3
eKOHOMIUHILL be3neyi YKpainu, aKi cnpuyuHeHi 2100ai3ayiliHUMU RPOYeCcamu y ceimi.
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Memoro cmammi € 0OCTIONHCEHHS 8NIUBY CYUACHUX 2I00ATHUX MPAHCHOpMayill Ha eKo-
HOMiuHY 6e3neKy 0epacasy 3 AHANI30M GION0GIOHUX GUKIIUKIB [ 3a2p03 y KOHmMeKcmi 3abesne-
UeHHsL HAYKOB020 NIOTPYHMSL OJIsL 3MIHU 0EPICABHOT NOTIMUKU Y Chepi eKOHOMIUHOT be3neKu.

Mamepianu ma memoou. Y npoyeci 00CHiONCEHHS BUKOPUCTNAHO MEeMOOU CIAmuc-
MUYHO20 aHATIZY, CUHME3Y, SPYRYBANHS, MADIUYHO20 MA 2PAPIUHO20 300PaAdICEHHS PE3YIbIMAMIg.

Pesynomamu 0ocnioxncennn. Posensinymo meopemuymi ma KOHYenmyaivHi nioxoou
00 BU3HAYEHHSI CYMHOCMI eKOHOMIYHOT besnexu. Oxapaxmepu3o8ano 2n06aibHi eKOHOMIUHI
mparcgopmayii y KOHmeKcmi 61Uy Ha eKOHOMIUHY besneky depacasu. Ilpoananizosano
IHOUKAMOpU BCIX CKAA00BUX eKOHOMIYHOL Oe3neKu WAXOM iX 3ICMasneHHs 8 OUHaMIYL 3 Kpu-
MUYHUM PIBHeM MA HAOAHO NPONO3UYIL U000 BNPOBAOIICEHHS 3aX00i8 eKOHOMIYHOL Noi-
MUKU, CNPAMOBAHUX HA NPOMUOII0 BUKTUKAM MA 3A2PO3aAM eKOHOMIuHIL be3neyi YKpainu.

Bucnoexu. E¢pexmusnicme niompumants eKOHOMIYHOI be3neKku 0epicasu 8 ymoeax
2nobanizayii UHAYAEMbCA: 30AMHICMIO HAYIOHAILHOI eKOHOMIKU 3a0e3neuysamu eKoHO-
MiuHULl cyseperimem Kpainu ma nioupylode noniod#CeHHs 8 2100AIbHOMY C8imi, d MaKoi#C
aoanmyeamucsa 00 MIHIUBUX 308HIUHIX YMO8, HAABHICMIO OOCMOBIPHOI cucmemu OYiHOK
EKOHOMIYHOT Be3NeKU, CPOMONCHICIIO OEPICABHUX THCMUMYMIE eqheKmuUeHo npomudismu
BUHUKAIOYUM 2100ATIbHUM EKOHOMIYHUM 3a2po3aM, y M.Y. yepe3 NioguujenHs epexmus-
HOCMI YNPAGNIHHA.

B Vkpaini matioice giocymue niorpynms Ons 3a0e3nedenHs HAYIOHAIbHUX eKOHO-
Miunux inmepecis, a enius 2nobarvnoi nanoemii COVID-19 nuwe noeaubue eHympiwini
3a2po3u eKOHOMIuHIU Oesneyi Oepaiicasu, ceped AKUX NOZIPULEHHST CMAHY OepICAGHUX
Qinancie, HaKonuueHHs 3a00pP208aAHOC 0epPIHCYCMAH08, 3POCIAHHS 00CA2I8 Heniamedicie ma
nocipuwienusi cmawy iH@pacmpykmypu mowo. Lle, a maxosc He3ado8inbHull cmau Oilb-
wocmi iIHOUKAmMopie eKOHOMIUHOI be3neKu 8UMazaomsd YOOCKOHANEHHS CUCTNEMU 0epiHcas-
HO20 pe2ynoeants y chepi 3abe3neyenns eKoHOMIYHOL Oe3neku, y 36 13Ky 3 UUM OKPECIEHO
OCHOBHI HANPAMU NPOMUOLT BUKAUKAM A 3A2P03aM HAYIOHANbHIU be3neyi.

Knwuoei cnosa: ekoHOMIYHA Oe3reKka IeprKaBH, ri00ai3arlisi, I00aabHi TpaHc-
(dbopmartii, HalliOHAJIbHA EKOHOMIKA.
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BALANCE OF COMPETITIVE CONDITIONS
IN UKRAINE: STATE OPTIONS

The article is considered the problem of achieving a balance of competitive forces
between real and potential domestic and foreign producers of industrial products in the
internal market of Ukraine. It was described the market reforms in Ukraine from the stand-
point of balancing competitive conditions on the example of mechanical engineering goods.
It was identified the factors that would facilitate ensuring the balance of competitive forces
in Ukraine. It was proposed the measures for balancing the competitive conditions manu-
facturing enterprises due to the intersectoral diversion of capital and involvement the state
in investing in high-tech projects.

Keywords: competition, balance competitive conditions, mechanical engineering,
industrial enterprises, state competition policy.

Background. The precondition for the formation of the market were
important political and economic components: great geographical disco-
veries, occupation the new lands and their colonization with subsequent loo-
ting, slave trade and piracy, monopoly trade in colonial goods and as a
consequence — the initial accumulation of capital. The first doctrine of the
era of market economy provided active state intervention in market rela-
tions, which was embodied the policy of protectionism. Further develop-
ment of market relations is a prerequisite for the rise the doctrine of classical
political economy with its postulates of the invisible hand of the market, the
economic man and a radical change in the role of the state, which the role of
"night watchman" is assigned.

The question arises as to why such transformations took place: the
transition from the active role of the state to the passive one? And what’s
interesting, the ideas of classical political economy were arisen in England,
where Cromwell’s protectionist act (1653—1855) operated for a long time,
and which was abolished when England has become a workshop of the
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world and its goods have flooded all markets. That is, at one time England
gained unilateral competitive advantages, which allowed British industria-
lists to carry out trade expansion to other countries, including Germany. In
these conditions, relying only on the market mechanism and the removal
of the state from direct participation in the economy contributed to the pre-
servation of the existing state. The German ruling and scientific elite could
not accept such a situation. Life itself led to the need for the ideas of F. Liszt
with his theory of national economy, which provided for the active role
of the state, in contrast to the ideas of the classical school. In fact, F. Liszt
almost for the first time proposed to form a competition policy aimed
at leveling the playing field. One such tool was the unification of German
lands and the creation of a customs union to form a single economic space,
as well as educational protectionism to protect the still weak German
industry. It was proposed to unite the spiritual and intellectual efforts of the
nation to build a powerful state. The economic policies of the United States,
tsarist Russia, and Japan were formed on similar principles.

Supporters of classical political economy thought that self-regulation
of the market economy takes place in conditions of perfect competition.
However, in this context, it arises the question about the existence such
perfect competition. A reasoned answer is given by the outstanding eco-
nomist J. Schumpeter: "... you need to come up with an imaginary golden
age of perfect competition, which at some point turned into a monopolistic
age, although it is obvious that perfect competition has always been just an
abstraction"* [1, p. 124]. That why, it is obvious that there are no equal
competitive conditions in economic life. different methods were used for
obtaining competitive advantages at all times: from purely economic to
military. It is correct the opinion of the famous scientist D. Ajemoglu:
"...although economic institutions are critical important for the country’s
movement towards wealth or poverty, exactly politics and political institu-
tions determine what kind of economic institutions they will be" [2, p. 42].

The course of market reforms in Ukraine has shown that these
mentioned statements dealing with the market economy have not been taken
into account, and the burden and responsibility for these transformations has
been largely placed on the "invisible hand of the market". "During two
decades of these reforms industrial production in Ukraine can not still reach
the level of 1990, progressive high-tech sectors were disappeared, hundreds
of unique enterprises were destroyed, which could become leaders of scien-
tific and technological development of our state and ensure its stability and
the formation of high level standards of citizens’ lifes" [3, p. 8]. That is why, it
is relevant and necessary today to study the problem of the possibility
establishing equal competitive conditions for all market participants.

* All citations from foreign sources are translated by the authors of the article.
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Analysis of recent studies and publications. Balance issues of com-
petitive forces have been studied by a number of domestic scientists, in parti-
cular O. Verteleva, A. Gerasimenko, B. Kvasnyuk, Y. Kindzersky, V. Lagutin,
A. Mazaraki, Yu. Umantsiv, T. Shcherbakova, Yu. Yasko [4—13]. Thus, B. Kwas-
niuk asserts that "The main method of competition policy is to ensure a level
equal competitive conditions for all market participants" [6, p. 12]. V. La-
gutin develops this thesis: "The strategic goal of competition policy is
state’s support effective competition and creation level of equal competitive
conditions for all market participants" [7, p. 17]. As A. Mazaraki provides,
reality of many domestic commodity markets is quasi-competition, the
content of which economics should solve" [9, p. 3]. V. Lagutin suggests
"The problem of antitrust competition policy is extremely complex and still
isn’t properly understandable in conceptual theoretical issue", "... problems
improving competition policy require new more comprehensive scientific
study for incentives developing the national economy and increase its
competitiveness" [8, p. 16, 307].

The final solution of this complex theoretical and practical issue
is still far away, so the evidence of it is that fact that the Antimonopoly
Committee of Ukraine (AMCU) does not consider this issue as a priority
especially concerning equal competitive conditions for domestic producers
in the domestic market refering to foreign competitors. This issue also fell
out of sight the Ministry of Economic Development, Trade and Agriculture
of Ukraine. However, the question of balancing competitive forces with
foreign entities is increasingly being raised both at the level of entrepreneurs
and in government circles.

The aim of the article is to substantiate the theoretical and metho-
dological principles and develop practical recommendations for ensuring the
balance of competitive conditions in Ukraine.

Materials and methods. It was applied methods of analysis and
synthesis, historical and dialectical for achieving the purpose of the article.
The survey is based on statistical data of the State Statistics Service of
Ukraine, Eurostat and other data in free access.

Results. Achievement of balance competitive conditions can be con-
sidered in three aspects: between domestic producers in the domestic market;
between domestic and foreign participants in foreign markets; between
actual and potential domestic producers and foreign participants in the do-
mestic market. The importance of the latter aspect is explained by the fact
that the share of domestic products in the domestic market is critically small
and tends to even more decreasing (Table 1).

As can be seen from Table 1, in the period from 2005 to 2020 there
is a significant decreasing in the share of sales of both food and non-food
products that were produced in Ukraine.
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Table 1

Share of retail sales some categories of goods that were produced
in Ukraine,% [13]

Name of the product group 2005 | 2010 | 2015 | 2017 | 2018 | 2019 | 2020
All goods 70.5 | 643 | 58.1 523 | 532 | 524 | 534
Groceries 90.9 | 882 | 852 | 822 | 814 | 80.0 | 794
Meat 96.9 | 97.1 92.6 | 956 | 96.5 | 97.1 96.5
Fish, crustaceans and molluscs
(including fish products) 80.6 | 704 | 59.8 | 61.8 | 60.6 | 729 | 732
Dairy products 945 | 945 | 935 | 904 | 89.6 | 89.4 | 86.8
Eggs 98.9 | 994 | 989 | 985 | 99.2 | 99.1 99.1
Edible oils and fats 943 | 933 | 93.7 | 929 | 929 | 86.5 | 84.5
Bakery and flour confectionery 98.4 99.1 97.8 95.1 95.3 92.9 92.1
Sugar confectionery 99.0 98.8 97.4 85.9 85.1 76.1 74.9
Tobacco products (including related 935 931 93.1 38 1 870 35.7 870
products)
Non-food products 57.6 | 50.0 | 39.3 326 | 31.7 | 32.0 | 329
Clothes 23.5 10.7 5.7 8.2 8.8 7.7 7.2
Shoes 9.3 4.2 3.1 3.7 4.2 6.0 7.5
Computers, peripherals, software 22.5 6.1 0.8 1.0 1.9 3.1 3.7
Household equipment for receiving, 36 | 48 | 07 | 04 | 04 | 05 | 1.3
recording, reproducing sound and images
Games and toys 40.0 33.7 16.6 13.2 13.1 15.7 19.5
Motorcycles, parts and accessories 400 0.6 49 1.4 29 20 0.9
for them
Cars, parts and accessories for them 23.1 18.6 7.9 53 4.4 4.1 4.0
Furniture 73.8 | 567 | 42.1 | 43.6 | 483 | 514 | 489
Pharmaceutical products 56.5 | 52.1 504 | 498 | 50.2 | 50.0 | 49.8
Medical and orthopedic goods 359 | 423 359 | 426 | 43.8 46.5 46.6
Motor gasoline 96.5 83.4 61.7 58.6 58.1 60.5 64.4

In studies possibilities ensuring the balance of competitive conditions,
it is necessary to rely on dynamic retrospective analysis. The current state of
Ukraine’s industry is largely determined by the trends that were laid down
during the Soviet era. That is why it is relevant to analyze starting con-
ditions under competitive conditions of Ukraine’s industrial potential for the
moment of getting independence and their dynamics throught three decades.

Ukraine inherited from the economic complex of the USSR rather
powerfull industrial potential, but different in level of development and
structure [14]. Basically in mechanical engineering structure production
potential was represented mainly by universal enterprises, such as PA (Pro-
duction Association) named after S.P. Korolyov (PLC (Public Limited
Company) Meridian) that had in its composition the whole range of work-
shops from metalworking to plastic. It was established own production micro-
electronics and began to found relevant Research institute. Such universality
multiplied by poor production volumes especially in connection with the
general crisis of the 1990s has led to low products competitiveness even in
the domestic market. Thus, the cost price production the latest radio receiver
"Meridian" has exceeded the retail price of a similar product foreign pro-
duction in the domestic market in Ukraine.
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On relationship between productivity and specialization by A. Smith
emphasized "The amount of materials that can be processed by the same
number of workers increases significantly with the growing division of
work ...Preliminary accumulation of stock is necessary to achieve increasing
in productivity, and such accumulation naturally leads to increased work
productivity" [15, p.306-307]. Namely the growth of specializations
requires an increase in capital and therefore size of production. An example
is large modern companies. So, "Phillips", such as S.P. Korolyov’s PA has
a wide range of production: from Research institutes, production of micro-
electronics to a wide range of household goods. But the amount attract
capital and size of production couldn’t be comparable with the activities
S.P. Korolyov’s PA (PLC "Meridian").

The action economic laws directly depends on the political factor, i.e.
the mechanism of influence on the market forces of elements of conscious
influence [10]. It can be both the state and supranational structures (IMF,
World Bank, transnational corporations). According to competition policy
as a component of economic policy [16] it is a part of it in industry.
Yu. Kindzersky mentions that one of the goals industrial policy may be
realizing the potential competitive advantages of certain sectors that can not
be realized over unequal starting conditions [17]. Appropriate competition
policy in the field of industry in Ukraine was pursued, but it was destructive
in nature and actually led to the destruction of much of the industrial
potential, and above all high-tech.

In the 90s of the twentieth century competition policy was based on
the practice of determining the level of monopolization based on the con-
centration of national production in certain markets. The task was to reduce
the level of concentration by increasing the number of national producers of
the same type of products and in such way to increase competition. Howe-
ver, such actions led to collapse in output. About it says A. Kostusev’s
study. "Highly competitive are the markets of different household consumer
goods, TV and radio equipment. However, they are dominated by imported
goods, and the production of televisions, radios, vacuum cleaners, etc. at
Ukrainian enterprises has decreased ten times" [18, p.235]. Further the
author argues that competition of foreign manufacturers is felt much more
strongly in mechanical engineering [18, p. 235], because such global giants
as Siemens, General Electric, Samsung, Sony, etc. have entered the domestic
market. Nothing like this and in such concentration has existed in Ukraine.
But instead of strengthening the concentration and forming integrated
structures from disparate enterprises, which could approach to some extent
foreign competitors, it was begun the process of deconcentration of PA,
RPA (Research and Production Association) and even individual structural
units. The consequences were predictable — complete disorganization with
subsequent destruction and liquidation of production. A. Kostusev writes
about such consequences "During the demonopolization it was not possible
to avoid mistakes ... when there was a rupture of technological chains,
uncompetitive enterprises were coming" [18, p. 98].
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Such a competition policy was completely contrary to world practice.
For example, in the Netherlands, 100 % of the electronics industry
is concentrated in Philips, in Sweden — Ericsson, in France — Thompson, but
they are not considered monopolists, as there are other global manufacturers
in the market. "Analysis of world experience allows us to conclude that the
governments of most developed countries have taken a rather soft position
on concentration, allowing national companies to act as monopolies and
eliminate foreign competitors from the market" [19, p. 318-319].

If we follow the logic of D. Adzhemoglu, then the question arises:
why the political factors that were in power in Ukraine failed to form
a balanced competition policy that would promote the development rather
than decline of the domestic economy, and there are several explanations for
this phenomenon.

First, the postcolonial nature of political and economic establishment
in Ukraine, which was dependent from Moscow and continued to be an
instrument of its influence on economical and political situation in Ukraine.
There are many examples with former "red" directors and leading specia-
lists, who have stolen design and technological documentation for the pro-
duction of critically important products, found themselves abroad — and not
only in the Russian Federation. Similar destructive actions were observed
at the level of central administration.

Secondly, the lack of understanding from the side central authorities
the complexity of problems and challenges which arise on Ukrainian
industry in its transition to the market in a non-established production sys-
tem, and disparate unconnected with each other fragments single economic
complex of the USSR. Indeed Ukraine lacked specialists who would syste-
matically study the problems of industrial development and especially
mechanical engineering (in fact, the only scientific institution that compre-
hensively and systematically studied the problems of its development was
the Council for the Study of Productive Forces of Ukraine NAS of Ukraine,
which is now disbanded) a third consisted of enterprises of the Military-
Industrial Complex (MIC) of the USSR, namely: the electronics industry,
instrumentation, rocket and space, aviation and shipbuilding. In the last
decades of Soviet Ukraine significant part of the party-nomenclature elite
in Ukraine was formed of representatives of the mining and metallurgical
complex. And already in the conditions of independent Ukraine they
continued to "take care" of this branch. What is worth only an economic
experiment in ferrous metallurgy, which provided for tax cuts and other
preferences. Although in developed countries support is provided primarily
to new, high-tech, science-intensive industries. It is significant that the
project of Comprehensive Program Scientific and Technological Progress in
Mechanical Engineering, which provided for the relationship between
research and production of relevant products in Ukraine (developed in 1993)
was never adopted. In future, such programs were not developed at all. It is
known that one of the most science-intensive industries is the electronics
industry, and its development today determines the level of development of
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many others — from computers and mobile communications to space techno-
logy and unmanned aerial vehicles and various military weapons. The pro-
ject of Law on Support of the Electronic Industry was never adopted by the
Verkhovna Rada of Ukraine. What is this as not a political factor? This
strategically important industry is dead, more than 100 enterprises with
250 000 employees were liquidated.

Third, the nature of market reforms in Ukraine, which provided for
maximum removal the state from influencing economic processes. In con-
ditions when all countries protect their market high-tech products, the rele-
vant Ukrainian markets have become available to competitors, it turned out
to be paradoxical, at first sight, the situation when uncompetitive became
the most high-tech industries especially engineering and the most techno-
logically stay afloat and occupied a niche in international markets. Howe-
ver, this is a natural phenomenon every civilized state since the days of the
mercantilists has contributed to the import raw materials and semi-finished
products, restricting the import of finished products. Thus, most machine-
building enterprises are faced with an unresolved problem when foreign
markets are inaccessible and from the domestic they are gradually being
replaced by foreign competitors. As a result, the share of mechanical engi-
neering in Ukrainian industry decreased from 30 to 7 %.

The Ukrainian state acted in the opposite way, instead of using
competition policy as a tool to balance the competitive conditions of domes-
tic and foreign producers at least in the domestic market "Dominance
of low-grade foreign goods, smuggling" In world history, there have been
no cases when the state has achieved economic prosperity at a time when
the consumer needs of its own people are met by imported goods... " [19].

A very important aspect in ensuring the balance of competitive con-
ditions in Ukraine, compared to other countries, is access to cheap credit
resources. The lending rate in commercial banks directly depends on the
policy of the Central Bank of the country. In the Table 2 it is shown the
discount rates of different countries a condition on October 2021.

Table 2
Discount rates of the Central Banks of the world [20]
Land Discount rate CB

Japan —-0.10

Eurozone 0.00

Norway 0.25

Australia 0.10

USA 0.00-0.25

Canada 0.25

Saudi Arabia 1.00

China 3.85

India 4.0

Brazil 5.25

Russia 6.75

Ukraine 8.5

Belarus 9.25

Turkey 18.0

Argentina 38.0
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Of course, the lower discount rate, the lower lending rate will be, so it
is not surprising that loans on 1.5 % are available in developed countries. In
particular, in the EU the lending rate for business a condition on June 2021
is 1.47 % [21], while in Ukraine the average loan rate for business develop-
ment reaches 18.32 % [22], which prevents free access of domestic enterprises
to credit resources, and hence to stable functioning and development. Con-
sider the factors that would help balance the competitive forces in Ukraine.

Use of own raw material base for production final products. Examples are:

« production of titanium, which is a critical component in the manu-
facture of missiles, aircraft and engines for them. Today, Ukraine imports
these important products because the technological chain is limited by pro-
ducing raw materials and semi-finished products — titanium sponge;

« production of fuel elements for nuclear power stations, focused on its
own uranium warehouses. This will get away from dependence on world
monopolists, especially on the Russian company "Twell";

. the available raw material base can be a factor in revival electronics
industry and other high-tech industries. So, Ukraine has quite powerful
deposits of rare earth minerals i.e niobium, tantalum, lithium. Niobium and
tantalum are raw materials for production capacitors with unique properties
which are used in military and space technology. Lithium is today a stra-
tegic raw material for production lithium-ion batteries, which is revolutio-
nizing many areas from cars to household power tools. However, the "Sub-
soil User Investment Atlas", that was developed by the State Service
of Geology and Subsoil of Ukraine, provides for attracting investment only
in mining development. The statement of the head of this structure that this
could be a driver of growth national economy is a sourse of great question.
Thus, in the territory of Kyiv region there is Tarasiv deposit of titanium-
zirconium ores. Over the last 10 years it was made attempts to attract private
investors. But the problem is that this mine is located in densely populated
region of Kyiv region (Bila Tserkva district) and is directly adjacent to the
river Ros. Proposals to build a mining and processing plant here (the village
of Mykhailivka) will cause long-term and irreversible consequences in the
environmental sphere. Ore development is envisaged in an open way, and
the beneficiation technology is extremely water-intensive, which will have
an extremely negative impact on the Ros River, which is already in a critical
condition. The consequence of such investment will be that the relatively
environmentally friendly part of Kyiv region, which did not experience
significant pollution after the Chornobyl accident, may turn into a zone of
ecological disaster. Therefore, such investments provoke opposition from
local authorities and the population. The problem is that investors do not
take into account the side effects (externalities). This allows them to make
imperfect environmental legislation that minimizes the effects of negative
impact on the environment.
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So what about the development of such deposits? First of all, if the
development technology involves mining in a barbaric open way (and not
somewhere in the desert, but on fertile chernozems, and these lands will
forever fall out of agricultural use), then you need to use a more economical
mining method, but it is more expensive. Therefore, a comprehensive
assessment is needed within the framework of the relevant state program.

The development of mineral deposits has great risks, and the mass sale
of such sites, which is proposed in the Investment Atlas of the subsoil user,
may have only a short-term effect, but then there will be long-term and
irreversible negative consequences. Therefore, the development of such
deposits must be approached taking into account all possible consequences,
including issues of national security and defense.

The state must guarantee access to local producers for public pro-
curement. Of course, given Ukraine’s international commitment to open
tenders, it is extremely difficult for national producers to compete with
powerful foreign companies that also have state support (including Chinese
ones). Therefore, it is necessary to develop a mechanism based on inter-
national experience, which would guarantee a certain part of government
orders for domestic producers.

It is unfortunate situation that for state (communal) cash it is bought
up public transport of foreign production (buses, trolleybuses, trams) when
we have appropriate unused national production facilities. The situation is
similar with fire equipment, when there is its own manufacturer (plant "Pozh-
mashina"), but it is bought imported equipment.

Public procurement is extremely important for military equipment.
The availability of appropriate weapons in its own army opens the prospect
of entering the international market. Public procurement is especially impor-
tant for high-tech products, which are just being born and are taking their
first steps in the market. Ukraine’s purchase of propellers in France with its
own development based on Motor Sich engines that has become stepping
stone for development its own helicopter industry. World practice shows
that, despite international obligations and certain financial losses, preference
is usually given to local producers. The story of the AN-70 military trans-
port aircraft is illustrative. Despite the technical and economic advantages of
this aircraft, it couldnit be entered the European market, as the EU decided
to develop its own similar model — A400, which is still inferior technical
characteristics to AN-70.

An important component of supporting a national producer is a thought-
ful real investment policy. This is especially true for large infrastructure
projects, in particular those related to road construction. Building roads
is good, but what impact will it have on the national economy, in particular
industry and its core, engineering? The practice of road construction has
shown that the companies that do this use almost all construction and road
equipment of foreign production. And why are there no Ukrainian KRAZ
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dump trucks, road rollers, excavators of other equipment that Ukraine
produces or has the potential for its production? That is, significant funds
(more than 50 % of investments) go to the development foreign production.
Thus, the picture is not very happy because of the production of high-tech
products in Ukraine is declining, the country is becoming a global supplier
of various raw materials another "banana country" and this is not the path
to wealth but to poverty.

State control needs to be restored over the privatized strategic enter-
prises. The experience of privatization of such enterprises as Motor Sich,
Azovmash, Avtokraz, Lviv Bus Plant and a number of others shows that the
new owners often aimed not at the development of the enterprise, but at its
destruction. This is especially evident in the example of the Lviv Bus Plant
which is the largest in Ukraine and the USSR, where production was liqui-
dated and unique equipment was exported by Russian owners to Russia. The
experience of privatizing such enterprises in the UK shows that first state
brought them out of the crisis and then they were privatized. No country in
the world loses indirect control over such important enterprises, so the
actions of the Ukrainian authorities regarding the strategic enterprise Motor
Sich are absolutely justified. The experience of countries that have succee-
ded in the development of industry shows that this did not happen spon-
taneously but with the direct participation of the state. This was the case
in Japan when powerful Sumitomo and Mitsui companies were created and
this was the case in the Republic of Korea when the state encouraged the
creation of large companies. "The experience of France is significant when
the government created large national companies that held leading positions
in a number of strategic areas, including the aviation industry, nuclear
energy, microelectronics, and car building. To support such companies, state
subsidies Research and Development state programs and public procurement
systems were combined into a single complex. Also French government
actively introduced nationalization as a tool for modernizing large private
companies in addition to founding national companies what allowed them to
become competitive in the world market. The implementation of large colla-
borative projects of the state and business was carried out thanks to a spe-
cially created for these purposes development bank" [3, p. 73].

Attempts have also been made in Ukraine to create powerful national
companies. Thus, in the early 90’s scientists of the Council for the Study
Productive Forces of Ukraine of the National Academy of Sciences of Ukraine,
practitioners proposed to create such companies as "Ukrelekor" (Ukrainian
Electronic Corporation), "Ukrverstatoinstrument", "Ukrsilhospmash" an asso-
ciation in energy and railway engineering. But such attempts were opposed
by the Antimonopoly Committee which saw this as a manifestation of
monopolization which was not true as Ukraine opened its markets to foreign
competitors (Siemens, Samsung, Philips, etc.) whose potential was greater
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than all enterprises of Ukraine in the relevant industries. Today the Ministry
of Strategprom has finally been established in Ukraine which is engaged in
reform, so there is hope for positive changes.

An important factor that would help balance the competitive oppor-
tunities for domestic producers is the development of a promising strategy
for economic development that would reconcile the interests and capabilities
of producers with the needs of the domestic market. This is especially
important for high-tech projects that require long-term investment. There is
such a practice in the world, in particular in Japan, which is called the
"Japan Corporation", where the actions of government and business are
aimed at achieving a common goal. Currently, there is a multi-vector move-
ment of business and government in Ukraine. Thus, the state enterprise
Ukrzaliznytsia at one time purchased Korean Hyundai trains when it has its
own production of similar trains at the Kryukiv Carriage Plant. Today it is
planned to sign a multibillion-dollar contract with the French company
Alstom for the supply of a large batch of locomotives, although Ukraine has
a fairly high potential in the field of railway and electrical engineering,
which allows to create its own model with some international cooperation.
Engineering bureau Pivdenne has developed the Kilchen anti-aircraft
missile system, which is absolutely necessary for the Armed Forces, which
is not inferior to the American "Patriot", but is 5 times cheaper, but has not
received funding yet.

Conclusion. The main danger of imbalance of competitive opportu-
nities is the long-term negative impact on the structure of the economy. The
inability to compete due to the acquired competitive advantages, which are
ultimately the result of certain intellectual efforts, pushes the country’s
economy in the direction of natural competitive advantages (land, minerals,
other resources). These natural competitive advantages become the sphere
of attraction of foreign technologies, machines, equipment, which are the
result of creative efforts of human capital other countries. If the human
capital of Ukraine didn’t find its application it degrades, declines, and the
remaining remains migrate abroad where the conditions for its use are much
more attractive.

In order to equalize the competitive opportunities of domestic and
foreign market participants, it is needed a set of asymmetric measures, as
Ukraine today can’t create identical conditions, in particular in the field of
lending. An important element of such measures can be a purposeful public
policy aimed at developing the sphere of attracting human capital. We are
talking not only about scientists, engineers and technicians, but also about
skilled workers in various specialties. The main place of attraction of these
labor resources should be industry, especially mechanical engineering. Ukraine
has all the opportunities for this i.e. its own raw material base of metals
(from rare earths to non-ferrous and ferrous), developed metallurgy and not
fully spent scientific and technical potential in this area yet.
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To make such changes, it is necessary to change the situation when
the main source of enrichment in Ukraine are raw materials industries,
markets of natural monopolies (gas supply, electricity), supply and trade in
imported goods (from cars to second-hand). Thus, the profitability of all acti-
vities in the mining industry and quarrying in 2020 was — 28 %, in pro-
cessing — 4.4 %, including in mechanical engineering — 4.5 %. In January —
March 2021, these indicators were 52.7 %, 7.7 %, 2.1 %, respectively [7].
Ensuring a balance of competitive opportunities for Ukrainian machine
builders (who unlike raw materials do not receive a natural rent) should be
an incentive to attract investment which is extremely necessary: after all,
Ukraine has not created any high-tech production and technologically
obsolete companies can not compete with modern foreign companies that
come to our market. It is necessary to develop an effective mechanism for
intersectoral flow of capital from raw materials to knowledge-intensive
industries. It is advisable to study and implement the experience of countries
that have made such a restructuring. This also applies to the taxation
of natural rents, increasing the cost of environmental measures for the
extraction of minerals.

The impetus for attracting private investment may be public invest-
ment in high-tech production. Such an example could be the implementation
of the State program for the production of LED light sources, which was not
implemented due to the termination of funding. Therefore, it is necessary to
analyze this negative experience to prevent mistakes in the future.
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Pomanenxo B., Jlebeoeea JI. Bananc KOHKypeHmMHUX ymMo6 8 YKpaini: onuii depatcagu.

ITocmanoska npoénemu. Jlocniosiceno npobdiemy 30a1aHCY8ANHA KOHKYDEHMHUX
MOACTIUBOCHEU MIJIC PeaANbHUMU | NOMEHYIHUMY GIMYUHAHUMU MA [HO3EMHUMU SUPOO-
HUKAMu npomuciogoi npodykyii 6 Ykpaini. Ha ocnogi cmamucmuynux 0auux npoiiocmpo-
6aHO AKMYANbHICMb CaMe Yyb020 ACNEeKMY KOHKYPeHYil.

Ananiz ocmannix 0ocnioxicens i nyonikayiii usa8us, w0 NUMAHHA 30ANAHCYBAHHSA
KOHKYPEHMHUX MONCIUBOCMEN X0U | PO321A0aN0CsA PAOOM BIMYUSHAHUX HAYKOBYI8, npome
OCMAamMo4HO He BUPIUEHO 1l NOMPebye NOOATLUIUX OOCTIONHCEHD.

Memoro cmammi € 06IpyHMY6aHHs MEOPEMUKO-MEMOOUYHUX 3ACaA0 Ma PO3POONEHHs.
NPAKMUYHUX PeKOMEHOayill wo0o 3abe3neyeHHs 6aiancy KOHKYPeHmMHUX YM0o8 8 YKpaiHi.

Mamepianu ma memoou. /[ 00cs2HeHHs MEMU 6UKOPUCMAHO MEMOOU AHANIZY Md
cunmesy, icmopuunuii ma oiarekmuunui. JJocnioscenns nooyooeano Ha OCHOGI cmamuc-
muynux oanux epoicasnoi cuyscou cmamucmurku Yxpainu, €spocmamy ma iHWUX OAHUX
¥ BLILHOMY OOCMYNL.

Pezynomamu oocnioxncennsn. [lpoananizosano icmopuunuti achekm UHUKHEHHS Cyyac-
HUX PUHKOBUX BIOHOCUH MA CMAHOGAEHHs. KOHKYPEHMHOIL NOIIMUKY, CNPIMO8anol Ha 30a-
JIAHCYBAHHA KOHKYpeHmHUxX ymos. Hadano xapakmepucmuky punkosux peghopm 6 Vrpaini
3 nO3uyill 30a1aHCY8AHHA KOHKYDeHMHUX cul 8 YKpaiui. Po3kpumo nonodicenHs, sAKi eniu-
841U Ha (POpMYBAHHA KOHKYPeHmMHOI nonimuku 6 Ykpaiuni. Busnaueno yunnuxu, wo cnpusiu
6 36a1aHCYBAHHIO KOHKYDEHIMHUX YMO8 8 VKpaiHi.

Bucnoexu. [onosnoio Hebe3nekoio He30ANAHCOBAHOCII KOHKYPEHMHUX MONCIU-
gocmell € 00820MpUBANIUL He2AMUBHULL 8NIUE HA CIPYKMYPY eKOHOMIKU. 3anponoHo8aHo
3ax00u 0151 30ANAHCYBAHHS KOHKYPEHMHUX YMO8 NIONPUEMCME 00POOHOI NPOMUCIO80CI
30 PAXYHOK MIJIC2AIY3€8020 NEPEMOKY KANIMAiie ma 3aiyuents 0epiucasu 00 iHGeCny8aHHs.
Y BUCOKOMEXHONO2TUHI NPOEKMU.

Kniouoei cnosa: KOHKYpeHIs, 6agaHC KOHKYPEHTHHX YMOB, MalllMHOOY/TyBaHHS,
MIPOMHCIIOBI MIANIPUEMCTBA, KOHKYPEHTHA TIOJIITHKA JAEPKaBH.
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COMPLIANCE-STRATEGIZING
OF ECONOMIC SECURITY OF THE BUSINESS
IN DIGITALIZATION CONDITIONS®

The content, main tasks and functions of compliance-strategizing of economic secu-
rity of business in the conditions of digitalization are revealed. Emphasis is placed on the
need to consolidate and coordinate legal, economic, social and health aspects of security
with compliance technologies and strategic planning of business processes, which will help
ensure the competitiveness and risk protection of business, as well as on digital platforms.
1t is noted that it is necessary to separate resource potential as a part of corporate strategic
compliance. An important area of further development of compliance-strategizing — "change
management" — is considered.

Keywords: compliance, strategizing, economic security, compliance risks, econo-
mic security model, digitization, digital technologies, hospitality entity.

Background. The beginning of the XXI century marked by global
challenges for the development of economic entities: financial crises, poli-
tical conflicts, environmental catastrophes, the viral pandemic, which caused
revolutionary changes in the public consciousness of business, reformatting
their concepts and development strategies, intensified the need to respond to
new threats to economic security and digitization of the socio-economic sphere.

The crisis has significantly affected the activities of the hotel and
restaurant business, minimizing their opportunities and financial and eco-
nomic potential. Therefore, hotels and restaurants need to actively adapt
existing management mechanisms to the challenges and threats of economic
security, the implementation of innovative, in particular, digital technologies
for business security and its strengthening in the new economic realities. In
this sense, the symbiosis of compliance technologies and strategic planning

* The article was prepared as part of the research work "Digital Transformation of Trade,
Economic and Tourist Systems of Ukraine" (state registration number 0121U112231).
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of business processes will transform the processes of strategy, ensure their
effectiveness and efficiency in terms of forming strategic prospects for busi-
ness development and maintaining economic positions in the market. There-
fore, the study of technologies and processes of compliance strategy in ensuring
the economic security of hospitality is relevant. The process of compliance-
strategizing requires theoretical and applied substantiation, development of
methodological approaches to its implementation in the practice of hospita-
lity entities (HE).

Analysis of recent research and publications. The issue of compli-
ance-strategy of economic security of hospitality entities is determined by
multifacetedness and covers the areas of compliance control, strategic plan-
ning and security technology in the context of total digitalization. Therefore,
science and practice to determine the prospects for development require
research of applied and analytical experience, scientific concepts and methods
of their practical implementation on this range of issues. Thus, the expe-
rience of compliance as a concept of business reset in accordance with the
requirements of the external environment is reflected in the scientific works
of O. Vovk, A. Kovalchuk, P. Andrew [1]; as one of the effective methods
of risk management — in the studies of V. Valiyev [2]; as an element of
internal corporate governance — in N. Moskalenko’s research [3], etc.

Regarding the theory and practice of strategizing, research covers
mostly the institutional level and considers it as an additional link of power
in addition to the legislative and executive function (T. Baker, D. Ceres,
S. Spencer [4]; W. Bauer, W. Eremin [5]). The regional aspect of strategizing
is revealed in the publications of A. Kasych, N. Kukharska, V. Chemerys
[6-8]. Strategy as a competitive advantage of enterprises is the subject of
V. Starbak’s [9], S. Datsyuk’s research [10].

At the same time, economic security as a complementary economic
process is formed, detailed and contains debatable provisions in the focus
of anti-crisis research, in particular in the scientific works of S. Dovbny,
N. Gichova, E. Kalashnikov, S. Mityakova, E. Morozova, R. Nurey Rauf,
O. Skiri, P. Tarlow, W. Zhu, W. San, K. Xiang [11-18]. Digitization as a
determinant of the emergence of new risks and threats in the field of
business management is the subject of research carried out by T. Coldwell,
E. Savelieva, A. Kareva, V. Zeng, M. Kotni, S. Mukherjee, O. Oluvatimi,
M. Damiani, E. Bertino [19-24]. At the same time, in the hotel sector, cer-
tain aspects of economic security have been revealed by such scientists as:
L. Malyuk, L. Varypayeva, A. Sakhirova, I. Sosnovska, O. Yudina [26-29].

The results of the analysis of available scientific sources show that the
issues of formation of the terminological basis of compliance-strategic economic
security, substantive characteristics of its structural elements, the processes
of economic security in the digital space of hospitality remain insufficiently
explored. Addressing these issues requires a holistic approach that will transform
existing economic security provisions with new economic challenges.
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These scientific studies confirm the importance and relevance of deve-
loping theoretical, methodological and applied principles of compliance-strategy
of economic security of the HE on a systemic basis.

The aim of the article is to operationalize the content of economic security
of hospitality entities and the formation of a conceptual model for the imple-
mentation of compliance strategy as a holistic multilevel poly-object mechanism
in the context of digitalization.

Materials and methods. The study of the essence and economic security
of HE, the peculiarities of the formation of its components is carried out
using general scientific research methods: abstraction, concretization, syste-
matization, decomposition, analytical, logical and generalizations. Methods
of analysis and synthesis, forecasting, cognitive modeling are used to sub-
stantiate the theoretical aspects of the concept and construction of a comple-
mentary model of economic security of HE. The method of paired mole-
cular docking was used to determine the architectonics of the benchmarks
of economic security HRBE. The information base of the study was scientific
works in the field of compliance, strategic management, economic security;
online analytics and official statistical sources.

Results. The global crisis has caused economic, informational and
epidemiological challenges for hospitality entities: reduced activity in con-
sumer behavior in the market of hotel and restaurant services, limited finan-
cial opportunities and strategic potential of economic entities have become
catalysts for finding new management technologies capable of reenginee-
ring and management audit of business processes, focus on strategic deve-
lopment and ensuring efficiency. An effective tool for the systematic mana-
gement of the hospitality entity is compliance strategy as a set of actions
that not only provides positive prospects for development, but also is able to
generate management decisions aimed at overcoming strategic challenges
and implementing global trends, including digital technologies.

To adequately understand the principles and functions of compliance
strategy, we analyze the practical application of the key definition. Comp-
liance-strategying in the semantic context comes from English from the terms
"compliance" — agreement, compliance, compliance with rules, standards,
laws and "strategizing" — a well-thought-out detailed plan for success [30].
Compliance in the legal practice of Ukraine is first defined in the Guidelines
for improving corporate governance in Ukrainian banks as the need to know,
understand and comply with all requirements of Ukrainian legislation,
regulations, provisions and rules, internal policies, standards and codes of
the bank [31]. In today’s business environment, "compliance" is synony-
mous with good and efficient management and, according to the Inter-
national Compliance Association, is the competence of the organization
to act in accordance with established external and internal rules, standards,
requirements and restrictions [32]. At the same time, the practice of comp-
liance with economic entities allowed to identify it as a multi-aspect mana-
gement activity that takes into account the following structural components:
antitrust, anti-corruption, contractual, health and safety, digital security,
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personal data protection, insider and confidential information; fraud
prevention; environmental, ethical, informational, corporate, tax, combating
money laundering and legalization of income, regulatory, reputational, tech-
nical, conflict of interest avoidance, financial, etc. [1; 26; 33]. At the same
time, the HE compliance system covers an autonomous set of these com-
ponents in order to ensure compliance with legal norms, corporate docu-
ments and internal standards of management and operations.

Thus, compliance transforms the HE management system and deter-
mines from the standpoint the ability to provide: resilience in changing
conditions (including in an unfavorable, uncertain and risky, capable
of radical digital transformations economic environment); compliance with
legal and corporate conditions and rules of doing business; opportunities
to form mutually beneficial strategic relationships with micro- and macro-
entities, which is an important model designer of strategic behavior of HE.

In general, the component of compliance fits well into the func-
tionality of economic security as a tool to ensure sustainable development,
protection from adverse factors and conditions of the external and internal
environment. The compliance function promotes the standardization of mana-
gement decisions in accordance with established regulations, laws, rules,
procedures, etc., which prevents financial and economic threats and sanc-
tions from stakeholders and counterparties, including public authorities. In
addition, active communication with staff and society orients the HE
to ensure social responsibility — compliance with integrity, ethics, support
of socio-economic infrastructure of the regions, environmental norms and
rules. The system of compliance functions and processes is complemented
by the quality of services and service as one of the targets of strategic
management and an important criterion in the implementation of consumer
choice. Thus, compliance formalizes a set of functions and processes in the
HE management system (Figure I).

Compliance with laws, norms, Compliance with operational Observance of ethical norms
rules, procedures standards of environmental of doing business and social
norms and rules responsibility of business
A 4
Compliance with the principles Compliance functions Stakeholder relationship
of corporate standards and processes management
(organizational culture) of the economic entity (relationship standards)
A
Stakeholder relationship Ensuring safety and working Compliance with financial
management conditions, protection discipline and clearing
(relationship standards of personnel interests of digital relation

Figure 1. Functional and process structuring of compliance

Source: developed by the authors.
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Particular attention should be paid to clearing, which involves control
over settlement transactions for hotel and restaurant and other services,
goods and securities in accordance with bilateral obligations. At present,
this term should be extended to digital relations, given its origin from
English "Clearing — to clear, to bring clarity" [30]. In this case, we propose
to treat the clearing of digital relations as business processes related to the
monitoring and implementation of economic relations in distribution sys-
tems, customer-oriented technologies and electronic payments (including
blockchain), as well as control over the qualitative completion of digital
operations, systematic feedback of processes on digital platforms.The digital
market includes not only websites and brand books, marketplaces (distri-
butors and commercial and financial platforms), but also social networks,
blogs, messenger channels (chatbots, telegram channels, YouTube streams, etc.),
so it is necessary to adhere to quality and etiquette, financial discipline in
maintaining relations, which affects the reputation of the hotel and restau-
rant business.

These functions and processes (Figure 1) cover behavioral attitudes
and processes at the internal, micro and macro levels of the economic sys-
tem and relations between actors, taking into account their characteristics,
interests, needs and capabilities, which requires targeted management actions in
developing goals and measures to achieve the goals of each of the parti-
cipants — strategic planning (strategizing). Strategizing will ensure the eco-
nomic security of the enterprise through the use of available resources and
opportunities, the formation of the ability to navigate the market situation,
diagnose their own economic potential, development prospects and strategic
interests of the external environment.

In research on strategic management strategizing is presented as a sys-
temic paradigm of the strategic management process, which includes stra-
tegic goal setting, forecasting, formation of alternative scenarios, design,
programming, planning, communicative foresighting, situation analysis and
consequences, strategy implementation and controlling [7]. On the other
hand, it is a way of multidimensional (multifocal) self-management of deve-
lopment [10] based on constructive dialogue and cooperation with stake-
holders [27], which creates a rational system to support strategic actions [9].
Thus, strategizing outlines strategic guidelines that are supported by eco-
nomic resources and management competencies of development (monito-
ring, planning, accounting and auditing, communications management,
controlling, etc.) of the business.

In Table scientific approaches to determining and ensuring comp-
liance with strategy are summarized.
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Table

Compatible and meaningful systematization of approaches to understanding
of compliance strategy

Methods and technologies

and planning

creation of favorable
economic conditions

Approach Content of implementation Limitation
. Construction of a two-level information | Does not cover the whole
Ensuring . : .
. . . . protection system: set of external and internal
information Information protection . . . :
. . - internal security of the enterprise; threats to the enterprise,
and financial | and prevention of fraud P L. .
security - resp0n_51b111ty and v1g11anc_e of staff for reactive c_ontrol
work in the market and with partners mechanisms
Protection of the It is used if there
Forecasting internal system and Use of advanced management

and information technologies

is a strategy, plan, resource
availability.

Authoritative

Providing systems
for the protection
of personnel, financial
and material resources,
information

Business process management
of the enterprise

Excessive administration
and documentation
of processes, low
adaptation to new external
challenges

Ensuring financial

Implementation of effective mechanisms

Narrow understanding

ensuring economic
security

Financial security and stability of enterprise financial security of compliance
The ability to respond Reactive nature
. preventively to threats Methods and means of situational of the response,
Adaptive . . . . .
or to adapt to changing approach insufficient consideration
conditions of internal factors
Ensuring the Methods and technologies of strategic Complexity, high cost,
Resource- )
. development of resource management, use of methodologies the need to develop
functional . . . e
and functional potential | of situational and resource approaches corporate standards
Optimization Full and wide coverage
of the corporate Research of indicators set of economic of processes, focus
Strategic resources use, activity on a complex of functional on economic efficiency
competitive advantages components of activity (leveling of environmental
formation and social aspects)
Monitoring changes in the external .
. . e . Management mechanisms
Focus on internal environment, identifying economic .
iy . " are focused on the internal
opportunities use in the opportunities and benefits, the use of . .
. . L . . . balancing of business
Authorial external environment, digital and innovative technologies,

establishing strategic partnerships with
the environment; control of potential,
opportunities, risks, threats, costs, losses

processes, resources,
interests and the formation
of competitive advantages

Source: developed by the authors according to [7-11; 28; 33-35].

The generalization of these scientific approaches to the substantive
understanding of compliance-strategizing makes it possible to identify its
key characteristics, which should be taken as a basis for its contamination
and the definition of the main portfolio of driver mechanisms:

. formation of vision, which is transformed into the development
of strategic guidelines for the development of the HE;

« defining of formalized and restrictive rules, conditions and proce-
dures, as well as the ability of the HE to form a "critical mass" of the nece-
ssary resource potential and ensure organizational competencies;

. effectometry of HE management and its financial capabilities;

« development of marketing potential, competitive advantages and digital
opportunities;

- mentoring of the economic system as a process of mentoring and
supervision of HE in order to identify problems and growth points that
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provide competency management and force the object (business, project,
processes) to successful implementation [25];

. compliance control of potential, opportunities, risks, threats, costs,
losses, etc.

Within compliance strategizing acquires a new conceptual content,
which reveals new opportunities for relationship management based on digital
technologies, compliance technologies and risk management. At the same
time, the strategic component in the economic security management system
creates conditions for the foresight of risks and threats, when the effectiveness
of the HE management system is ensured, outposts are built to protect against
financial and reputational losses and gain a competitive position.

Thus, compliance-strategizing is proposed to be considered as a policy
for the formation and controlled implementation of strategic guidelines for
the development of economic entities, which are determined by formal con-
ditions, resource capabilities, operational procedures, external and internal
constraints (legislation, regulations, socio-economic, environmental, legal
and corporate culture).

In the outlined semantic plane, compliance-strategizing of economic
security requires filling the content of the concept and strategy of develop-
ment of the economic entity with components that will provide protection
against external threats and internal risks — economic security. In general,
comparative economics according to scientific sources [11; 27; 28; 34]
interprets it as a state of protection of the economic potential of the entity
and the interests of its owners and stakeholders from possible dangers,
threats and stresses, as well as ensures stable and sustainable operation and
effective development in accordance with its strategic goals. To implement
compliance strategy, we will decompose the SG economic security system
by security objects (Figure 2).

Production potential

CToTommesemonones Strategic sessions Tactical tasks Baiaiaieieie il
i Indicators Compliance control i
Marketing potential S Digital potential
Strategic sessions Tactical tasks T| Strategic sessions Tactical tasks
Indicators Compliance control i Indicators Compliance control
Financial potential T Human potential
Strategic sessions Tactical tasks g Strategic sessions Tactical tasks
Indicators Compliance control Y Indicators Compliance control

Figure 2. Compliance-strategizing decomposition
of the economic security system of the hospitality entity

Source: developed by the authors according to [8; 33; 35].
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Within the framework of compliance-strategic economic security, the
production and operational potential includes diagnostics of material and
technical resources usage of HE from the standpoint of creating precon-
ditions for strategic development: technical, technological and physical
conditions for service provision, quality of service and facility facilitation.
At the same time, tactical tasks include work on assessing the condition of faci-
lities, operational characteristics, service delivery processes, usage of mate-
rial and technical base, property and equipment, level of service quality and
their compliance with regulatory and consumer requirements, and include
effectometry of business processes and individual production operations.

Marketing and digital (analytical and informational) potential is for-
med at the area of non-material assets of the HE. The marketing potential
will serve to the commercial sphere, wheree strategic decision are focused
on the formation of positive reactions of consumers and partners to environ-
mental challenges. It forms a sales system provided by distribution; marke-
ting activities; relationship management, consumer behavior and impres-
sions; creating a positive image and corporate brand.

In turn, digital (information-analytical) potential is associated with
the accumulation of positive experience (partnerships, regular customers,
analytical findings, customers and partners databases) and intellectual pro-
perty. Strategic sessions in this perspective are aimed at information
protection, implementation of digital technologies, development of informa-
tion systems and ensuring a positive reputation of HE, its customer orien-
tation. Tactical tasks determine management decisions to ensure the inte-
rests of management, owners and stakeholders.

Financial potential plays a key role, because the capabilities of all other
potentials depend on its capacity. Strategic sessions focus on the formation
and development of unique internal capital, developmental organizational
competencies, effective human capital and investment usage. It was thanks to
the financial reserves that most HE were able to overcome the global financial
crises and the consequences of the coronavirus pandemic. Tactical tasks in
this case are financial flows management, monitoring of threshold values of
financial state indicators and reducing the likelihood of bankruptcy.

Human potential has become the central object of management atten-
tion, as its competence characteristics and devotion define competitiveness
and prospects of the HE. Strategic sessions are focused on creating favo-
rable working conditions, implementation of team work principles, progres-
sive HR technologies, mentoring, corporate culture and motivation to
productive work. At the same time, tactical tasks are focused on identifying
stresses and professional burnout, preventing conflicts, low-quality proce-
sses and operations, and individualizing staff rewards.

Based on the key elements of economic potential, the policy of eco-
nomic security can be represented as s a complementary model based on the
concept of target coverage of the hospitality entities (Figure 3).
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Economic security concept

A 4

Economic security policy

Strategic decisions
Functions .o
Tasks and goals Principles and management
and processes technologies
- external monitoring risks - forecasting, - complexity - strategy of competitive
and threats; detection and and consistency; advantages;
- construction of business models || leveling - economy and - risk reduction strategy;
of development; of threats; efficiency; - strategy of new ideas,

- development of strategies

and programs;

- detection and diagnosis

of hazards and violations in the
functioning of security facilities;
- ensuring security;

- risk management;

- compliance control;

- development and improvement
of systems and processes;

- achieving synergies to ensure
interests, economic and social
results

- organization and
implementation of
security measures;

- motivation of staff
to comply with the
security system;

- control over
tactical and strategic
security measures;

- business process
engineering;

- improvement

of activity

- scientific character
and innovativeness;
- competence;

- continuity

- complementarity;
- holistic

- durability;

- development;

- the value

of knowledge;

- synergy;

- systems approach;
- process approach

startups and innovations;
- strategy of efficiency
and effectiveness;

- mentoring strategy;

- quality strategy;

- diversification strategy;
- cooperation strategy;
- customer orientation
strategy;

- technologies

of profound decisions;
- project management
technologies

Figure 3. Complementary model of the economic security concept
of the hospitality entity

Source: developed by the authors according [8; 20; 33; 35; 36].

The main task is to anticipate and rehabilitate risks and possible
threats that cause a crisis, as well as the implementation of anti-crisis actions
based on the development and implementation of organizational, technical,
economic, legal, environmental and social measures.

Thus, compliance strategizing will be aimed at diagnosing economic
security according to the following parameters:

. assessment of threats and potentials of the external environment. The
evaluation methodology contains the tools of strategic management and
marketing, in particular: SWOT-analysis, PEST-analysis, SPACE-analysis,
SNW-analysis, VMOST-analysis, etc. [37];

- analysis of the marketing environment and potential: diagnostics of the
sales system, distribution and its separate channels; website, brand book, mobile
applications, social pages and blogs; loyalty systems; customer orientation
and competitiveness, etc., using a multi-vector resource-functional model of
economic security, assessment of the competitive status of the firm, an
integrated assessment of compliance with the company’s interests [11; 34];

. study of the internal environment and its potentials (probability
of bankruptcy, financial condition and investment and innovation develop-
ment, management quality, facilitation level and ajilization of business pro-
cesses, quality of material and technical base and processes, information secu-
rity and protection of intellectual property, HR-security, etc.) through indi-
cators of efficiency, effectiveness, achievement of goals, business activity,
probability of bankruptcy according to the Altman model, etc.; application
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of the three-dimensional diagnostics model of economic security [16],
as well as the use of a balanced scorecard (BSC), a system of responsibility
indicators (Associability Scorecard — 4SC), a model of business advantage
(Business Excellence Model — BEM);

. the effectiveness of security costs (return on investment, reputational
costs, level of risk protection, impact on the overall financial condition, etc.).

Diagnostic compliance allows the management of economic security
to rely on permissible safety criteria (standards of normality) — threshold
values of indicators and achievement of the expectations of personnel and
stakeholders, as well as the interests of owners and management.

Analytical studies of today’s realities mark the external environment
of Ukrainian HE as quite unstable. Thus, the results of surveys of service enti-
ties [36] processed in accordance with the Methodology for calculating
indicators of business expectations [38] show radical negative changes in the
business situation for development prospects in the second half of 2014 — first
half of 2021 from the standpoint of these entities. In the study, with the maxi-
mum possible score of 100 points for Ukrainian hotel business entities, the
highest risk assessment was in the first half of 2017 and the lowest in 2020; in
general, the average score for the period is negative — "5 points" (Figure 4).

Changes in the business situation for strategic development are nega-
tively characterized by restaurant business entities.

Another area of surveys of service entities [31] demonstrates the dyna-
mics of the change in demand for services (sales volume of services) (Figure 3).

In general, we note a fairly low level of expectations of hotel and res-
taurant business entities (HRBE) in Ukraine regarding the positive and rapid
change of the business situation in the field of Horek and the growth
of demand for services. Thus, the average expectation of changes in demand
for hotel services in this period is 4 points, and in the restaurant business
—16 points. Moreover, if in the hotel business in the middle of 2021 expe-
ctations about the development prospects have already gained positive trends:
"+24 points", for the restaurant business still remain negative: "-24 points".

Deterministic indicators of expectations still remain at a relatively low
level, therefore, the high relevance and the need to expand the mechanisms
for ensuring the economic security of the HRBE are argued. Accordingly,
at the macro-, mega- levels, it manifests itself through:

« development of hotel and restaurant product branding, destinations,
tourist facilities and business;

. ensuring customer orientation of the hotel and restaurant business;

« their predominant functioning in the format of integrated structures
of business networks with the consolidation of processes and resources;

« multifaceted cooperation and involvement of stakeholders in business
processes (including partners, suppliers, consumers, etc.);

. establishing institutional support through the formation of public-private
partnership projects, cooperation with local communities and public organizations;

. performance of social, ecological functions in regions and destinations
by subjects, etc.
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Therefore, we propose for practical testing a binary reference model
of economic security management, which forms two levels of compliance

strategizing (Figure 6).

Strategic partnership

Business partners

Establishing competitive cooperation to achieve
common goals, development of clusters

Interaction

Public sector

Institutional support, formation
of a favorable business environment

A

Stimulating the development of new goods (services)
for new (future) needs of the enterprise

ENTERPRISE
as a subject
interaction

v

Consumers

\

Formation (transformation)
of needs (demand) of consumers)

\Q ___________________

Creation and realization of a hotel product
(restaurant service

Management and staff

resource | protection | business/ Agile- internal business / product HR-
potential systems mentoring innovations diversification mentoring

conditionally exhaustive
(need to buy, receive from third parties)

[

conditionally inexhaustible, renewable
(designed and developed independently)

[ J

management

potentials

Economic
security
of the entity

risks and threats

JudU2IVUDU
Aovdn)

predictable
(you need to hedge risks, develop plans,
standard management decisions
and actions)

unpredictable
(it is necessary to create managerial
competencies of relevant positions
for crisis response)

X )
consistently expected / a priori spontaneous sabotage, disruptions
repeated laws calculated (intuitive) phenomena conflicts, of agreements,

by experts and a posteriori information contracts,
leaks arrangements

Figure 6. Binary reference model of economic security management
of the hospitality entity

Source: developed by the authors.
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The external level includes external participants that form the envi-
ronment of the hotel business entity (partners, government, consumers) and
require mechanisms of cooperation on the basis of strategic partnership. The
internal level reveals the content of the management activities of HRBE,
contains the mechanisms of formation of management influences and a set
of tasks for economic security management, is implemented through the
functions and processes of compliance based on the reference model.

The reference model (see Figure 6) allows us to consider economic
security management from the standpoint of structural-systemic, process
and situational approaches as a trajectory of economic entities interaction
based on the transformation of development parameters and through the
reflection of business processes.

To implement the binary reference model of economic security mana-
gement, it is advisable to follow the principles of the situational approach by
applying the method of paired molecular docking — defining the architec-
tonics of economic security landmarks (immanent components, molecules):
potentials and risks with regard to others. The main purpose of docking is to
obtain optimal (according to the established criteria) spatial structures [39],
namely, the result is a molecular modeling of the economic security man-
agement system as a purposeful structure modification of immanent ele-
ments in dynamics to establish "structure-property" dependencies.

In our study, the application of this methodology is due to the need to
study the internal potential and resources of the business entity and security
elements management ("molecules") — potentials and risks, threats to oppor-
tunities, modification of management influences on objects under new envi-
ronmental conditions. When building a model of economic security com-
pliance, it is important to be guided by the situation: strategic guidelines are
fixed as positive (potentials) and negative (risks and threats) elements, and
their characteristics are modified around them, forming a comprehensive
model of economic security management. The proposed model best reflects
the theoretical essence of economic security of the HE and its ability
to function effectively in an unstable economic environment.

Thus, compliance-strategy of economic security allows SG to focus
on the most important objects of management, which are modified to take into
account changing environmental conditions, promising digital innovations
and consumers behavior, partners, investors, the public sector.

Thus, the compliance strategizing of economic security allows the HE
to focus on the most important management objects that are modified taking
into account changing environmental conditions, promising digital innova-
tions and consumers behavior, partners, investors, and the public sector.

Conclusion. The conceptualization of compliance-strateging of eco-
nomic security of HE in the conditions of digitalization is especially actua-
lized in difficult conditions of instability and uncertainty of external envi-
ronment increasing owing to influence of epidemiological crisis. Compli-
ance-strategizing of economic security is considered from the standpoint of
transformation of the HE management system to ensure risk resilience in an
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unfavorable economic environment by complying with legal and corporate
conditions and rules of doing business, opportunities to form mutually
beneficial strategic relationships with partners and consumers, balancing
internal business processes.

Processing of theoretical aspects of compliance, strateging and eco-
nomic security makes it possible to model the management system of economic
security of the hospitality entity on important internal objects of managerial
influences, taking into account strategic guidelines.

Economic and epidemiological crises, which formed external risks asso-
ciated with business closures, business reorganizations or business process
reengineering, have provoked a reset of strategic behavior, the development
actualization and implementation of economic security management policies.

The instability and uncertainty of the business environment encourage
hospitality market participants to seek unique strategies that form the out-
posts of economic security.

New challenges of economic realities require modernization of eco-
nomic security, which is a complementary model for diagnosing the entity
environment and its management system, taking into account external
aspects — relationship management with partners, consumers, business
owners and other stakeholders to protect interests based on capacity mana-
gement, risks and threats in operational activities and strategic perspective,
taking into account digital trends and tendencies.

The binary reference model of HE economic security management allo-
wed to form strategic guidelines of economic security management through
compliance-strategizing, which are subject to compliance and require addi-
tional professional competencies of managers.

Compliance-based economic security strategizing involves the imple-
mentation of a certain configuration of managerial influences on external
and internal objects of economic HRBE (security elements ("molecules") —
potential, risks, threats to opportunities), which is the key to successful
crisis management.

Thus, compliance-strategizing is an effective concept of economic secu-
rity management, which takes into account the opportunities and prospects of
economic development, forms an effective mechanism for confronting risks
and threats, radical digital transformations. Deepening of diagnostics level of
hospitality entities economic security and concept development of change
management as a direction of anti-crisis compliance strategy in a pandemic
plateau and digital relations are promising for future research .
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bosw JI., Bocoscvka M., Oxpimenko A. Komnnaenc-cmpamezysannsa exkono-
Miunoi de3nexu Oiznecy 6 ymoeax yugposizauii.

Ilocmanoeka npodnemu. Tpusanra Kpusa 6iMuusHAHOI eKOHOMIKU, NO2TUOLEHA NAH-
0eMi€lo, CNPUYUHULA eKOHOMIYHY 0enpecilo, Wo He2amugHO NO3HAYAECMbCA HA PIHAHCOBUX
pes3yabmamax cyo’ekmie 2ocnooaproganns. Hecmabinoni ma Hesusnaueni ymogu 0Oi3Hec-
cepedosuuja nompebyiomes CMEOPEHHs eKOHOMIYHUMU CYD 'ekmamu cmpameivHux ¢op-
nocmis, AKi OpIEHMYIOMbCA HA PO3BUMOK OIAILHOCMI 8I0NOBIOHO 00 NeBHUX HOPM, NpO-
yedyp, mpasun ma cmaunoapmie. Tomy axmyanvHum 3A80AHHAM € KOHYenmyanizayis
MEOPemMUyHUX OCHO8 KOMNAAEHC-CIMPAMEZY8AHHs 6 YMO8AX Kpu3u Osi 3a0e3neyeHHs
eKOHOMIUHOI be3neku cyd ’'ckmie, 30kpema y cghepi 20CmuHHOCHI.

Memoro cmammi € onepayionanizayis smicmy eKOHOMIYHOI Oeznexku cyd’'ekmie
20CMUHHOCMI MA OPMYBAHHS KOHYENMYaabHOL MoOeni peanizayii KOMIIAEHC-cCmpamezy-
6AHH5L IK YLNICHO20 6A2amopieHe8020 NONL0O €EKMHO20 MEXAHIZMY 68 YMOBAX YUDposizayil.

Mamepianu ma memoou. Jocniodicenns CymHocmi eKOHOMIuHOI Oesnexku Oi3Hecy
ma it ck1adosux 30IICHIOBANOCH i3 3ACMOCYBAHHAM 3A2AIbHOHAYKOGUX MemOOi8: Y3a2aib-
HeHMsl, abcmpazy8anHs ma ananisy, wo 3aoe3nequno o0oIpyHmyeanHs meopemuiHux acnex-
mie ma apeymenmayio KOMNIeMeHMapHoi mMooeni eKOHOMIYHOI Oe3neku cyb’ekma eoc-
munnocmi. IHgpopmayitinoro 6a3010 00CAIONHCeHHA CMAU HAYKOSI npayi y cgepi komnia-
€EHCY, CMpame2iuHo20 YNPABIiHHA, eKOHOMIYHOI be3neKu; OHIAUH-AHATIMUKA ma OQiyitiHi
cmamucmuyHi oxcepend.

Pesynemamu  0ocnioxncennan. Teopemuunuii aHAni3 HAYKOBUX OXcepel 0a8 3MO2Y
cghopmymosamu onepayiiini Oeiniyii 1 hyHKyil KOMIIAEHCY, K € MAPKEPAMU CIPAMe2yBaAHHSL.
30iticneno  OexoOMRO3UYilo KOMAIAEHC-CIMPAMESY8aAHHS. CUCIEMU  eKOHOMIUHOT Oe3neKu, o
cxnadae diaeHocmuynutl Oazuc cy6’'ekma 2ocmuHHOCHI. 3a elemMeHmamu eKOHOMIYHO20 NOMEH-
yiany oxapakmepuzo8aHo NOMMUKY eKOHOMIYHOT Ge3nexu ma 3anponoHOBAHO KOHYENMYIbHY
mooenv. Haoarno memoouuni ma npakmuuni pexomeHoayii wjo0o enposaddicerts OiHapHoi peghe-
PEHMHOT MOOe YRPABIIHHS eKOHOMIYHOIO 6e3NeK0i0 Cy0 '€Kmig 20CIMUHHOCNII.

Pezynemamu Oocnidocenuss ceiowams npo HeoOXiOHicmb cucmemHo2o ma besne-
DEPBHO20 YNPABIIHHA eKOHOMIUHOW 0e3neKoio, a 3anponoHO8AHA MemoO0a02is CNpouLye
PO3YMIHHA Yyb020 Npoyecy 00 KOHKpemHux yineu i Oi.

Bucnoeku. B ymosax noemoprosanux Kpuz ma eckanayii naHoemii KoMniaeHc-cmpa-
Me2y6aHHs eKOHOMIYHOI Oe3neku € BaXCIUBUM THCIMPYMEHMOM NpPOZHO3V8aHH:A. Jlochi-
0JfCEHHs OXONTIOE HAYKOBO OOTPYHMOBAHI pe3yIbmamu, AKi KOMNJIEKCHO 8UPIULYIOMb 8adC-
JUBY MeOPEMUKO-NPUKIAOHY NPOOIeMy epeKmUsHO20 YRPAGIIHHL eKOHOMINHOIO Oe3NeK0I0
¢y ’exmie 20CmMuHHOCMI.

Kniouoei croea: xomIiaeHc, cTpareryBaHHs, eKOHOMi4Ha Oe3neKa, KOMILIAEHC-
PHU3HMKH, MOZEIb EKOHOMIYHOI Oe3rnekH, LudpoBizaiis, LU(PPOBI TEXHOJOTii, Cy0’ €KT
TOCTHHHOCTI.
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STATE AND CIVIL SOCIETY:
DIGITAL REALITY

There are analysed the modern tendencies of changes of communicative processes
under the influence of digitalization in the interaction of institutes of civil society and the
state. Based on the analysis of the interaction between the state and civil society in digital
reality, there has been studied the process of transformation of public authorities. There
are determined main directions and problems of transformation. There is emphasis
on identifying more effective forms of feedback between public authorities and civil society.

Keywords: state, civil society institutions, information and communication techno-
logies, digital reality, public authority.

Background. Digital reality is changing not only civil society and its
institutions, but also public authorities, especially in the face of its state
bodies, and also forms new models of interaction between these organi-
sations and civil society. In international documents, it is the national, regio-
nal and local authorities that play a leading role in the development of e-go-
vernment, the analysis of challenges (risks) and the measures developed [1].

The basis of the information and communication mechanism of inter-
action between the state and civil society are the followings: the system of
information support for cooperation of the main actors in this field, techno-
logy transfer; introduction of informative Internet resources of the relevant
content, which allows government entities to receive up-to-date information
online, contributes to the formation of a positive image of Ukraine in the
international arena.

Accordingly, the application of the information and communication
mechanism of interaction between the state and civil society is aimed at
improving the efficiency of public administration, ensuring open govern-
ment, negotiating process in communication within public authorities, local
governments, the public and the private sector using interactive methods
of interaction and social networks.

One of the ways to optimize the communicative space of public autho-
rities is to use virtual forms of publicity and the introduction of e-demo-
cracy, which will help to involve citizens in public administration.
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Implementation of communicative actions is done with the use of electronic
means of communication, namely political Internet communicators, chan-
nels and technical means of information, e-government tools.

E-government is a way of organizing public authority through systems
of local information networks and segments of the global information net-
work, which ensures the functioning of certain bodies in real time and
makes the most simple and accessible daily communication of citizens with
the authorities. Hence, it provides that any person via the Internet can
request public authorities to obtain the necessary information, and most
importantly — to obtain administrative services [2].

Active implementation of information technologies in recent years has
led to "digitalization" of administrative processes to improve quality (espe-
cially in terms of reducing the time of service and increasing the trans-
parency of relevant processes, as well as involving customers in assessing
the quality of services using Internet resources) [3, p. 15].

Analysis of recent research and publications. There are reflected
problems of developing communicative processes of the mechanism of inter-
action between the state and civil society institutions, and understanding the
process of institutionalization of the latter in the works of the following
foreign and domestic scientists: T. Belskaya, D. Bilokopitova, N. Dragomi-
retskaya, O. Kachny, D. Kislov, V. Korzhenko, A. Matiychik, L. Melnyk,
O. Parkhomenko-Kutsevil, I. Parubchak, V. Yeganov, N. Shoturma, D. Fe-
dorkin [2—15] and others.

However, there requires further research the creation of the necessary
conditions for more effective public participation in decision-making and state
and regional policy improvement in the field of social services in various areas
such as: unemployment, improving of the education system; developing an
enabling environment for sustainable civil society; formation of a compre-
hensive mechanism for ensuring the interaction of the state and civil society.

The aim of this article is a systematic analysis, theoretical justification
and development of proposals for improving communication processes
in the mechanism of interaction between the state and civil society institu-
tions in the context of digitalization.

Materials and methods. The empirical basis of the study consists
of laws and regulations, statistical collections, materials of the State Statistics
Service of Ukraine, publications of domestic and foreign scholars on public
administration, philosophy, history, law, economics and political science.

Theoretical and methodological basis for the implementation of the
research goal were general and special methods: abstract-logical (during the
analysis of scientific sources), search and bibliographic (during theoretical
analysis, systematization of printed and electronic sources on this type of
interaction), analysis and synthesis (for definition of the essence of the main
categories), comparative analysis (to summarize the experience of effective
interaction between the state and civil society in developed countries and
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identify opportunities for its implementation in Ukraine), prognostic (in the
process of forecasting, generalization of independent characteristics of pro-
cessed materials to formulate conclusions, proposals improvement of com-
municative processes in the mechanism of interaction between the state and
civil society institutions in the context of digitalization).

Results. The most relevant topics in the world are the following: the
introduction of information and communication technologies (ICT) in the
activities of public authorities, the transition of humanity to new levels of obtai-
ning and storing information, electronic document management, and other
related topics. They are the subject of research of domestic and foreign
experts. Interest concerning them does not decrease over time, nor does the
further development of technologies that provide new and new opportu-
nities, in particular, to minimize obstacles to society’s interaction with
government [4, p. 25].

Today, ICT has become a vital stimulus for the development of not
only the world economy very quickly — now it is almost impossible to find
an area where information technology is not used. Modern society is simply
overflowing with streams of information that need to be processed. In the
world civilization there is an information revolution caused by explosive
development of information and telecommunication technologies. Already
today in information and communication networks such arrays of informa-
tion circulate, which exceed all available traditional resources in many
times. Information technologies, especially networks, act as a catalyst for
social processes, accelerating communication between individuals and groups,
social institutions both within one country and internationally. They are able
not only to change social processes, but also to transform their essence and
create new ones. Modern media form a kind of global information space,
which is not divided by national borders. This aspect is very important
because it provides an expanded form of human communication, being a non-
traditional institution of direct communication with the public [5, p. 125].

New ICTs have enabled scientists to expand this list with so-called
virtual decentralization, the essence of which is to use the Internet to create
information and provide access to various services to the public and busi-
nesses. The research shows that virtual decentralization is the most effective
tool for controlling corruption and the shadow economy over other types of
decentralization. Provision of public services on the basis of the Internet can
be much cheaper, will be able to adapt very quickly to changes (increasing
the scale of supply of services), as well as have a greater geographical
coverage [6, p. 23]. Among the many options for communication techno-
logies, the Internet has become the undisputed leader in recent years. It is an
important element of the information infrastructure of the world community
and today is a democratic and fast-growing system of access to the
electorate. From the point of view of Western and some domestic experts, it
will really become the main means of ensuring the openness of government
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to the general public in the coming years [7, p. 59—62]. Networks related to
human influence on social processes are social networks. In the network
society, the role and importance of public organizations, local communities,
which have the opportunity to address a much wider range of vital issues
and, at the same time, enter the global network of Internet communications
with other communities to develop and implement socially significant
solutions. This issue has become especially relevant right now — during the
implementation of decentralization reform in Ukraine.

Other important activities are implemented in the information and
network environment, in particular, the search for opportunities to improve
the quality of human life without harming the environment, the formation of
new reasonable human needs, finding ways and directions to implement
them, discussion and online voting on certain design decisions, etc. [8].

Improving the information and communication mechanism of inter-
action between the state and civil society in the context of digitalization
requires the introduction of modern information technologies by establishing
internal organizational communications and control over official information
flows through online components (online mediation, online surveys, re-
search, etc.) and such innovative "public funding" instruments, such as crowd-
funding and crowdsourcing, which meet modern European requirements
as well as help ensure public access to solve all kinds of problems faced by
the state, business, and society as a whole with the assistance of the latest
information technologies.

One of the effective tools in the interaction of the state with civil
society is an electronic mechanism of consultative interaction, including e-con-
sultation, which increases public confidence in the decisions and actions of
the government [9, p. 22-27]. The content of this tool, designed to imple-
ment problem-oriented interactions, is that public authorities involve repre-
sentatives of professional communities and reputable professionals in the
non-governmental sector, i.e. public organizations. To implement such a tool,
at the authorities there are created permanent or temporary public advisory
and expert councils or commissions specializing in the most important pro-
blematic areas of activity in the area of responsibility of these bodies. Such
consultative structures are usually formed on a tripartite basis from respon-
sible government officials, representatives of non-governmental professional
associations and scientific organizations, and reputable experts. The work of
the consultative tool of interaction can positively influence the achievement
of mutual understanding and partnership between public authorities and
civil society in solving difficult to understand professionally oriented
problems only in case such work is open and informationally transparent,
and its results are objectively publicly covered.

Another potentially useful way of improving citizen participation
in influencing policy-making is electronic petitions (e-petitions) — appeals —
a form of collective expression of will and influence on other actors
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in public relations (eg, political leaders, government agencies and NGOs),
which is able to perform the function of regulation (soft law), lobbying,
promotion of ideas and interests.

An effective tool for electronic petitions has been working in Ukraine
since August 28, 2015. Initially, the portal of electronic petitions was
launched on the website of the President of Ukraine, and today this form can
be found on the websites of local councils of the vast majority of settlements
in Ukraine. Berdyansk became one of the first cities where this project was
launched as a pilot one. Analysis of its use shows the effectiveness at the
local community level. For example, among the electronic appeals to the
Kyiv City Council, the majority concerns the organization of local transport,
renaming of streets, landscaping, etc., i.e. exactly what the local authorities
should do [10, p. 119-124].

High efficiency, communication, strengthening the influence of state
authorities and local self-government by civil society will have a combi-
nation of several tools — e-petitions, creating an appropriate information cam-
paign on the websites of NGOs and their social media accounts and direct
actions to support the need to make a decision at a certain defined area.

E-decision making is one aspect of the advisory model of involving
citizens in making important strategic decisions on state and local develop-
ment through the possibility of discussing the decisions of the city council,
parliament through forums, blogs and chats.

E-rulemaking allows citizens to influence the adoption of regulations.
This e-government tool combines key elements of democratic influence
in decision-making that are inherent in e-consultation and e-voting. The tool
of e-rule-making within the procedural model performs a number of func-
tions [11, p. 6-11]:

strengthening democratic legitimacy, which can be achieved through:

« better public understanding of the rule-making process;

. increasing the quality and quantity of public comments in the process
of rule-making;

. making the commenting process more interactive and improving
its wide discussion;

. increasing the capacity of more democratic controlled institutions
to oversee the regulatory process;

. improving decisions taken in terms of assessing the impact of the
regulatory act on problem solving and improving the financial efficiency
of regulatory policy;

reduction of administrative costs;

strengthening the level of compliance with established rules.

Online mediation expands the possibilities of mediators in disputes
between individuals and organizations that are distant from each other,
or due to other reasons (such as disability) can not participate directly
in mediation procedures, as well as in situations where the significance
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of the dispute does not justify personal presence mediator. Mediation is
a form of alternative dispute resolution (ADR) that allows you to resolve
conflicts in various spheres of human life. There are a number of Regional
Mediation Groups in Ukraine, which have merged into the Association of
Mediation Groups of Ukraine and the Ukrainian Institute for Peace and
Understanding, as well as the National Mediation and Conciliation Service,
established to resolve labor disputes and resolve conflicts [12].

The next modern tool of interaction between the state and civil society
is the electronic parliament — a legislature that adheres to the rules and stan-
dards of transparency, openness, accessibility, accountability, quality of its
functions through the use of modern ICT. The main task of the e-parliament
is to provide citizens with free access to the documents considered by par-
liamentarians and their opinion on a particular issue, which will show the
openness and transparency of the legislature.

One of the forms of public activity is the so-called "public financing"
(crowdfunding) — mass fundraising via the Internet for a local high-tech pro-
duction project, which has already passed network marketing and gained
a sufficient number of consumer votes. The use of information networks
by civil society creates public electronic monitoring of the state of the
environment in a given territory, the results of which are available to every
citizen. The method of crowdfunding can, for example, seek the removal
from office of officials who do not respond to collective appeals. For
Ukraine, the use of network information resources opens the possibility for
public monitoring to combat corruption, to create a system of permanent
public control over the transparent activities of the state apparatus, which
should be a legal and legitimate information and network control super-
structure created by social construction [ 13, p. 239-249].

Crowdsourcing is a tool of the e-democracy advisory model. Today,
it is actively developing as a model for solving any kind of problems and
challenges facing both the state and society as a whole. There are many
ways to use crowdsourcing, which differ both in subject and type of result,
and in the category of involvement of people. Of course, crowdsourcing
would not be possible without the Internet — it is through the network that
people can coordinate their actions, discuss ways to solve problems and
gather in communities. No one can force you to do what you don’t want to
do. At the same time, it is thanks to volunteers that the largest projects are
usually implemented. And only when the work is divided into clear stages,
the community will be able to implement the project [14].

Thus, ICTs disseminate information, discuss political issues, involve
individuals and groups more widely, increase the transparency and account-
tability of democratic institutions and processes, and engage citizens in ways
that benefit democracy and society. It is important to remember that for e-
democracy, it is democracy that is primary, not the electronic component, while
the essence of e-government is in the use of ICT in optimizing the interaction of
public authorities and providing administrative services to consumers.
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However, the use of ICT is not enough to optimize the existing
mechanisms of citizen participation in the management of public affairs.
This means that it is not enough to limit e-democracy by enshrining in law
the principle of technological neutrality in the implementation of citizens’
rights to participate in the management of public affairs with appropriate
state guarantees for its provision. Instead, it is necessary to review the list of
mechanisms provided by law for participation in the management of public
affairs and expand it, adding maximum benefit, efficiency and reliability
with the help of advanced modern technologies.

Despite the measures taken by the state, the problems of interaction
between civil society and public authorities in the digital reality (and not
only) remained:

o the introduction of digital ICT does not go hand in hand with the
development of digital democracy; officially adopted measures for its deve-
lopment are largely declarative in nature and are implemented formally;

. the e-state emphasizes the provision of public services, not the develop-
ment of e-democracy;

. there is no systematic interaction of public authorities and civil so-
ciety institutions, effective mechanisms for such interaction are not created,
and existing in many cases are ineffective [15, p. 356-362].

However, the use of ICT is not enough to optimize the existing
mechanisms of citizen participation in the management of public affairs.
This means that it is not enough to limit e-democracy by enshrining in law
the principle of technological neutrality in the implementation of citizens’
rights to participate in the management of public affairs with appropriate
state guarantees for its provision. Instead, it is necessary to review the list
of mechanisms provided by law for participation in the management of public
affairs and expand it, adding maximum benefit, efficiency and reliability
with the help of advanced modern technologies.

Conclusion. The concept of the e-state should be considered not as
a technocratic project, but as a project aimed at further development of the
principles of democracy, in which electronic technologies are aimed at the
fullest implementation of these principles; it is impossible to reduce the
electronic state only to the processes of digitalization of state and municipal
services — this is only one of the forms of interaction between public autho-
rities and citizens, civil society. In assessing the quality of public admini-
stration, it is advisable to include indicators of the practice of interaction
between public authorities and civil society institutions in the digital envi-
ronment. It should be noted that digital technologies themselves open up
great opportunities for the implementation of e-government on the princip-
les of democracy. But whether public authorities and civil society will take
advantage of such opportunities depends not on the ICTs themselves, but on
the political decisions made, the development of this society. However, it
can be argued that with the development of ICT, horizontal links are
becoming increasingly important, able to effectively influence the func-
tioning and further development of government.
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Given that the problem of e-participation is a cornerstone of infor-
mation democracy, the interaction between government and the public is an
important indicator of democracy and the legitimacy of governance. Today,
ICT is one of the most important factors in stimulating economic growth
and development of civil society, employment, increasing competition and,
as a result, helping to bridge the "digital divide". However, it can already be
stated that the level of technological development determines the economic
potential of a country and the quality of life of its citizens, as well as the role
and place of this country in global society, the scale and prospects of its
economic and political integration with the world.
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Aunnux 1. [lepycasa ma zpomadancovke cycninocmeo: yughposa peanvHicms.

ITocmanoska npoonemu. Llugposa peanvricmev 3MIHIOE He auule 2POMAOSIHCHKE
CYCRIbCMBO Ma 1020 IHCMUumymu, a i 0epicaeny 61ady, Hacamnepeod, 8 0cobi op2amie
0epacagroi 61adu, a maxoxc Qopmye Hosi MoOeni 63aEMOO0Il yux CmMpyKmyp i3 epoma-
OSIHCLKUM CYCNITbCMEOM.

Memoro cmammi € cucmemHull ananis, meopemuyne 0OIPYHMYBAHH MA PO3POOKA
npono3uyii o000 800CKOHANEHHSA KOMYHIKAYIIHUX npoyecie y mMexaHizmi 63aemodii dep-
JHcasu ma iHCMuUmymie 2pOMaosAHCbKO20 CYCRITbCMBA 8 YMO8AX Cy4acHol yugposizayii.

Mamepianu ma memoou. Evnipuuny ocnogy 00CniOdHCeHHA CMAHOBUNU 3AKOHO-
0asui ma HOpMamueHi akmu, cmamucmuyni 30ipHuky ma mamepianu Jlepaicagnoi ciysrcou
cmamucmuxku  Ykpaiuu, nyonikayii eimuyusHAHUX ma 3apyOidcHUX HAyKoeYié 3 Numatb
0eporcasno2o ynpasninms, ¢inocogii, icmopii, npasa, exonomixu ma noximonocii. Teope-
MUKO-MEMOO0I02IUHOI0 0a3010 0I5l peanizayii memu 00CHiONCeHHs OYIU 3a2abHl Ma che-
yianbHi Memoou: abcmpakmuo-102iuHul, NOULYK08O-0i0ioepagiunul, ananizy i cunmesy,
NOPIGHALHUL AHATI3, NPOCHOCTUYHUL.
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Pesynvmamu oocniodicenus. Inpopmayivino-KoOMyHIKQYiLiHI MEXHON02E CRPUSIIONb ROULUL-
PeHHIo THGopMayii, 0602080PeHHIO NONIMUYHUX NUMAHDb, WUPOKIL 0eMOKPAMUYHIL y4acmi oKpe-
MUX 0cib i gpyn, binbuili nPo30pocmi ma NiO36IMHOCHE OeMOKPAMUYHUX THCIMUMYYIL | npoyecis,
3aIyHarOms GPOMAOSH Y CNOCIO, WO NPUHOCUMb KOPUCTL OeMOKPAmii ma cycniibemay. Basiciueo
nam’asmamu, wo O1s eleKMPOHHOI O0eMOKpamii NepeuHHO € OeMoKpamis, mooli K CYymb
eneKmporHo20 ypadysanus nonseae y euxopucmanni IKT Ona onmumizayii 3aemo0ii opeatie
0epoicasHoi 61a0u ma HAOAHHA AOMIHICIPAMUBHUX NOCTYe CHOHNCUBAYAM.

Bucnoexu. Konyenyiio enexmponnoi Oepowcasu ciio po3ensioamu He K MeXHO-
KpamuyHuii. npoeKm, a AK NPOEKM, CAPAMOBAHUL HA NOOANbUWIUL PO3BUMOK NPUHYUNIE
0eMoKpamii, 8 AKOMY eleKMPOHHI MeXHON02ii CNPAMOBAHI HA AKHAUNOGHIWY peanizayiro
yux npunyunie. Enexmpouny Oepoicagy mnemooicnugo sgecmu auuie 00 npoyecié yugppo-
8i3ayii’ 0epocasHUX Ma KOMYHAIbHUX NOCIYe — ye auuie 00Ha 3 Gopm 63aemo0lii opeanie
0eporcasrol 81a0u ma epomMadsit, 2POMAOSIHCLKO20 CYCHITbCMEd.

Kniouoei cnosa: nepxasa, IHCTUTYTH I'DOMaJsSHCHKOTO CYCHUIBCTBA, iH(OpMa-
niitno-komyHikauiitai Texnosnorii (IKT), uudposa peansHicTh, My0OiiuHa BiIaa.
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PROCEDURAL AND ACCOUNTING
TRANSFORMATION AS AN IMPERATIVE
STAGE OF DIGITAL AUDIT

The greatest success is achieved by the one
who has the best information
Benjamin Disraeli

The current state and prospects of digital audit implementation are studied. The
content and specifics of the process of accounting transformation, its stages, features
of implementation in terms of exchange of large arrays of information are highlighted. The
main problems that create microprocesses of manual accounting and administration in the
framework of outdated methods of transmission of accounting data are revealed. It
is proved that the implemented automation of microprocesses, starting from the level
of information exchange, is the primary but imperative stage of the transition to digital
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Pesynvmamu oocniodicenus. Inpopmayivino-KoOMyHIKQYiLiHI MEXHON02E CRPUSIIONb ROULUL-
PeHHIo THGopMayii, 0602080PeHHIO NONIMUYHUX NUMAHDb, WUPOKIL 0eMOKPAMUYHIL y4acmi oKpe-
MUX 0cib i gpyn, binbuili nPo30pocmi ma NiO36IMHOCHE OeMOKPAMUYHUX THCIMUMYYIL | npoyecis,
3aIyHarOms GPOMAOSH Y CNOCIO, WO NPUHOCUMb KOPUCTL OeMOKPAmii ma cycniibemay. Basiciueo
nam’asmamu, wo O1s eleKMPOHHOI O0eMOKpamii NepeuHHO € OeMoKpamis, mooli K CYymb
eneKmporHo20 ypadysanus nonseae y euxopucmanni IKT Ona onmumizayii 3aemo0ii opeatie
0epoicasHoi 61a0u ma HAOAHHA AOMIHICIPAMUBHUX NOCTYe CHOHNCUBAYAM.

Bucnoexu. Konyenyiio enexmponnoi Oepowcasu ciio po3ensioamu He K MeXHO-
KpamuyHuii. npoeKm, a AK NPOEKM, CAPAMOBAHUL HA NOOANbUWIUL PO3BUMOK NPUHYUNIE
0eMoKpamii, 8 AKOMY eleKMPOHHI MeXHON02ii CNPAMOBAHI HA AKHAUNOGHIWY peanizayiro
yux npunyunie. Enexmpouny Oepoicagy mnemooicnugo sgecmu auuie 00 npoyecié yugppo-
8i3ayii’ 0epocasHUX Ma KOMYHAIbHUX NOCIYe — ye auuie 00Ha 3 Gopm 63aemo0lii opeanie
0eporcasrol 81a0u ma epomMadsit, 2POMAOSIHCLKO20 CYCHITbCMEd.

Kniouoei cnosa: nepxasa, IHCTUTYTH I'DOMaJsSHCHKOTO CYCHUIBCTBA, iH(OpMa-
niitno-komyHikauiitai Texnosnorii (IKT), uudposa peansHicTh, My0OiiuHa BiIaa.
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The greatest success is achieved by the one
who has the best information
Benjamin Disraeli

The current state and prospects of digital audit implementation are studied. The
content and specifics of the process of accounting transformation, its stages, features
of implementation in terms of exchange of large arrays of information are highlighted. The
main problems that create microprocesses of manual accounting and administration in the
framework of outdated methods of transmission of accounting data are revealed. It
is proved that the implemented automation of microprocesses, starting from the level
of information exchange, is the primary but imperative stage of the transition to digital
audit.
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Background. The transformation of digital audit is a gradual, evolu-
tionary transition from the traditional performance of audit procedures to
a comprehensive analysis and evaluation of relevant information using
software that allows you to visualize the necessary data. It is on the basis
of visualized information that the auditor identifies problematic, high-risk,
dangerous areas of accounting and information support of the entity and
performs a set of actions in accordance with International Standards for
Quality Control, Auditing, Review, Other Assurance and Related Services
of the International Federation of Accountants and Methodology of
Auditing firms [1].

Modern implementation of audit procedures in practice is carried out
in Microsoft Office software (Excel, Word, PowerPoint, Access, etc.). Like
any other MS Office software, it has its own clearly defined limitations.
Modern auditing is characterized by a significant, much larger quantitative
increase in the amount of information that requires appropriate changes
in the methods of its processing. The concept of digital audit provides for
the procedural support of the auditor in a rapid (with a different order of num-
bers) growth of accounting information: such an increase in information will
occur from 33 zetabytes” in 2018 to estimated 175 zetabytes in 2025 [2],
1.e. 5.3 times. For example, research by the SAAS Scout portal shows that
the basis for information growth is the online segment (Figure 1).
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Figure 1. The reasons for the growth of Big data in the economy

Source: compiled by the authors on the basis of [3].

The increase in the amount of non-financial information in all cate-
gories leads to an increase in the amount of financial accounting data both
in general and at the level of microtransactions. If in the past decades the
phenomenon was unique to banks, now a comparable amount of credentials

* zetabyte = 1024 exabytes, 1 exabyte = 1024 petabytes, 1 petabyte = 1024 terabytes.
175 zetabytes = ~ 188 billion terabytes
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is transferred to non-banking institutions, as the number of accounts,
accounts, bonus programs, zones and types of monetization on streaming
services, etc. increases. All such non-financial innovations are reflected
in the accounting systems and data tested by auditors.

From the auditor’s point of view, all segments, except "Other"
(see Figure 1), form the basis for billing systems, which include audit proce-
dures and IT control testing procedures, and financial accounting data are inclu-
ded in the "Other" category, which is 22 % of the total growth of Big data.

These trends in practice form a significant problem, which signi-
ficantly reduces the key indicator of the audit — its quality. Due to the pro-
gressive increase in the amount of information during the audit procedures
in this traditional software package, the effectiveness of the work of a par-
ticular auditor, and, consequently, the audit in general, is gradually decree-
sing. The efficiency and quality of the audit directly depends on the pro-
cedural optimization of processes. For example, one MS Excel sheet
contains 1 048 576 rows. This clearly limits the amount of information on
a single sheet. According to these restrictions, it is logical to place infor-
mation on the second, third and subsequent sheets. This approach can be
used in cases where the client of the audit company provides information
in the amount of 5-6 million lines. Despite the large volume of one excel
file, in the future it can be actively used, in particular, to transfer via MS
Outlook, process and more. At the same time, in cases where a larger
amount of information is provided, it is no longer possible to use this soft-
ware, which creates the problem of choosing other programs for receiving
and processing data.

It is important to emphasize that companies that meet the criteria
of "large", and especially those whose activities are in the public interest,
in accordance with the amendments to the Law of Ukraine "On Accounting" [4],
must order a mandatory audit. Such companies can generate an extremely
large amount of accounting information — Big data. This can be seen, for
example, by analyzing the EY Transparency Report for 2018-2019 in
Ukraine [5; 6], including information on large companies that have ordered
audit services from EY. According to the latest trends of the world and
national economies, such companies are in the focus of interest of infor-
mation users and, as a result, auditors. Exclusively from this list, the
companies that can generate large amounts of data should include banks,
JSC "Ukrainian Railways", PJSC "Ukrtelecom", PJSC "Concern Galnaftogaz"
and others. These are usually business entities whose activities are in the public
interest — and they produce a large amount of accounting data. Thus, JSC
"Ukrainian Railways" daily sells a set of services related to the transportation
of goods and passengers, PJSC "Ukrtelecom", which provides communication
services, has a billing system to account for the package of services, and PJSC
"Concern Galnaftogaz" (petrol stations OKKO) sells fuel and related products
to retailers on a daily basis, which is equivalent to retail. Based on the nature

72 ISSN 1727-9313. HERALD OF KNUTE. 2021. ¥ 6




ECONOMY

of the business of these companies, accounting for inventory, cost, revenue,
taxes can number in the tens of millions of lines, so the total database (journal
or other data register), depending on the company’s accounting system, may
consist of 100 and more than a million lines.

Considering the above arguments, audit firms are forced to look for
alternative methods of receiving information, accounting and database pro-
cessing, which allows to clearly identify the problem that requires appro-
priate research: finding the optimal combination of new software and human
resources to perform audit procedures and methods of accounting for
documents and customer information.

Analysis of recent research and publications. Despite the fact that
a significant number of articles, monographs, etc. are devoted to the issues
of general audit methodology of financial statements by scholars and prac-
titioners, the problems of organization and methodology of digital audit are
almost not covered today due to its innovation. Thus, the results of the
analysis of scientific research of such scientists as N. Petrenko [7], I. Shev-
chenko [8], D. Dolbneva [9], I. Podik [10] show that the process of transfor-
ming auditing into such an innovative type as digital auditing is not fully dis-
closed. Besides, the researchers did not investigate and, accordingly, did not
assess the impact of the growth of accounting information on audit procedures.

Analysis of the fundamental works of leading scientists in the field
of audit (R. Adams, M. Bilukha, G. Davydov, F. Defliz, V. Bondar, E. Mnykh,
V. Rudnytsky, D. Sushko, F. Defliz, J. Robertson, etc.) does not provide
answers to the ways how to solve audit problems associated with working
in conditions of Big data. The auditor now needs new audit procedures. At
the time of publication of the works of these scientists, the problem of the
transition of digital audit using large arrays of information Big data — was
irrelevant. However, there is a significant amount of scientific work
of Ukrainian and foreign scientists on the methods, principles, classification
of Big data, but without reference to the audit.

Thus, the scientific study of Big data issues in auditing, the transition
to digital auditing in general and the study of such administrative issues
as document accounting and customer information in particular is insufficient.
As a result, there is a need to analyze the current practical achievements
of commercial companies, which will form the basis for further basic research
and the formation of the concept of digital audit.

The aim of the study is to analyze and professionally assess the
theoretical and practical approaches to the transformation of the method
of transmission of accounting data during the transition to digital audit.

The object of analysis is the initial stage of the process of transition
from traditional (classic) audit of financial statements to digital audit for
companies that work with large amounts of information - Big data.

Materials and methods. The information base of the article is the
work of domestic and foreign scientists in the field of accounting, auditing,
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Big data, as well as open data of the companies of the Big Four (Big 4) — the
leaders of modern auditing. In the process of solving these problems,
general scientific and special methods of scientific cognition are used:
observation, comparative and complex analysis, induction, synthesis,
graphical, generalization.

Results. Well-known international leaders in the field of audit and
assurance services are the Big Four. Their tools and methods as leading
practices are being implemented around the world. Companies have a large
number of branches and representative offices in different countries and the
appropriate resources to transform operating activities to maintain a suffi-
cient level of profitability. An additional argument for choosing Big 4 as
a research base is their resource base, which allows for the audit of companies
that can produce Big data, which is the driving force behind the transition
from traditional to digital auditing. In addition, their media activities and
publicity allow them to better understand the basic tools they use for
conduction both traditional and digital audits, unlike other companies.

Among the Big 4 companies in Ukraine, it is appropriate for the needs
of scientific research to choose EY as a company that is a leader in open
data, as well as internal systems of audit procedures. The basis is the chan-
ges that this company implements in its operating activities in terms of pro-
viding assurance services for the company’s financial statements.

In general, the process of auditing the company’s financial statements
is a clear algorithm of actions: establishing business relationships — obtainning
information — processing information — providing an audit report (conclusion)
and other products. It is important that the transition to digital audit is not
limited to changes in the performance of audit procedures, but covers all its
imperative stages, starting with the establishment of business relationships.
For the needs of research in accordance with the established purpose, it is
necessary to emphasize the receipt and processing of information as an
imperative component of digital audit.

Procedurally, if we break down the microprocesses of obtaining cus-
tomer data, we can see that from the moment of gradual receipt of data,
there is additional administration of information flow by staff and its sub-
sequent manual accounting, a certain classification and codification. Manual
accounting involves maintaining a status file (usually by Excel) for received
and unreceived requests for electronic and paper information. To further use
the information obtained, you must perform one of two types of search:

* the end user of the client’s credentials searches for data among the
data already existing and sorted in the cloud environment / server and
downloads it to the local computer;

* the responsible person receives all electronic correspondence and,
in accordance with the audit plan and the distributed responsibilities of the
current project, at his / her own discretion, searches for the end user of the
information and keeps records in the status file.
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Both approaches have significant disadvantages, as the user commu-
nicates with the information manually. At the same time, there are signi-
ficant shortcomings and obstacles to the information processing process.

Disaggregation information. A significant number of received e-mails with
files due to the limitations of mail servers (by default, the attachment to the
e-mail can not exceed 20 MB), which, in turn, sprays and reduces its quality.

Repeated requests. When occurs the next events like returing of e-mail
to sender for clarification, adding of missing documents etc, search for actual
versions of necessary documents takes more time.

Time lags. Delay in receiving information due to the search for the
final executor or search on the server for the necessary information by the
executor.

Generalizing all the process of reception of the information in the
block diagram, in the traditional audit it is at the stage of "manual
compilation of information on the local disk (for sending to the end user) or
on server (for search by the end user)" process variations and these
problems begin to occur (Figure 2).

Writing a file/ a letter
with a list of necessary >
information

Sending to the client via Gradual receipt
corporate mail of information

Maintaining the status
of the received
information

Search for the final

recipient of information Manual compilation of raw

information on a local disk
or server

v

Downloading
Search for information o the necessary

by the final executor "| information to the local
disk and processing it

Sending a message
or verbal notification
to the final recipient

Figure 2. Receipt of information by the auditor from the client
under the conditions of traditional audit

Source: developed by the authors.

These problems cause a chain of the following, derivatives, unne-
cessary actions:

* the client’s disaggregation of information for forwarding leads audi-
tors to search for opportunities to reduce the amount of information pro-
vided, additional time to collect portions of information in a single register
to perform audit procedures, etc.;

* repeated requests may be erroneous, as the responsible person in the
electronic flow may skip certain emails (or enter updated data in the status
file). Manual sorting and accounting leads to calls from the client with
complaints about the effectiveness of the auditors;
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 time lags are a consequence of previous problems. Searching for
information, repeated inquiries, customer calls and inquiries with com-
plaints and grievances negatively affect the general attitude of accountants
on the part of the client to the auditors, delay responses and provide infor-
mation on current inquiries.

Administering the flow of information in the process of auditing large,
socially significant, "large" clients in cases where the audit team has a sig-
nificant number of people, worsens the client’s margins, as increases the time
spent on the project. Given that EY has in its business portfolio such large
companies, groups, etc., as Ukrainian Railways, Khlibprom, Ukrtelecom, Sie-
mens, Coca Cola, Walmart, Alphabet (Google), Amazon, etc. [11], the issue
of microprocesses and accounting is extremely relevant. A similar situation
is observed in other companies, both the Big Four and non-Big 4 companies.

The process of transformation is the implementation of IT solutions
that cause the departure from the use of MS Outlook as a basic mass
software, which involves a large number of micro-operations (see Figure 2)
to obtain information in other IT solutions, such as internally developed
software software or third-party programs written to order that are directly
integrated into the software environment where the audit procedures are
performed and / or documented.

The transformation of the process of obtaining information in EY took
place using two tools My EY — Client Portal and EY Canvas [12; 13]. After
the implementation of the client platform and its connection to the electronic
database of procedures and document management system, the process
covers three main stages (Figure 3).

Sending to the client Receiving information

Create a request through the portal according to a specific
and link it to a specific || (automatic notification | —p| request and notification
procedure and executor of the request) of new data by the

contractor

Figure 3. Receiving information from the client through the MY EY portal
Source: developed by the authors based on [13].

Administration and automation of input data and accounting allowed
to solve these problems, to avoid small routine operations presented
in Figure 2. This helps the audit team focus on performing the actual
procedures, rather than on ancillary microprocesses that affect the timing
of the audit and the relationship with the client. The recipient of the request
(on the part of the client) no longer needs to monitor the status and check
mail for new requests, decide how to transfer "heavy" files, and the executor
of procedures does not need to search for the received information.

The process of obtaining information is built into the operating
environment in such a way that the client can send the information himself
without waiting for a request from the audit team. An additional feature is
to set the connection of a specific audit procedure, such as "Bank confir-
mation" or "Cut-off on Trade receivables", to a specific request.
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The introduction of digital audit without optimizing the process
of obtaining information should be considered inappropriate, because con-
ducting a digital audit involves obtaining a comprehensive understanding
of the processes, based on visualized in the graphs, tables of information
using specialized tools. During the digital audit, the task of the specialist
isto study the anomalies in the visualized data, which will consist of
a description of the situation, requests for comments from the client, testing
primary documents or searching for data in open sources, which will
achieve the required level of professional confidence. reflection in the audit
report (conclusion). Otherwise, there is a question of efficient use of time
for accounting and administration of information that affects the timing
of the project, repeated requests for information already provided but not
identified by auditors, indicates to the client the disorganization of work,
which affects the formation of sustainable business relationships and
accountant-auditor relationship.

Other Big 4 companies use resembling platforms. In particular, Deloitte
Connect [14], PWC Connect [15; 16], KPMG Clara [17]. At the same time,
each of these leading international audit companies is trying to make it con-
venient to account for and administer audit documents and information for
both professionals and clients.

The results of the analysis of Big 4 presentation videos [14—17] and
the description of customer interaction systems (see Figure 3) show that they
all have a similar scheme of operation, but all three differ in that they may
or may not have a function that allows you to synchronize documents in
accordance with the request with a specific procedure in the operating
environment for the performance of audit procedures and visual design. The
peculiarity of synchronization makes information accounting systems more
convenient, and this allows employees to save more time than specialists
in firms-competitors.

An additional factor that influences the construction of a new process
of accounting for documents and information, as introduced in the Big Four
companies, is the protection of information, avoidance of sending to erro-
neous recipients, which violates the confidentiality of information, and the
ability to transfer large databases, in cases cannot connect to the client’s
accounting systems.

Conclusion. The common method of transferring work files to audi-
tors via MS Outlook is one that does not meet the needs of either the audit
firm’s specialists or their clients, as the accounting and administration of the
received information in a company without new systems is inefficient. This
negatively affects the timing of the audit and the relationship between the
performers — the client’s accountants who provide information and the audi-
tors who receive it; it also creates an additional burden on staff.

Auditors need to take into account the fact that the growth rate of data
will continue to increase, and this requires a response from audit companies
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to transform traditional (classical) audit into digital audit. In order for the
transformation to be successful, it is necessary to make changes not only
in the organization and methodology, but also in the microprocesses that
accompany the audit procedures. One of such processes is the processing
of electronic correspondence and accounting of documents. An analysis
of the current approach from a practical point of view has shown that the
administration of data sent by the client is inefficient and needs to be chan-
ged. The study selected Big 4 companies, which are key to the audit industry in
the global market.

Summarizing the experience of Big 4 companies, non-Big 4 compa-
nies should adopt existing practices to improve electronic document mana-
gement, document and information accounting, and reduce the number
of microprocesses, as this is one of the first points of transformation to the
digital audit that is coming. to change the audit in its traditional sense.

The results of the analysis indicate the absence of theoretical achi-
evements in fundamental works. Considering this, the current practical steps
of digital audit implementation at the lowest level of the transformation
process in Big 4 companies are described, further development of digital
audit at the level of data exchange between accountants and auditors in the
field of information protection and avoidance of operator errors.
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Haszapoea K., bonoapenxo K. IIpoyedypno-odaikoea mpancgopmauia ak innepa-
muenuii eman digital ayoumy.

Ilocmanoska npoénemu. Ilomounutl o6MmiH Oanumu ayoumy 30iliCHIOEMbCA Yepe3
MS Office. Ananiz mendenyii pozeumxy mexuonoeiu Big data noxasye snaune 30invuenns
06csi2ig yoice 3apaz ma y HauOIudiCHiti nepcnekmusi. 3pocmanis He@QiHaHcosux OaHux
cnpuyunsie 36ibuienHss Qinancosux. Ayoumopcewbki KomMnawii, nepesadicHo Benuxa uemsipka,
nepexoosms 6i0 Kiacuynozo ayoumy oo digital ayoumy. Ockinbku npoyec mpauncgopmayii
MA€ GeNUKY KINbKICMb PIBHIB, OCHOB0I yiel cmammi 00paHo HAUHUNCUUL — PIGeHb PYMUH-
HUX Oitl 0OMIHY OAHUMU MIJIC AYOUMOPOM Ma OYXeanmepom.

Memotro Oocnioxcenns € ananiz ma npogecitiHa OYiHKa MeopemuyHux i npax-
MUYHUX Nnioxodie 0o mpancgopmayii cnocody nepedanHs 00OAIKOBUX OAHUX Ni0 yac nepe-
x00y oo digital ayoumy.

Mamepianu ma memoou. Ingopmayitinoro 6azoio cmammi € nyonikayii gimuus-
HAHUX A 3apYOIJCHUX GUEHUX ) 2any3i OyXeanmepcbko2o OOMIKy U ayoumy ma 6eIuKux
danux, a maxodc eiokpumi Oaui Komnawiu Benuxoi wemsipxu. 3acmocosano memoou
cnocmepesicents, cucmemamuszayii, epaghixu, aanizy ma cunmesy.

Pesynomamu docnioxycenns. Pesynomamu ananizy ingpopmayii npo xomnanii Benuxoi
YemegIipKu ma Onuc cucmem 63aemooii ceiouams, o 8Ci 0HU BUKOHAIU MPAHCHOPMaYio
HAUHUIICYO20 PIGHS MA HAMA2AIOMbCS IHMe2py8amu 6XiOHI OaHi 6I0 KIiEHmMAa 00 IHCmpY-
MeHmis npoepamu ayoumy 6e3 000amroso2o aominicmpyeanus epyuny uepes MS Office.

Bucnoexu. Ayoumopam HeobXiOHO 6paxogysamu, wo memnu 3pOCMAHHA 00cA2i8
OaHUX Y HAUOIUNCYI POKU 30IIbULAMBCS, WO BUMASAE BIONOBIOHO20 peacy8anHs ayoumop-
CbKUX KOMNAHI HA NepemeopeHHs. mpaouyitiHozo (Kiacuunozo) ayoumy Ha yugposuil. /s
moeo, wob mparcgopmayis 6yna yCniuiHow, HeobXiOHO 6HOCUMU 3MIHU He Jule 8 Memo-
001102i10 ma nioxoou, a il y MiKponpoyecu, AKi Cynpogoox*Cyiomy ayoumopcsbKi npoyeoypu.

Kniouoei crnoea: aynut, digital aynut, o0iik, Tpancopmariis, Big data, Benka
yeTBipKa (Big 4).
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ECONOMIC POTENTIAL OF THE TRADE
ENTERPRISE: STRUCTURAL ASPECT

The main approaches to the classification of influencing factors of the enterprise are
studied in this article. The most important types of factors that affect the activities of the
enterprise are identified. The existing approaches are fully systematized. The authors offer
their vision of the environment of interrelation of the main influencing factors on the
economic potential.

Keywords: factors, classification of factors, enterprise, economic potential.

Background. The economic potential of the enterprise is a complex
system of elements that are inextricably linked with each other, with envi-
ronmental conditions, certain internal features and the general condition of the
enterprise. Therefore, it is important to identify and assess the impact of factors
on the development of economic potential, which will create a mechanism for
adaptation to both negative and positive factors for the environment of the
enterprise. After all, the identification and analysis of factors are the basis
of effective risk management of the enterprise. They help to ensure the stability
of the enterprise, and identify development opportunities.

Analysis of recent research and publications. Many scientists have
been devoted their work to the issue of determining the influence of various
factors of the enterprise, for example, K. Vaskivska, L. Lozinska, Yu. Galimuk,
0. Yemelyanov, O. Kurinna, Ja. Sekirozh, I. Nagorna, O. Bezruchko [1-6]
and others. Because the set of factors for each enterprise is unique. They can
be differently classified, structured, and evaluated. This is due to the
diversity of scientific views.

The aim of the article is to study and systematize approaches to the
classification of influencing factors on the economic potential of the
enterprise.

© Loi A., Blakyta H., 2021
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Materials and methods. The information base of the study is scientific
articles, monographs, thesis and other works, which identify the influencing
factors of the company and its economic potential. During the study,
methods of analysis and synthesis, generalization, comparison were used,
which systematized the main scientific approaches to the classification
of influencing factors on the economic potential of the enterprise.

Results. The most common classification of factors in the scientific
literature is their division into factors of internal and external environments.
But each scientist has his vision of their content and characteristics. Most
authors who use this classification, include everything related to the acti-
vities of the state and society, their impact on the activities of enterprises
and market conditions to the factors of the external environment. Everything
related to the activities of the enterprise and regulated by the enterprise
1s internal [1-3; 7-10].

N. Kashchena and J. Sekirozh have a similar view, proposing to divide
the influencing factors of the enterprise into exogenous (external, indepen-
dent on the enterprise) and endogenous (internal, dependent on the enter-
prise). Exogenous include general economic, market external and others.
While endogenous are organizational, production and technological, finan-
cial and economic, social, market internal and investment factors [4, p. 254;
11, p. 272].

Other authors suggest additional structuring of internal and external
factors. Thus, there is a division of external factors into factors of micro and
macro environments. The factors of the micro environment include the com-
petitive environment, prices, solvency of market participants and others. The
factors of the macro environment are known as political, economic, legal,
demographic, cultural, technological and natural geographical [12, p. 30; 13,
p. 50; 14, p. 296]. However, there is another opinion, according to which
micro level factors are factors of the internal environment, and macro level
is external [5, p. 55; 15, p. 34; 16, p. 44]. O. Bezruchko also adheres to this
position and complements this classification with episodic factors characte-
rized by inconsistency, spontaneity, low level of predictability. They can be both
external (natural disasters, wars, terrorist attacks, raids, etc.) and internal (acci-
dents at the enterprise, equipment failure, financial crisis, etc.) [6, p. 104;
15, p. 34].

M. Chorna and S. Glukhova also single out the meso level, namely
branch factors [16, p. 45], which is quite appropriate. It is the division of micro
level (internal environment), meso level (external environment, industry),
and macro level (external environment, state) that should be used to classify
factors of economic potential. As it allows to characterize all levels of enter-
prise more effectively, to reflect the specifics of the individual enterprise.

One of the methods of assessing the external environment is PEST-
analysis, based on the study of environmental changes in four areas: poli-
tical, economic, social and technological. There are similar PESTLE-ana-
lysis, which contains two more directions as legal and environmental, and
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PESTLIED with international and demographic [17, p. 35]. This technique
is taken as a basis by some scientists in determining the factors of influence
and adapted by them following the selected objects of study. In particular,
N. Kasyanov and others distinguish economic, social, political factors, but
instead of technological they distinguish legal [9, p. 38]. However, D. Vasyl-
kivsky shows intellectual and cultural factors [18, p. 151].

I. Nagorna adds financial and demographic factors to the basic grou-
ping (where there are political, social, economic, technological) [5, p. 56].
Although some scientists define the demographic factor as a component
of social ones [19, p. 39; 20, p. 80; 21, p. 23], which is quite correct to our
point of view.

S. Bonyar and O. Alyabieva add marketing factors and additionally
divide them into quantitative and qualitative [20, p. 80]. L. Gerbych,
L. Netrebchuk underline economic, political, socio-demographic, natural-
climatic, and ecological factors [22, p. 95]. V. Korsak supplemented this list
with the following groups of factors: financial, demographic, consumer,
institutional, urban planning, innovation, geographical and natural, and intra-
industry [23, c. 49]. After analyzing the views of the definition of the ele-
ments of this classification (Figure 1), we can say that economic factors are
fundamental and must be taken into account and analyzed by the enterprise.

Factors Cultural (ethical)

TR
gipdseriaeniodd 20

Natural and geographical

Demographic

Scientific and technical (technological) -|.--\.-1.--\.-1-'\.-1.--\.-1-'\.-1.--\.-1-'\.-1.--\.--|.-'\.-'|.-'i 52

. . . 31
Legal (juristical) HIRFHIREER NI 56

. ]
Social FEEEEENEENSEERNEERESEEERNEEEE] 76

Political FaiwiFmdamisbanalananinaniianiananiaiaiay o2

B O OIl C R e e R R R R e A e R R e e reariates] 100

0 20 40 60 80 100
Frequency, %

Figure 1. The frequency of mentions of types of influencing factors
in the scientific literature

Source: based on [1-25].

Regarding the definition of other types of factors, this classification
is quite variable and may vary depending on which area of activity the
company belongs to. Therefore, we propose to determine the following classi-
fication of influencing factors on the economic potential of trade: economic,
social (including demographic), political and legal, scientific and technical
(technological, innovative), natural and geographical. The location of the enter-
prise and the development of the region are also very important influencing
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factors on the economic potential of the trade enterprise (TE). A detailed list
of possible external influencing factors on the economic potential of TE
is presented in the 7Table 1. However, it is not final and may be reduced or
supplemented depending on the management policy and strategy of the enter-
prise and the assessment of the degree of influence of each factors, identi-
fying only the most significant of them.

Table 1

Classification of external influencing factors on the economic potential
of the enterprise of trade by types

Classification feature Factors
Stage of the life cycle of the socio-economic system
GDP dynamics
Financial condition of the state
. Budget deficit
Economic

Inflation rate

Fluctuations in the national currency

Discount rate of the National Bank

The level of tax burden

Political stability / instability

The state of progress of economic reforms

Political Economic, financial, tax policy

The level of corruption

Strategy of foreign economic relations

Dynamics of the number, density and structure of the population
of the state and region

Migration trends

Social Unemployment rate

Depth of stratification of society

Level of education of the population

Consumer moods, habits, traditions, consumption norms, fashion trends
The level of stability of legislation

The complexity of licensing and patenting mechanisms
Perfection of the regulatory framework

The level of compliance with the law

Activities of the judiciary, prosecutor’s office, law enforcement
agencies, justice, arbitration

Protection of competition, property rights, including intellectual
property rights

Investment and innovation climate

The level of public funding for new developments

The level of technology development and their competitiveness
in the international market

Scientific and technological progress

Infrastructure development in the country and the region

The state of the transport network

Availability / remoteness of alternative resources, suppliers, etc.

Source: [1-6; 12; 13; 15; 16; 19; 21, 24; 25].

Legal

Scientific
and technical

Natural and
geographical

In addition to these, there are many other signs of grouping factors
that affect the economic potential. We distinguish:

terms of validity — short-term (valid for up to one year) and long-term
(valid for more than one year) [2, p. 95]; or permanent and temporary [4, p. 254];

types of economic resources — material, labor, technical, financial and
information resources of the enterprise [2, p. 95];
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the nature of the impact — extensive (due to the growth of the relevant
types of resources of the enterprise) and intensive (due to the quality impro-
vement of the relevant types of resources of the enterprise) [2, p. 95];

degree of influence — primary and secondary [4, p. 254] or genera-
lizing (basic), derived and detailed [5, p. 75];

method of influence — factors of direct and indirect influence [2, p. 95;
13, p. 50];

level of influence — factors of the first, second and third levels. In this
case, the first level includes priority factors (consumers). The factors of the
second level should include other factors of direct influence (suppliers,
competitors, financial institutions, etc.). And the factors of the third level are
factors of indirect influence [13, p. 50];

degree of generalization — criterion, key, basic [2, p. 169];

change (immutability) during a certain period — static, dynamic [2, p. 104];

the ability to control factors — controlled, conditionally controlled,
uncontrolled [2, p. 104; 22, p. 94];

definition — potential; actual [4, p. 254];

degree of interdependence — independent is determined by certain
events or trends; derived is the result of independent factors as the action
of causation [4, p. 254];

method of evaluation — quantitative, which can be quantified; quali-
tative, which is difficult to quantify, and therefore they are measured using
qualitative scales [2, p. 109; 22, p. 94].

N. Kasyanova and others note that quantitative factors have an exten-
sive (their impact can be represented as the sum of the corresponding
increments) and intensive (the result of the impact is determined by chan-
ging the coefficients) nature [9, p. 221].

Summing up, we propose the classification of influencing factors
on the economic potential of TE (7able 2) and determine the environment
of their relationship (Figure 2).

Table 2

Classification of influencing factors
on the economic potential of the trade enterprise

Classification feature Group of factors
External

Internal

Individual *

Local *

General *

Global *

Direct influence

By level of influence Conditionally direct influence
Indirect influence

Managed

By the degree of controllability Conditionally managed
Unmanaged

By its content

By level of occurrence

* Proposed by the authors.
Source: supplemented by authors [1-3; 5-7; 13; 22].
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Global Indirect influence
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Figure 2. The environment of interaction of influencing factors
on the economic potential of the trade enterprise

Source: proposed by the authors.

All factors of influence we divide into internal and external (Figure 2).
Internal factors include individual or micro economic, which directly affect
the economic potential of the enterprise. They are created and regulated by
the enterprise. External factors are local, i.e. sectoral factors (meso econo-
mic), which can directly affect the activities of the enterprise. They are con-
ditionally controlled because the enterprise is an integral part of the industry
and its activities affect others and create conditions for the development
of its activities. Also, external factors include general, i.e. the influence
of the state on the enterprise (macro economic), which depending on the
specific factor can have both direct (tax policy of the state) and indirect
(mostly) influence on the economic potential of the enterprise. They are
uncontrolled by the enterprise. Global factors affect the activities of the
state and may have some impact on the activities of the enterprise and its
economic potential.

Conclusion. The fundamental place among the factors of the external
environment is occupied by economic factors. Other types should be deter-
mined and taken into account depending on the significance of their impact
and the specifics of the activity.

A single factor can be classified on different grounds. It is a unifying
element between different classifications. So it is proposed to reflect the
specifics of their relationship and determine the environment of the inter-
action of influencing factors on the economic potential of trade. This can
help to establish the place of the factor in the overall system, which will
facilitate the process of assessing the degree of influencing factors on the
economic potential of the enterprise.
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It also presents its vision of structuring factors depending on the level
of occurrence: individual, local, general, global. Determining the factors
according to this classification makes it possible to rank the degree of influ-
ence of external factors, because the lower the level of occurrence is, the
more factor affects the economic potential of the enterprise.
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Jou A., barakuma I'. Ekonomiunuit nomenyian nionpuemcmea mopzieni: cmpyk-
mMypHUIl acnexkm.

Ilocmanoska npoédnemu. Busenenns ma oyiHKa 6nau8y (axkmopie Ha pO36UMOK
E€KOHOMIYHO20 NOMEHYIANy OONOMOdHCE CIMEOPUINU MEXAHIZM adanmayii Ak 00 He2camugHUX,
Maxk i nO3UMUGHUX hakmopie cepedosuusa NIONPUEMCMEA, WO € OCHOBOIO eheKmuUeHO20
VNPABNIHHA PUSUKAMU, CNPUAE 3a0e3neyenHio cmabinbHocmi OIANbHOCMI NIONPUEMCMBA
Ma BU3HAYEHHIO MOJICIUBOCHEL 051 1020 PO3BUMKY.

Ananiz ocmannix 0ocnioxcens i nyonikayin. Ilpobremi eusnauenHs eniugy @ak-
Mopie Ha eKOHOMIYHUL NOMEHYIan NIONPUEMCINGA NPUCBAHEHO DACAMO HAYKOBUX Npayb, die
0151 KOJICHO20 NIONPUEMCMBA CYKYHHICMb (DAKMOPIE VHIKAIbHA, MOMY IX MOJCHA NO-
PI3HOMY Klacudikysamu, CmpyKmypysamu ma OyiHio8amu.

Memoto cmammi € 6u3HaAueHHs ma cucmemamusayis nioxooie 00 Kiacugixayii
gaxmopie eniusy Ha eKOHOMIUHUL ROMEHYIAL NIONPUEMCMEA.

Mamepianu ma memoou. J[ocniodxcenHs NpOBedeHO i3 3ACMOCYBAHHAM Memooi8
MeopemuyHo20 y3a2aibHeHHs, NOPIBHAHHA, AHANIZY MA CUHME3Y, Wo 0al0 3MO2y CUCmeMa-
mu3syeamu iCHy0ui meopemuyHi nioxoou 0o kuacugikayii ¢pakmopie enausy Ha eKoHo-
MIYHUL nOMeHYian NiOnpuUEMcmaa.

Pe3ynomamu oocniodcenns. Daxmopu 6niugy noOLIAIOMbC HA 308HIUHE, 00 SAKUX
Hanexcams YCi, Wo noe s3ani 3 OisIbHICMIO 0epiicasu i CyCniibCmed, ix 6NnaueoM Ha Oisiib-
HICMb NIONPUEMCME | KOH TOHKIMYPOIO PUHKY, MA GHYMPIWHI, W0 NO8 SI3aHI 3 OisIbHICMIO
nionpuememaa i pecynoromucs nionpuemcmeom. OcrHosHe micye ceped Gakmopie 308Hiui-
Hb020 Cepedosuyd 3aUMAaloms eKOHOMIYHI, a THWI UOU CLIO BUSHAYAMU MA PO32IA0AMU
3a7eACHO 810 3HAUywocmi ix enaugy ma cneyugiku OistoHocmi nionpuemcmea. Hayxoei noe-
J0U HA CMPYKMYPY HYMPIWHIX | 308HIWHIX hakmopie dydice pisHi. 3anponoHo8aHo nooiisimu
ghakmopu 3a pieHem BUHUKHEHHS HA: THOUBIOYAIbHI, IOKAIbHI, 3a2aIbHI MA 2N00ATbHI.

Bucnoexku. Busnaueno ma oxapaxmepuzo8aHo cneyupiky 63aemo38’a3Ky pPIHUX
Gaxmopis 3a: 3micmom, pieHem BUHUKHEHHS, CIYneHem 6NU8Y, KOHMpoeM ma npeocmas-
JIeHO lACHe O6aueHHs. CMPYKMYPYBAHHSL (DaKMOopi6 3a1eHCHO 6i0 PIGHS BUHUKHEHHSL.

Knwuoei crosa: dakropu, knacudikaiis GakTopis, MiAMPHEMCTBO, CKOHOMIYHHIMA
MOTEHITiall.
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OMNICHANNEL IN IMPROVED
PROFITABILITY IN RETAIL

The relationship between omnichannel and the profitability of the trading business
is substantiated. The expediency of using the omnichannel approach in retail has been
proved in view of the current realities caused by the COVID-19 pandemic. Metrics of effi-
ciency of application of the omnichannel approach are given.

Keywords: omnichannel, multichannel, revenues, turnover, conversion, retail.

Background. World realities encourage businesses to diversify their
approaches to doing business, in particular, this applies to trade.

The development of e-commerce and research on consumer behavior
show that in order to ensure competitiveness, quality satisfaction of custo-
mer needs, and thus increase the conversion rate, retail should conduct tra-
ding activities on various possible platforms.

The quarantine restrictions caused by the COVID-19 pandemic have
significantly affected the ability to purchase goods. It is obvious that a large
portion of purchases that were made directly at the store, transferred to on-
line. In order to remain competitive, companies are forced to make strategic
decisions about the further organization of trade: to leave stationary objects,
to go online or to focus on omnichannel. It has been quite enough time to
understand that the latter option in the form of different sales channels com-
bination proved to be a lifeline for global and domestic retail and created an
impetus to consider new scientific and practical approaches to diversifying
sources of income in trade.

Analysis of recent research and publications. The concept of "omni-
channel" is interdisciplinary, as it is widely used in marketing, business
analysis etc. Some attempts to systematize the features of the omnichannel
approach in retail are found in the works of D. Rigby, N. Beck, D. Rygl,
K. Picot-Coupey, E. Hur¢, L. Piveteau, R. Sousa, C. Voss, A. Hiibner, J. Wollen-
burg, A. Holzapfel, L. Bocklund [1-6] and others. Among domestic scien-
tists who have studied this issue there are O. Zhegus, O. Zozulov, V. Lisitsa,
T. Romanchenko, A. Savchuk, O. Trubey, T. Shtal, N. Proskurina [7-13]
and others. These scientists studied the essence of omnichannel, identified
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trends, problems and prospects for the introduction of this approach to the
sale of goods in the performance of domestic retailers. Particular emphasis
in research is placed on the marketing aspects of the omnichannel strategy
implementation in retail. On the other hand, the issue of omnichannel
influence on the income formation in trade, including long-term perspective,
has not yet been systematically reflected in the scientific and practical
literature, that actualizes research in this area.

Thus, the aim of the article is to consider the omnichannel approach
to the sale of goods as an objective reality of modern retail and a factor
of income growth of trade entities.

Materials and methods. The information basis for the study was the
publications of foreign researchers, materials of analytical reports on the deve-
lopment of retail trade. General scientific and special research methods are
used, in particular generalization, comparative analysis, systematization, etc.

Results. Based on the definition of trade as a relationship that arises
as a result of the act of purchase and sale of goods in the channels of their
implementation [14, p. 37], it can be understood that the use of different
channels for the sale of goods significantly affects the volume of trade and
allows the trading company to gain more market share.

Turnover is the realized consumer demand (Figure 1), that was satis-
fied through the interaction of buyer and seller in different sales channels.

[ Consumers ] [ Trade turnover ]
Sales
channels
N
Formation Realization
of consumer demand of consumer demand
J

Figure 1. Algorithm of consumer demand formation and its realization

Source: compiled by the authors.

During the analysis and further planning of turnover of the trade
enterprise (TE) it is usually considered as a whole on TE, on separate com-
modity groups, commodity departments, categories of buyers. The object
of analysis can be the total turnover, commodity structure and composition
of turnover, cashier’s checks.

We also propose to consider the classification of trade turnover
depending on the used sales channels of goods: trade turnover of the trade
stationary object; turnover from the sale of goods through Internet
platforms; turnover from the sale of goods through the mobile application;
turnover from the sale of goods through social networks, etc., depending on
the sales channels that are being used.
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O. Zhegus thoroughly considered the definition of omnichannel [7].
Omnichannel strategy is an integrated approach to the organization of busi-
ness processes for customer service, based on a holistic concept, a single
platform for all selected channels for the promotion of goods and services.
This approach allows the buyer to freely switch from one channel to ano-
ther, get the necessary information, compare and choose the product, make
decisions and make a purchase.

Using a single platform for all sales and communication channels will
also allow to accumulate information flows on customer behavior and
quickly obtain data on purchases, the use of certain channels, the navigation
aspects of the purchase.

Recently, there has been interest in all possible sales channels. Tradi-
tional retailers are increasing their online presence, and the first online stores
are supplementing their list of services, opening shops and showrooms.

Customers are increasingly using electronic devices to both search for
goods and placing orders. Moreover, the sphere of trade is now developing
precisely due to the application of the omnichannel approach to sales, where
consumers are offered alternative channels to find the goods they need.

In the scientific literature it is not always possible to find a clearly
defined definition of the concept of omnichannel. In 2011, in the article "The
Future of Shopping" D. Rigby [1] first used the word, defining retail with
using all channels as an integrated sales experience that combines the bene-
fits of physical stores with a rich information experience on the Internet.

N. Beck and D. Rigl defined that retail through all channels is "a set of
activities related to the sale of goods or services through all widespread
channels, due to which the customer can initiate a full interaction between
channels and / or the retailer controls full integration of channels" [2].

K. Pico-Coopi and co-authors made a systematic review of the
professional literature to describe the omnichannel approach as a holistic
and integrated shopping experience through all sales channels, which
eliminates the differences between a stationary and online store [3].

According to researchers, to establish a service delivery system it is
required:

« company decision related to the choice of omnichannel approach;

« physical elements of the delivery system, namely: equipment and
logistics technologies;

. infrastructural choice of programs and sites for work, definition of
marketing policy.

In addition, the development of information and communication tech-
nologies has increased the number of means by which customers can
interact with retailers.

R. Sousa and K. Voss [4] distinguish two types of channels: virtual,
consisting of means of interaction with the use of modern telecommuni-
cations, information and multimedia technologies, and physical, consisting
of means of communication with the customer using physical infrastructure
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(for example, warehouses). Scientists propose to combine these two chan-
nels, as both virtual and physical in any case belong to the personal inte-
raction of the customer and the company’s representative.

A. Hiibner and co-authors confirm this information and add that the
transition from single-channel to omnichannel requires the restructuring of
logistics structures and, at the same time, optimization of processes related
to the sale of goods and services [5]. Consumer participation is extremely
important in this process. Process optimization requires coordination of the
transition to an omnichannel approach with the customer, as the goals of the
company and the client coincide.

The most difficult aspect of the effective implementation of the omni-
channel strategy is ensuring the efficiency and interconnection of processes,
as well as the purposeful accumulation and management of data. L. Boklund
notes that the technology will be effective only when all available resources
are effectively interconnected with each other and provide a synthesis of all
business processes [6]. Thus, the technological, informational and mana-
gerial components of the omnichannel strategy will play an important role.

Changes in purchasing behavior testify to the benefits and necessity of
introducing an integrated approach to sales at retail enterprises and the
introduction of an omnichannel strategy. Buyers of consumer goods are
increasingly using online channels to search for goods, compare alter-
natives, make choices.

According to the integrated approach, all communication and sales
channels are interconnected, that determines the variety of decision-making
models for purchasing. The buyer can use all channels at once (start with
online and complete the purchase offline and vice versa), thus a comfortable
business environment for both customers and sellers is creating [7].

Statistical studies confirm that the omnichannel strategy is indeed the
optimal solution for retailers. According to the Adobe Digital Index, the
buying probability of an existing consumer is 9 times higher than the pro-
bability that a new customer will create a minimum order size [15]. And
according to the Harvard Business Review, omnichannel consumers spend
10 % more on online shopping and 4 % more on offline shopping [16].

Under the influence of the development of online sales channels and
communication, certain models of customer behavior have already been
formed, which can be divided into groups [7]:

« those who prefer online shopping, i.e. finding the necessary product,
choice, analysis of alternatives, making the final decision, the transaction
takes place in online stores;

. trying to get more information, reduce the time to visit stores and
choose the product, search for it, analyze alternatives in online stores, and
buy from stationary store;

. first customers visit a stationary store, and then they search for the
necessary product, analyze alternatives and buy in online stores;
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. customers explore alternatives and choose a product in online stores,
then they visit a stationary store to see the product in real performance and
buy it in an online store.

In fact, today it is the omnichannel approach that can ensure the
effective functioning of retailers. To prove this, we first need to define the
"retailer path", which goes from meeting the needs of consumers through
the availability of goods, price flexibility and consumer loyalty to brand
recognition. At the same time, the "consumer path", which extends to both
offline and online platforms, involves viewing products, creating a basket,
buying and inspiring future purchases.

So, by this logic, a retailer can assume that in a pandemic it is enough
to open an online store or page on social networks and spend money purely
on this effective sales channel. In addition, according to Google research,
3 out of 4 people will visit a site that has been advertised on the Internet
before [17]. However, in the digital environment, everything is much more
complicated than at first glance.

On average, 97 % of online visitors do not buy at all, and 70 % of
those who go to the last stage of purchase, eventually leave the product and
abandon the basket [18]. Why is this happening? You cannot compensate
for the ignorance of who your client is, the friendly staff and the staff who
can provide advice.

Also, given the experience of the pandemic beginning, it is really
possible to record an increase in sales on the Internet platforms of com-
panies that have been forced to go online.

According to research, omnichannel consumers spend 4 % more
on offline visits and 10 % more on online purchases [19]. In the short term
(the first 2—3 months), companies really not only managed to survive, but
they were also profitable. However, the pandemic continues, and in the long
run, those retailers that do not implement an omnichannel approach to sales
will not only begin to lose turnover, but will also suffer losses. Very often
under such conditions the next step of the retailer is a multi-channel strategy
for selling goods (7able 1).

Table 1
The main differences between multichannel and omnichannel strategies
. Strategy

Comparison of parameters Multichannel Omnichannel

Sales channels The branq is represented Synchronized
on various channels
Form of management Decentralized Centralized
. Each platform operates Formation of a holistic image
Brand presentation . )
separately and is a point of sale of the company

Purpose Attract more customers Provide repurchase

Source: compiled by the authors.
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In a multi-channel strategy, the channels operate in parallel, i.e. the
brand is represented on different platforms, which are managed indepen-
dently of each other. With the omnichannel approach, there is a synchro-
nization of channels, which are managed centrally so as to form first
a holistic image of the company in the eyes of the consumer, and only then
on one of the channels to sell.

Therefore, the level of consumer confidence in it is extremely
important for the retailer. The results of the survey, highlighted in the
BrandsGetReal report [20], answer the question of why customers trust
more brands that are represented on different platforms (Figure 2).

( ol -
81% Brand interest in different audiences
( [ [ ]
64% Desire to feel the interaction

( [ [ ]
64% Brand uses its capabilities to help people

( [ [ ]
56% Brand has sufficient financial resources

( [ [ ]

43% Manifestation of market leadership

Figure 2. Reasons for the success of omnichannel companies

Source: compiled by the authors on the basis of [20].

As follows from Figure 2, most responses focus on the fact that
consumers seek to feel real interaction, to be contacted, helped, and so on.
You should also pay attention to the last two answers. By omnichannel, the
company demonstrates its ability to pay for various platforms and thus
reveals its leadership position in the market. Consumers have the impression
that if a brand is able to maintain all platforms in good condition, it has
enough money, so they buy goods from it, i.e. the retailer is in demand.

If we think about the other three key factors mentioned in the survey,
we can see the same answer to the question why the consumer comes back
and buys again — personalization. It shows customers that the retailer actu-
ally knows them: habits, preferences, needs, etc. The ultimate goal of deve-
loping an omnichannel strategy is to create a personalized digital journey.

For example, it may be provided with guidance mechanisms designed
to display goods or services that customers are more likely to buy, or to
display related products (cross sell). This personalization exists due to cer-
tain technologies and algorithms and it cannot be created manually. An
alternative solution is the well-known loyalty program. These are not just
bonus programs that everyone is used to and that exist not so much to attract
customers with their "loyalty" as to analyze and segment.
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Together with the omnichannel approach, the retailer can quickly track
and explore the consumer’s digital journey. Thanks to constant authorization,
the customer receives more adaptive recommendations for him, and retail gets
access to one of the most important data for him: how the consumer made the
purchase decision. Due to the fact that the company is omnichannel, you can
understand where and how many times the client entered, added, viewed,
compared etc. This analytics provides an opportunity to investigate actions and
do everything possible to not only increase conversion, but also the share of
sales of goods and services. It is difficult to disagree that every retailer dreams
of buying from him as much as possible, and not that his store was one of the
platforms for comparing prices and reviews.

Metrics for the effectiveness of the omnichannel approach are often
associated with monthly revenue growth, marketing costs, gross profit,
average cost of customer involvement, and so on. In addition to the standard
metrics, you should pay attention to the conversion to recommended pro-
ducts and the duration of the visit with links to them. This indicator is the
key goal of loyalty. Cross-conversion is also defined as how our authorized
customer travels digitally between all integrated channels.

Customer Retention Rate (CRR) reflects the loyalty of our customer
and his loyalty. This simple calculation makes it possible to assess how
existing customers are willing to return to the retailer:

Cunsuznerﬁm.gfperbd'cumm'ersm" 100 % . (1)

Consume rshepin ning of the period 7
Lifetime Value (LTV) is the measurable amount of money a customer
will spend on purchases over his life cycle. There are different approaches
to its definition: someone relies on the money spent so far, someone on the
projected values. There are four key performance indicators (KPI) that
determine LTV [21]:

Total zales revenue

average order price (AOV) = 2
g p ( ) Total number of orders ( )
— HNumber of orders .
frequency of purchases (F)= ; 3)
The total number of unique customers
. Total =al —Th f dz =zold
gross margin (G]V[)Z o eE revenue ecost of goods sold 100 %: (4)

‘T'otal gales revenue

OUWOW‘faCtOF (OF) — Consumersgpg of perind ~ CORSUMErSheginning of the period -100 % - (5)
Consume réyeginning of the period

Another important indicator is the customer acquisition cost (CAC).
This is the amount that the business will spend on one new customer.
Another name: user acquisition cost — the cost of a new user:

The amount of costs to attract consumers for the period (6)

Number of new consumers for the period

Together, the vital value of consumers and the cost of attracting them
allow you to segment customers. L7V means "vital value" for each client,
and CAC means "cost of attracting a client". The LTV / CAC ratio allows
you to compare the value of the consumer throughout its life cycle with the
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cost of its involvement. If the LTV / CAC ratio is less than 1.0, the company
loses value, if more than 1.0, it creates value. As a result, 4 groups of
consumers are formed (7able 2).

The strategy of promotion of goods and services should be adjusted
according to the predominant category of buyers.

Table 2
Consumer segmentation by "profitability-value" ratio
Group Characteristic Recommendations
. L The most profitable consumers.
High-margin, high-value Followers of the brand as it is B
Hi . Consumers buy goods at full price,| Personalized advertising should
igh-margin, low-value
but not so often be used
A well-designed discount system
I L Those customers who often buy will replace advertising,
ow-margin, high-value . .
goods at a discount as consumers are already tracking
your promotions
I . Unprofitable customers Companies should avoid targeting
ow-margin, low-value .
who rarely buy goods this group of consumers

Source: compiled by the authors on the basis of [20].

It is very important to define the considered metrics, because a more
detailed understanding of the processes that occur simultaneously, before
and after the purchase, can be analyzed in more depth. As a result, the
retailer becomes more flexible to the effects of the crisis due to the pan-
demic and other circumstances that always accompany the changing retail
market. Thus the retailer can prevent the manifestation of negative con-
sequences before they occur.

Conclusion. The future of the omnichannel approach to sales and its
implications are still uncertain, but it is promising. Such transition usually
requires reengineering of business processes and, thus, forces business
representatives to focus more on the issues of accurate and appropriate com-
bination of several sales channels. In today’s world, this moment is impor-
tant for retail, as businesses try to identify and develop new trends that may
be relevant to consumers, based on which to gain a competitive advantage.
The timely introduction of new sales channels significantly affects the posi-
tion of the trading company in the market, where there is a fierce struggle
for the consumer.

Thus, omnichannel is not only a means of surviving retail in a pan-
demic, but also a modern business model that aims to overcome the effects
of quarantine restrictions and is a powerful tool for revenue growth and
business scaling in general.
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Bucouun I., Xmapa A. Omnikananvnicms y nioéuuieHHi 00xioHocmi ¢ pumeiini.

Ilocmanoska npoénemu. B ymosax KapaHmunHux ooMexceHb, CNpUYUHEHUX NaHOe-
mieto COVID-19, noednanns pisHux xananié peanizayii moeapié 6UsGUNIOCS PSIMIGHUM
3aco0b0m 01 C8IMO0B020 MA BIMUUHAHOZO PUMENLY | CMEOPULO NOUWMOBX 05l PO32ISIOY
HOBUX HAYKOBO-NPAKMUYHUX NIOX00i6 00 Oousepcugixayii dxcepen opmysants 00x00i6
y mopeieni.

Ananiz ocmannix docnioxycensv i nyonikayin. Mooicna KoHcmamysamu, wo npo-
bnema cmpameeiuHo20 YAPABNIHHA 00X00AMU RNIONPUEMCME MOP2I6al He O00CMAMmHbLO
PO3KpUmMA 8 CYHUACHIU GIMYUSHANIU eKOHOMIYHIU Jimepamypi, a NUMAHH GHAUBY OMHIKA-
HanbHOCMi Ha OpMYBaAHHA 00X00i8 8 MOpP2iéni, 6 MOMY YUCH Y 00820CMPOKOSIU nep-
CHeKmuei, NOKU Wo He 3HAUUIO CUCIEeMHO20 8I000PAXCeHHs V HAYKOGIll ma NPAKMUYHil
aimepamypi.

Memoro cmammi € po3ensio OMHIKAHANLHO20 NIOX00y 00 peanizayii moseapis
SIK 00 EKMUBHOT peanbHOCmi CyuacHo2o pumelliy ma (Gakxmopy 3poCmants 00xo0ie cyo ex-
mie mopeosenvbHoi OisIbHOCI.

Mamepianu ma memoou. Ingopmayiiinum niorpyumsm 0ns. npogedenHs. 00CIi-
OoiCeHHsl cyeysanu nyoniKayii 3apyoiscHux 00CAIOHUKIS, MAMepian aHALIMUYHUX 36imie
w000 po3eumKy po30pioHoi mopeieni. Buxopucmano pso 3a2aibHOHAYKOBUX mMd Cheyi-
ANbHUX Memo0i6 00CNIONCEeHb, 30KpeMa Y3a2albHeHHsl, NOPIGHANbHO20 AHANI3Y, CUCMeMd-
mu3zayii ma iu.

Pesynomamu oocnioycenna. Ocmanuiv yacom cghepa mopeieni po3euBacmscs
BHACNIOOK 3ACMOCYBAHHA — OMHIKAHANLHO2O NIOX00y 00 Npo0ax cie, O0e CRON*CUBAHAM
NPONOHYIOMb AbMEPHAMUBHI KAHAIU Ol NOULYKY HeoOXiOHux im moegapis. Ilpu omHi-
KAHATILHOMY RiOX00i 8i00Y8AEMbCA CUHXPOHI3aYia KAHANI8, AKI YNpasiaiomscs YeHmpa-
J306AHO MAKUM YUHOM, WOO ChOYamky c@opmyeamu yinicHuil obpaz Komnauii 6 oyax
CnoJIcU8aya, a xce NOMIiM HA OOHOMY 3 KAHANI8 30iUCHUmMU npodadxc. 1 0n08H0I0 Memoro
yiel cmpamezii € 3a0e3neyents NOGMOPHOL NOKYNKIL.

Bucnoexku. OmHikananvhicmo — ye 3acib UINCUBAHHS PUMEITY 68 YMOBAX NAHOEMI,
cyuacha 6izHec-MoOenb, KA MAE€ HA Memi He MilbKU CHpUsimu NOOOJAHHIO HACHIOKI8
BNIUBY KAPAHMUHHUX 0OMENCEHb, NOMY’CHUL IHCIMPYMeHm OJisl HapOujeHHs 006cs2y 00X00i8
ma macuma0dysarnts OI3HeCy 6 YIIOMY.

Knwuyoei crnosa: OMHIKaHANBHICTH, 0araTOKaHAIBHICTh, JOXOIH, TOBAPOOOOPOT,
KOHBEPCisi, pUTEHIL.
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DIGITAL FUNCTIONALITY
OF COMPLEMENTATION OF BUSINESS
PROCESSES OF THE HOTEL INDUSTRY"

It has been determined that intensive digitalization of service processes is a condition
for the effective functioning of the hotel industry under the influence of the COVID-19 pan-
demic. One of its important directions, namely the use of a process approach to management,
has been specified. The article proves that the improvement of business processes on the basis
of their complementation and defining its digital functionality will enable to improve the
quantitative and qualitative performance, will help to increase competitiveness and
to maintain market share.

Keywords: hotel industry enterprise, hotel business, digitalization, complemen-
tation, business processes, CRM-systems.

Background. Modern trends in the hotel business development, which
are characterized by fluctuations of economic conditions, shortening of the
life cycle of services, and intensification of competition, encourage com-
panies to introduce innovative technologies into management process as a
dominant factor in achieving effective goals in conditions of digital economy.

It is an open fact that hotel business is an investment-attractive
economic activity, is characterized by a high degree of internationalization
of capital and the international context of providing services through the
system of integration, is important for attracting investment in the real
sector of the economy, is an essential factor of domestic and inbound
tourism, of a country’s brand building, and of providing revenues to the
budgets of different levels.

* The article was prepared as part of the research work "Digital Transformation of Trade,
Economic and Tourist Systems of Ukraine" (state registration number 0121U112231).
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The results of the analysis of hotel business trends (number of people
provided with hotel services during 2011-2020) show that unstable deve-
lopment trends are due to: the impact of the COVID-19 pandemic; seasonal
fluctuations in demand; impossibility to create stocks of a specific product
(hotel service); rising service prices; insufficient level of service quality
with low price flexibility of demand; organizational conservatism of the
management process (Figure I).
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Figure 1. Number of people who were provided with hotel services
in 2011-2020 [3]

Non-network hotels operate in particularly difficult conditions, which,
in addition to the above-mentioned factors of adverse impact, are expe-
riencing competitive pressure from the side of powerful international hotel
operators considering the scale of the hotel business. An important direction
of effective functioning of hotel business entities is the use of a process
approach to management for improving business processes on the basis of
their complementation, taking into account the trend of speed of information
dissemination, which determines the relevance of the chosen topic.

Analysis of recent researches and publications. Research of the
directions concerning the increase of the competitive potential, activization
of development, preservation of the market share of the enterprise through
studying the questions of business process management occupies a priority
place in researches of the leading domestic and foreign scientists.

The comparative analysis of innovative theories and scientific sub-
stantiation of directions as regards transformation of enterprises’ manage-
ment business processes in tourist sphere is represented by researchers of
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KNUTE scientific school [4], who proved that transformation of business
processes is based on innovation of operational performance which is
important not only for making strategic decisions, but also for its adjustment
with the help of the effectively constructed system of tactical actions
management that gives the chance to increase efficiency of operational
activity of business subjects.

The works of such authors as I. Segeda [5], O. Lupych [6], I. Biletska [7],
S. Buryak [8], A. Kaplina [9] etc. are devoted to various aspects of business
processes improvement at hotel industry enterprises.

Such scientists as A. Lemanska-Majdzik and M. Okreglicka [10]
emphasize the importance and necessity of multifaceted study of the busi-
ness process management phenomenon as a comprehensive approach to
reaching the goals of the organization. In their study they prove the
scientific point that the optimization of business processes in organizations
is a marker of efficiency within the organization, which is formed on the
basis of a process approach to enterprise management.

The problem of implementing the philosophy of business process
management, which is supported by a portfolio of methods, techniques and
instruments concerning modeling, design, coordination and compatibility of
business processes, model management, production of new business process
technologies, is presented by such researcher as H. Reijers [11].

In-depth methodological principles of building a prototype of the
business process improvement plan based on an evidence-based approach
are given in the scientific work by P. Delias and G. Nguyen [12], who in
particular have developed a methodology for prioritizing business process
improvement through a step-by-step procedure which enables to assess their
versatility and to justify areas for their improvement with the use of busi-
ness processes comparison.

The team of researchers in the work "Using business process models
to specify the production of operations" actualize the feasibility of studying
the problem as to complementation of business processes of the enterprise,
arguing that business process management is used as a driver of integration,
formulating business processes that cross particular business functions [13].

Determining the importance of theoretical and practical achievements
of scientists who study the diversity of business process management, we
can state that the scientific issues as regards complementation of business
processes in conditions of intensive digitalization of economic activity,
which will stipulate singling out of functionalities of information systems
allowing to receive additional competitive benefits as to increasing profits
and reducing costs for one customer together with attracting new ones and
maintaining the existing customer base, demand further analysis. Impro-
vement of business process management on a complementary basis is deter-
mined by the fact that the description and analysis of business processes and
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their interaction is important for reducing the costs of financial and time
resources of the enterprise through streamlining and consistent improvement
of business processes.

The aim of this article is to study the theoretical basis and pra-
xeological principles of the process of complementation of business pro-
cesses of the hotel industry enterprise, which will contribute to development
of scientific approaches to business process management taking into account
their intensive digitalization and in the context of highlighting those that
create added value for the enterprise and consumer value of hotel services,
and those that take into account the discreteness of business processes,
provide socio-economic effect of economic activity.

Materials and methods. The research is based on the use of such
methods of scientific knowledge as theoretical generalization concerning
generalization of the definition of "business processes"; systematic approach
concerning the definition and classification of business processes of the
hotel industry; bibliographic analysis.

Results. In the changing conditions of external and internal environ-
ments, an effective way to improve the business processes of the enterprise
is their complementation, namely the coordination and interdependence of
actions. This allows us to quickly restructure the company’s operations in
response to market demands, especially in a global pandemic.

Taking into account the results of the systematic generalization of scien-
tific views on the essence of the definition of "business process" (Table),

their common characteristics are singled out.
Table

Conceptual field of the essence of the definition of "business process"

Author Business process essence
D. Kozenkov | The sequence of actions aimed at achieving final and particular results
A chain of logically related, repetitive actions that result in the use of enterprise
B. Andersen resources (physically or virtually) to achieve certain measurable results

or products to satisfy internal or external consumers

A. Bolshakov

Economic process that begins with one or more inputs and ends with the creation
of the result (product) needed by the consumer

Yu. Lipuntsov

One or more related works or procedures that collectively implement the purpose
of production activities within a particular organizational structure

P. Kutelev Grouped and interacting functions of economic activity, focused on a specific consumer
E. Deming Type of activity for the functioning of the organization
A set of different activities in which one or more types of resources are used
M. Porter at the "input", and as a result of this activity a product that has value for the
consumer is created at the "output"
M. Robson Workflow that passes from one person to another or from one department to another
A significant number of microprocesses types, consisting of a set of tasks that can
M. Laguna, . . .
be defined as an algorithm that goes through different activities and finally leaves
D. Markland .
the process as a finished result
M. Fisher, System-closed process at all stages of the life cycle, starting from the creation
F. Imgrund of a conceptual idea through design to implementation and result

Source: summarized by the authors according to [14-23].
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The results of a comparative analysis of the essence of "business
process" concept show that researchers understand the business process as
a structured sequence of actions to perform the relevant activity.

Due to the fact that business processes in the organization are hetero-
geneous, as they reflect the implementation of certain functions of the
organization, we can note their following features:

. they have internal and external users;

. they take place within the divisions of the hotel enterprise, between
them, as well as between different organizations;

. they are based on the method of work inherent in a particular
organization.

Thus, by the business process firstly we understand the orderliness
of actions to perform operational activities at all stages of the life cycle: from
the origin of the idea to its implementation and obtaining the result; secondly,
we identify it as business procedures that consume resources (financial,
production, material, intellectual), resulting in services that form a supply
for consumers; thirdly, business process management, in contrast to function
management, determines the goal of achieving effectiveness. Correlating the
analyzed theoretical approaches as regards understanding the essence of the
concept of "business process" with the managerial orientation of its essence
in the hotel business, we can emphasize that business processes should be
considered from the standpoint of complementation, which determines the
degree of interdependence of individual tasks creating a certain operation or
interdependence of operations that shape the business process.

Business process complementation reveals itself in functional, consis-
tent, informational, procedural, and temporal interconnectedness, thus provi-
ding a flexible and pragmatic decomposition of business processes. Func-
tional interconnectedness means that the set of production operations of the
enterprise reflects a specific function; consistent interconnectedness reflects
the production functions in such a way that the output of one business
process is the input of the next one; informational interconnectedness is
revealed in the fact that business processes are performed in parallel, and all
of them have a common input and/or output; procedural interconnectedness
means that after the first business process of the production chain, the status
of its completion is checked and, if it performs the task set, the following
one is performed according to the procedure; temporal interconnectedness
aims to minimize the information flow, i.e. the next business process of the
production chain is performed without taking into account the completion
status of the previous one.

Thus, from the standpoint of achieving complementation, business
process should be understood as a structured, measurable set of actions,
consistently performed by structural divisions of the enterprise to achieve
the goal of its activities, namely to meet the needs of consumers of hotel
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services. In this context, business process management should be considered
as a set (combination) of business processes that form the service cycle and
are a condition for an efficient production chain of hotel services. It should
also be noted that from the standpoint of digitalization, it is difficult to
automate unstable and disordered business processes.

Due to the fact that the hotel industry enterprise is a business entity with
a supporting information and management system, the business processes
of the hotel industry enterprises include actions and operations related to:

« customer service;

« maintenance of internal processes to ensure the functioning of the enterprise;
« organization of supply processes;

. organization of marketing activities;

. organization of accounting and financial work;

. organization of the top management of the hotel;

- interaction with tour operators [24].

The expediency of business processes complementation is stipulated
by the need to build a flexible system of all business processes in order to
form and implement hotel services of high consumer value, as business
processes are the "core" of the economic system of the enterprise. This corres-
ponds to the methodological principles of the concept of the enterprise pro-
cess management. Taking these standpoints into account, we offer a model
of business processes complementation of the hotel industry (Figure 2).
Based on the viewpoint that the formation of high consumer value of hotel
services forms the imperatives of business process complementation, we
agree with the standpoint of scientists who have developed the scientific
view that business process management is directed to improve and to cont-
rol organizational processes in order to ensure maximum value for consu-
mers, which can be achieved by stimulating complementation through end-
to-end business process optimization. This approach has a number of advan-
tages, because firstly, it has the potential to create a sustainable competitive
advantage; secondly, the level of integration increases as it focuses business
processes on the consumer; thirdly, it improves business processes through
innovation. We state this by saying that today the most significant trans-
formations of the hotel services market are primarily related to changes in
preferences and expectations of potential tourists, who are becoming increa-
singly demanding and require a personalized approach. Achieving a high
degree of the modern consumers’ satisfaction is a difficult task, as they are
well acquainted with various price offers, loyalty programs, and preferences
provided by the hotel industry.

Researchers N. Langviniene and I. Daunoravisinute in a study that
identifies the factors influencing the success of the business model in the
hospitality industry emphasized critical parameters for the hotel industry
enterprise, just: innovation, skilled staff, application of CRM, technology,
internal marketing, special offer [25].
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One of the priority options for business process complementation is to
determine the digital functionality of the automated CRM system, which is a
digital technology for modeling business processes, improvement of the
operating model based on a dynamic portfolio of business models, intro-
duction of digital service technologies. With the help of functionalities, the
CRM-systems fulfil the analysis of statistical data as regards sales and their
management, interaction of consumers and staff, management of staff per-
formance and management of the enterprise’s subsystems interaction. The
use of the information CRM-system in the field of hospitality is mostly
defined as an instrument for interconnecting sales with the effectiveness of
relationship with the customer. However, hospitality is an area in which
business processes should be aimed at systematic monitoring of the needs
and expectations of consumers. Personalization of needs helps to create
consumer value and to increase the competitiveness of hotel services, so an
important digital feature of the CRM-system is the ability to organize the
interconnection of staff functions via internal communications, chats
(Bpm’online and amoCRM, operational task distribution, messaging, etc.).

Shown in Figure 2 multilevel model of complementation marks the
typical business processes of the hotel industry enterprise, respectively, the
digital functionality of complementation should reflect information proce-
ssing procedures and should be aimed at providing automated solutions for
management, marketing, service processes, communication with consumers
and stakeholders, corporate culture. This necessitates the inclusion of busi-
ness process management (BPM) functionality in the CRM software modu-
les, practically integrating the means of complex business automation. This
implies that the CRM carries out the complementation of marketing, accoun-
ting, and logistics. The CRM-systems also accumulate the history of consu-
mer interaction with the enterprise. Thus, the CRM-system is the basic digi-
tal functionality for optimizing business processes of the enterprise. The
results of the study by A. Inversini, M. De Carlo, L. Masiero prove the rela-
tionship and direct impact of the use of CRM software products on the growth
of hotel ratings among consumers, resulting in increased profits, identifying
new revenue centers, maintaining and increasing market share [26].

The results of a study by a team of scientists who proved the sys-
tematic complementation of financial, marketing and service business pro-
cesses in the online environment which ensures the effectiveness of the
value chain and consumer value of the hotel product and has a positive
effect on business results are indicative as to positive impact of comple-
mentation of business processes in the format of revenue management and
the CRM [27]. That is, the definition of digital functionality of the hotel
industry business processes complementation in the format of revenue
management and the CRM is targeted at creating an information environ-
ment for planning, monitoring, performance analysis, and formation of rela-
tionships between departments.
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Defining the features of business process complementation, we agree
with scientists who in the study "Ten Principles of Good Business Process
Management" identified factors that reveal the principles of achieving busi-
ness process effectiveness, namely: awareness of the business specific cha-
racter, continuity, activation, integrity, institutionalization, involvement,
interaction, use of information technologies [28].

These principles ensure the feasibility of considering the implemen-
tation of business processes in the framework of innovative development of
enterprises, which will help build a consistent mechanism for managing and
coordinating business processes in the formation of strategic capital; opera-
ting activities of the hotel; ensuring service processes and financial effi-
ciency. This is connected with the fact that, for example, innovations in the
field of digitalization relate not only to operational activities, but also to the
processes inherent in management. The application of such an approach will
create preconditions for the completion of business processes of the hotel
industry enterprise as a perfect business model. Innovations in the organi-
zation of business processes of the hotel industry enterprise are associated
with a change in management model through the development of the ability
to take into account the impact of environmental factors and to quickly
solve problems that arise.

According to researchers T. Bediaeva and A. Barlova [29], innovations
in the organization of business processes in the management of the hotel busi-
ness enterprise should be based on the following principles and grounds:

. flexibility (speed of adaptation to changes in the operating envi-
ronment with minimal costs, which in the future will become an instrument
to reduce the likelihood of financial and non-financial risks);

« compliance with the law;

« management structure, in particular senior management, should be built
in accordance with the needs of the enterprise;

. interaction of levels of management structure (clarity of powers and
mutual relations at all levels of management of each corresponding model
of the hotel industry enterprise’s management);

« application of new tools and objects of management policy, as well
as the development of new channels to attract additional funding directed
at expanding the activities of the enterprise.

The Hub Spot CRM functionality, which provides the ability to create,
track, develop and maintain interactive, mutually beneficial processes bet-
ween the subject and consumer of hotel services driven by economic goals
and aimed at multiple transactions, is the innovative digital functionality of
the automated CRM-system for the hotel business, which takes into account
the above-mentioned principles. This means that by managing relationships
through the digital CRM functionality, there is a real opportunity to ensure
the complementation of business processes in order to quickly meet
customer demands and respond to changing requirements. From this point
of view, the scientific attitude that relationship marketing is the basis for the
formation of complementation of business processes in the hotel business,
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which allows to perceive this concept of marketing as a specific manage-
ment function and mechanism for realizing the economic interests of enter-
prises and consumers of hotel services.

Conclusion. The interdependence and interconnection of business
processes can be measured by correlating the indicator of the hotel services
consumer value, which are created by an information system for optimizing
business processes, and this significantly increases the effectiveness of their
management. The argument for this conclusion is seen in a proven stand-
point that the lack of relationship between the business processes and the
business model of the enterprise does not allow to concentrate economic
activity around a specific goal, to plan, organize, stimulate, control, and
to preventively regulate the identified deviations in the service cycle consumers.

Defining the digital functionality of the hotel business processes
through the CRM, BPM systems reflects the intensive digitalization of the
hotel business and the understanding that its praxeological basis is based
on the concepts of information society, network economy, relationships,
strategic management and others. Accordingly, the digital functionality
of business process implementation, firstly, provides a targeted focus,
namely: strategical (focused on interaction with the external environment
and flexibility of the enterprise); tactical (improves increase of management
effectiveness), operational (focused on the formation of consumer value, which
will satisfy the needs of the consumer), which will form a consistent mecha-
nism for managing business activities; secondly, allows to form appropriate
information support that will provide synergy in the management of business
processes to increase sales, to develop "active" ones and to increase re-sales
of hotel services, thirdly, forms an analytical basis in a situation of necessity
concerning formation of the activity prognostic results.
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Cmonuenko €., boitko M., Kynux M. I{ugppoeuii ¢pynkuyionan rxomnnemenmauii
Oi3nec-npouecie niOnPUEMCMEa 20MenbHo20 20CnO0apcmaed.

Ilocmanoska npoonemu. Cyuacui menoenyii po3eumiy comenbHo2o Oi3Hecy CHOHY-
Karoms niONPUEMCIBA 00 BNPOBAOICEHHS THHOBAYIUHUX MEXHONI02I 8 YAPABIIHCOKULL NPO-
yec AK OOMIHAHMHO20 haxmopy O0ocscHeHHs yinell egheKmusHoOi OisibHOCMI 8 YM08ax
yugppoeoi exoHoMmixu.

Ananiz ocmannix 0ocnioxycenv i nyOniKayili nokasas, w0 NONPU HAABHICMb
OKpeMUX HAYKOBUX OOPOOOK, 3ATUMAECMBCS HEBUPIUEHOI0 BAXCIUBA HAYKOBO-NPAKMUYHA
npobnema wooo KomnieMeHmayii (63acMo00ON0BHIOBAHOCI) Di3HeC-NPOYECi6 8 YMOBAX THMEH-
CUBHOL QUONCUMANIZAYIT 20CNOOAPCHKOT OIAIbHOCMI, WO 00YMOBIOE BUOKDEMICHHS. (DYHKYIOHATG

110 ISSN 1727-9313. HERALD OF KNUTE. 2021. M 6




ENTERPRISE

iHhopmayitinux cucmem, AKi CAPUAIMUMYNb OMPUMAHHIO 000AMKOBUX KOHKYPEHIMHUX 6U200
w000 30inbUleHHA NPUOYMKY MaA CKOPOYEHHS eumpam Ol 00HO20 KIIEHMA, 3ATY4YeHHIO
HOBUX KILIEHMI8 MA YMPUMAHHIO iCHYI0UO0T KIIEHMCbKOT 6a3i.

Mema cmammi — 6u3HAYUMU MeEOPEMUYHY OCHO8Y MA NPAKCEeON02iYHi 3acaou
KOHyenmyanizayii npoyecy Kommiemenmayii (63a€Mo00n0sHI08anocmi) 6izHec-npoyecie
niONPUEMCMBA 20MENLHO2O 20CRO0APCMEA, WO 3abe3neyums Po36UNOK HAYKOBUX NiOX00i6
00 ynpasninHs 6izHec-npoyecamu 3 ypaxy8aHHsIM IHMEHCUBHOL ix OudICUmanizayii.

Mamepianu ma memoou. Jlocniddicennss 0a3yemvbcs HA GUKOPUCMAHHI MAKUX
Memooi8 HAYKOBO20 NI3HAHHA, SIK MeOopemuyHe Y3ad2aibHeHHs — V3a2albHeHHs Oe@iHiyii
"6iznec-npoyecu"; cucmemHull nioxio — eusHaweHHs ma Kiacugixkayis 6izHec-npoyecis
NIONPUEMCIME 20MENILHO20 20Cno0apcmea; 0ibioepadiuHuil ananis.

Pezyromamu docnioycenns. Busnaueno, wjo Oiznec-npoyecu cy6’exma 20menibHo20
Oi3HeCy OOYINbHO 00CTIONCYBAMU 3 NO3UYIT KOMIIeMEHMAayll, sIKA 6U3HAYAE CMYNIHb 63AEMO-
3anenHCHOCmi OKpeMux podim, wo ymeopioioms OKpemy Onepayiio, abo 630€MO3aNeHCHICMb
onepayii, wo gopmyroms biznec-npoyec. Becmanosneno, wo npiopumemnum eapianmom
Komnaemenmayii OizHec-npoyecié € yugposuti Gyukyionan asmomamusosaroi CRM-cuc-
memu — Yyughposa mexHono2is MOOeN8aHH s OI3HeC-NPoyecis, YOOCKOHANEHH OnepayiiuHol
MoOeni HA OCHOBI OUHAMIYHO20 nopmgbens OizHec-mooenel, BNPOBAONCEHHA UYUDPOBUX
MexHOoN02itl 00CaY208y8aHHsA. 3a3HayeHo, wo saxcaiusum yu@posum gynxyionarom CRM-
cucmemMu € MOJICIUGICMb Opeanizayii 83aEMON08 3aHOCMI (OYHKYIN NepcoHany uepes
eHympiwiHi komynixayii, uvamu (Bpm online ma amoCRM, onepamugénuil po3nodin 3a60aHy,
po3cunxa nogioomneHv mowo). JlogederHo, ujo 0CHOBOI KOMNIIMEeHMAapHocmi Oi3Hec-npo-
yecie y comenvHoMy Oi3Heci € MapKemute 63aEMOBIOHOCUH.

Bucnoexu. Ha 6iominy 6i0 icHyrouux nyonikayiti, cqpopmynb08ano Haykogy no3uyiio,
WO BUBHAUEHHS YUPPOBO20 PYHKYIOHANA KOMNIeMeHmayil Oi3Hec-npoyecié nionpuemcmed
eomenvrozo 2ocnodapcmesa uepe3 CRM, BPM cucmemu idobpasicae iHmeHcusHy ouoicu-
manizayiio 20menbHo20 Oi3HeCy ma PO3YMIHHA MO020, WO U020 NPAKCeONo2iUHA OCHO8A
0a3zyemvcs Ha KOHYenyiax iHpopmMayitiHo2o cycniibCmea, mMepedicegoi eKOHOMIKU, 83AEMO-
BIOHOCUH, cmpame2ziuHo20 MeHedxcmenmy. Lle nompebye nooanvuiux HAYKOBUX OOCIi-
0JiCeHb KoMNleMenmayii' y KOHmeKcmi 3p0cmanHs 0bcazie npooaxcie, po3sumxy "axmusHux"
ma 3abe3neyeHHs 30i1bUeHH NOSMOPHUX NPOOAH#CI8 20MeNbHUX NOCTYe.

Knwuoei crnoea: MiANPUEMCTBO TOTEIBHOTO TOCIONAPCTBA, TOTEIbHHUN Oi3HEC,
nudpogizaliist, KoMIieMeHTauis, 6i3uec-npouecu, CRM-cucremu.
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BATLANCE BUDGETING
OF AGRIBUSINESS ENTERPRISES

Approaches to defining the essence of budgeting and budgets classification are
generalized, the importance of the budget balance for agribusiness enterprises is charac-
terized. The peculiarities of drawing up balance budgets at agribusiness enterprises, methods
of determining budget indicators, the relationship of budgets with management balance sheet
items, which will effectively organize balance budgeting and coordinate balance indicators
to manage the financial condition of the enterprise are analyzed.

Keywords: budget, balance budgeting, agribusiness enterprise.

Background. Budgeting is the process of budgeting and control over
their implementation, and quite often the concept of budget is identified with
the budget, and budgeting with planning. Budgeting should be considered
more systematically as the formation of an indicators vision of the state and
the enterprise development for the future, in relation to available resources,
taking into account the strengths and weaknesses, external and internal factors,
risks, necessary measures. At the same time, balance budgeting plays a key
role in achieving the desired financial condition and compliance of all other
types of budgets.

In the general interpretation balance budgeting (BB) is considered as
the coordination of the need for resources with the sources of their recei-
ving, financing. However, this approach is too simplistic. Using the right
organization, budgeting may be one of the effective tools for developing and
implementing financial and economic strategy of the enterprise. So BB may
ensure quality planning of changes in the enterprise assets, especially for
those that as a result of biological transformations that bring agricultural
products and multiply existing biological assets. BB also allows to plan the
need to upgrade fixed assets, make capital investments and identify sources
of funding. The balance budget coordinates the calculations for all other
types of budget and provides information on the growth sources of assets
and profits. All this can help improve the agribusiness management of enter-
prises and help them raise the industry to a new level, which emphasizes the
relevance and practical importance of the chosen research topic.

© Fomina O., Semenova S., 2021
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Analysis of the last researches and publications. Essence of budge-
ting and its value for enterprises was examined by different scientists-eco-
nomists that were offered own interpretations and approach to budgeting.
Budgeting performs the important duty of present charges optimization and
directions of use of the received incomes for improvement of financially-
economic activity of enterprise in current and future periods (O. Mosh-
kovska, S. Luchyk, Y. Manachynska, M. Kuzub) [1]. The budget of an agri-
business enterprise is an estimate of revenues (income), costs and profits
associated with the production of agricultural products (A. Reza, S. Shim,
S. Kim, S. Ahn, S. Won, C. Ra) [2].

The information that contained in the budgets of enterprises is used by
farmers, professionals of financial services, financial institutions, govern-
ment agencies and other decision-makers in the food industry (J. Harper,
S. Cornelisse, L. Kime, J. Hyde) [3]. Budgeting as a management mecha-
nism contains elements of planning, analysis, accounting and control of the
enterprise (O. Moshkovskaya) [4].

Corporate budgeting is studied in combination with flexible project
management (C. Ploder, T. Dilger, R. Bernsteiner) [5]. The managerial essence
of budgeting is expressed mainly in cost indicators and benchmarks, time
horizon of planning, interaction of resources and control, functions of plan-
ning of operations, coordination of activity of divisions, information, stimu-
lating, modeling, control and estimation (V. Zinchenko) [6].

Drawing up a balance sheet budget requires the use of various valua-
tion techniques that significantly affect the nature of the presentation of infor-
mation. Authors O. Moshkovska, O. Prokopova, N. Nikolenko and others [7]
propose a methodology for selecting the optimal types of valuation for
different objects of accounting depending on the static or dynamic concept
of balance sheets, and identify the main cost-oriented approaches to estima-
ting balance sheet indicators, in particular, cover the use of actuarial accoun-
ting in management. The development of budgeting is associated with the
use of a balanced system of indexes (O. Shpyrko) [8], which is especially
important for agribusiness enterprises, where such characteristics as ecofriend-
lyness of products, quality, customer commitment play an important role.

O. Strelchenko defines budgeting as an integral part of forming and
making management decisions for an agricultural enterprise, which will contri-
bute to the implementation of sustainable development concept. The advantage
is given to flexible budgeting based on a modeling mechanism for rapid res-
ponse to changes in the volume of the production portfolio and possible risks [9].
However, these development proposals relate to the budget of costs for agri-
cultural production, balance budgeting it is not exposed practically.

In the EU countries, the budgeting process of agribusiness enterprises
is devoted a lot of attention. F. Filippis, R. Henke, L. Salvatici and R. Sar-
done assert that budgeting is one of the effective means of overcoming the
problems related to reform of the Common Agricultural Policy (the Common
Agricultural Policy reform) [10]. However, this study very superficially high-
lights the role of balance budgeting for a particular agricultural enterprise.
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For agricultural enterprises, the introduction of budgeting has got a num-
ber of features, including land as the main limiting factor, seasonality of pro-
duction, dependence on climatic conditions, the presence of biological assets.
Current challenges for budgeting the financial performance of economic
systems related to the global COVID-19 pandemic. According to research
(G. Grossi, A. Ho, P. Joyce) [11], budgeting of balance indicators in 2020—
2021 at the macro and micro levels has changed significantly due to the
impact of the negative effects of the pandemic, which must be taken into
account and search the methods of their softening and removal in the future.

Agribusiness enterprises need support from the state and non-govern-
mental organizations, loans, compensation for losses, tax holidays and relief
from tax pressure. For example, it was in the Netherlands in spring 2020, when
in a the conditions of pandemic, the state provided support to the enterprises
that grow seedlings and not able to realize their products, in order to avoid
bankruptcy and decline of this industry. Thus, agribusiness enterprises play an
important role in meeting the needs of the population with quality products,
while they need effective management methods that will help in the forming of
development targets and their achievement through balance budgeting.

The aim of the article is to determine the features of balance budgeting
for agribusiness enterprises, systematization of budget types on the basis of
different classification features, substantiation of the budgets relationship
with the articles of the management balance of agro-industrial enterprises.

Materials and methods. The methodological basis of the study is gene-
ral and special methods of cognition: to determine the nature and systema-
tization of the budgets classification — comparison, grouping, abstraction
and generalization; in establishing the relationship of budgets with balance
sheet items — analysis, synthesis, induction, comparison, abstract-logical and
systematic approaches.

Results. Agribusiness enterprises operate in specific conditions, which
are characterized by seasonality and cyclical production, significant risks
and dependence on weather conditions, fluctuations in yield, the difficulty
of initial recognition of biological assets and evaluation of agricultural
products that based on professional judgment in determining fair value. All
this significantly complicates the process of balance budgeting for agribusi-
ness enterprises and requires the development of an adapted approach
in accordance with the specifics of their work and clear understanding of the
relationship between budget indicators.

The main tasks of budgeting at the enterprise are planning key perfor-
mance indicators for a certain period, cost optimization, finding ways to maxi-
mize profits, coordination and concordance of structural subdivisions activity,
business areas. Another important task is communication between departments,
agencies, managers and executors, subordinates. Budgeting strengthens the
motivation to achieve goals. Budgeting is a tool for monitoring and eva-
luating the effectiveness of activities, identifying resource needs.
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BB is important because it allows to plan and evaluate the future
development of the company in terms of growth of the book value of assets
in relation to profits. This takes into account the indicators that are assessed
of the balance sheet basis: the composition of resources, the efficiency of
their use and the liabilities structure to control financial stability and the
level of the enterprise solvency.

The budgeting process as a relatively new technology of planning,
accounting and control is insufficiently formalized. In view of this, business
leaders refuse to implement this management technology, without know-
ledge of its specific characteristics, scope, objectives and possible benefits
of use. Analysis of practical information shows that in Ukraine there are
only medium and most successful large agribusinesses that carry out bud-
geting, but they are mostly limited to the budget of revenues and expen-
ditures, less often — the payment calendar, and very rarely — the balance
sheet and adjusting functional budgets [4].

The goals of implementing an internal budgeting system depend on
the company. Thus, for fast-growing enterprises it is control over accounts
payable and receivable, maintaining the liquidity of assets; for enterprises
with diversified agribusiness it is profitability control of certain areas
of activity, business processes, distribution optimization of available resources.
For holding companies or companies that are related parties and have
a divisional structure, budgeting makes it possible to assess the effectiveness
of the transfer pricing system. However, for most companies the main pur-
pose of implementing a budgeting system is to ensure "financial transpa-
rency", the ability to control, predict indicators [4].

Balance budgeting connects and reconciles almost all types of enter-
prise budgets, so it is necessary to consider their classification. Systema-
tization of types of budgets on the basis of various classification features
is presented in Table 1.

Table 1

Enterprises budgets classification on various features

Classification

featurcs Budgets types Brief description
Depending on the amount of costs and planned financial results in accordance
with changes in the volume of enterprise activity or the influence of factors and
Flexible risks. The flexible budget indicates the value of variable costs per unit of output
By anproach and the increase of mixed costs per unit of activity growth. Creating flexible
Y appr budgets is advisable when to plan relevant costs
(forming - - — -
method) Does not change due to changes in business activity of the enterprise. Such

budgets are mainly used for fixed costs of the enterprise, the value of which
Fixed remains unchanged or conditionally unchanged with increasing or decreasing
activity. Fixed budgets are appropriate for partially regulated costs, such as R&D
costs, advertising and administrative costs

Provides collection and filtering of budget information from executors to lower-level
By method "Bottom managers and further to the company's management. Such budgets are charac-
of formation | up"approach |terized by aggregation of indicators, and the higher the level of management,
the more aggregated (generalized) the budget will be
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End of the Table 1

Classification
features

Budgets types

Brief description

Requires from the company's management to understand the basic rules and the

of taking into
account the

Static budgets

"Top ability to form a realistic budget (forecast) for a certain period. "Top-down"
By method " . . R :
. to bottom budgeting ensures consistency of budgets of individual units and allows to set
of formation . .
approach benchmarks for income, expenses, profits, to assess the effectiveness of respon-
sibility centers
According The "forecasting horizon" is from one to three years, with a more strategic
Long-term ) .
to the term budgeting period of 5-10 years
for which the | Medium-term | It consists of a period of from six months to year
budget Short-term | It consists of a period — a quarter and a shorter period
is drawn up | On a certain date | Balance sheet draws up at the according to forecast reporting date
. Within the budget of marketing the financial planning of marketing activity
Marketing | . : . S .
budget is carried out. This budget is actually a connecting link between various plans
of the management, first of all between marketing and the production plan
By content - - - - - — +
(purpose) Financial planning is carried out within the financial budget. Planned
purp Financial performance indicators of the enterprise in value terms are measured according
budget to generally accepted standards and classifications in accordance with the
accounting documentation
By method The indicators depend on the production volume, we may say that if they change,

it is mainly under the influence of changes in prices, rather than the level of enter-
prise business activity

influence Compiled taking into account changes in all costs based on the time factor,
of statistical Dynamic under the influence of prices for fixed resources.
factors on the bﬁ doets Costs are planned depending on any basic parameter. Most often, this para-
enterprise g meter is the volume of production and salilng of the enterprise
activities
Zero-base- |Used for start-ups, development and opening of new markets, products,
budget activities
Depending Budget from Method of l?udgeting based on e.xtrapolation (or incre.:menFal method) of pre-
on the method achieved vious sufﬁc1ent_1y successfql indicators for future periods in case of stability
of external and internal environment
Alternative | Additional budgets or general budget with ahead development scenarios
budgets to anticipate possible alternatives and choose the most advantageous option
Revenue and | Financial results budget by types of income and elements of expenses, with
expenditure | details by divisions, types of products, directions of activity
budget
Cash flow budget or budget in the form of a planned statement of cash flows
. Cash flow - A - . L .
Depending budget in terms of operating, investing and financing activities for the relevant periods
on the budget with the addition in the form of a payment calendar
object Budget in the form of a balance sheet, a form of financial statements — balance
sheet, statement of financial position on the planned dates, usually for each
Balance budget | month for relevant year, which agrees on data for all types of budgets. This

budget is also a financial budget, which evaluates the level of solvency and
financial stability of the enterprise

Source: updated on the basis of processing [4; 6; 10; 12; 13].

In Ukraine, agribusiness enterprises prefer flexible, medium-term bud-
gets, set on the principle of "top down", as well as static budgets, which are
formed from the achieved (see Table 1) and take into account mostly chan-
ges in prices for agricultural products and fuels and lubricants.

Research shows that in many Ukrainian holding companies that are
engaged in agro-industrial production, the budget regulation replaces the
order, which is incorrect, as the regulation is a document in which the bud-
geting process can be described more clearly, in detail and consistently. For
example, for agribusiness enterprises it is advisable to approve regulations
that would contain sections:

« goals, objectives and principles of budgeting;
« description of responsibility centers;
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« budget period and schedule;

. analysis of performance indicators and their adjustment, system
of motivation and responsibility.

The introduction of budgeting optimizes the management decision-
making process as it minimizes costs, analyzes not only the achieved results,
but also deviations from the planned indicators and their causes. If the des-
cription of the financial model is small in volume, it can be placed in the
"Regulations of the budgeting system", which should define [4; 14]: budget
period, or horizon of budget planning (the term for which the budget
is drawn up), and the planning step (periodicity with which the horizon
of budget planning is formed within the planning horizon — quarter, month);
terms (schedule) and procedure for development, approval, submission,
consolidation and approval of budgets of different levels:

« goals and objectives of the budget management system;

. identification of financial responsibility centers and construction
of the company financial structure;

. development of the enterprise budget model, namely types of budgets
for the centers of financial reporting. The regulations should reflect the logic
of the relationship between budgets, as well as the methodology for building
top-level budgets;

« list of responsible persons, procedure for budget analysis.

Indicators of budgets for the centers of financial responsibility for agri-
business enterprises should be formed in terms of: revenue center (sales,
marketing, logistics — account 70), costs (procurement, production units,
crop production, animal husbandry, processing of agricultural products —
account 23, 26, 27, 91), profit (by divisions, types and areas of activity —
account 79), investments (by types and objects of investment — account 15, 44).

The balance model is the most progressive method of budgeting. The
idea of the balance model of budgets is based on the method of accounting,
balance generalization of data on the relevant accounts. Changes in the bud-
get are in kind, changes in the budget of cash flows reflect the turnover and
balance of cash accounts, funds in bank accounts, other funds and their
equivalents.The budget of revenues and expenditures is based on data on the
turnover of accounts of income by type, and expenditure by elements. It is
important to understand the effect of the double-entry method, which under-
lies the relationship between all types of enterprise budgets and the syste-
matic approach to its compilation. For example, the employee budget is clo-
sely linked to the expenditure budget and the cash flow budget. The sales
budget is related to the revenue budget, the settlement budget (receivables)
and the cash flow budget (cash flows).

Construction task to the model on the principle of double entry is to
compare each of the budgets with another, balancing budget. Visually, this
construction can be represented as follows: a table with a set of budgets
horizontally and vertically, and at the intersection there are paired relation-
ships between budgets at the posting level: the debit turnover of one budget
is reflected in the credit turnover of another, and vice versa [4; 9; 14].
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As a result of structuring budgets on a balance sheet basis, managers
of large companies receive a management tool according to the profile of their
activities: departments engaged in production activities have got production
costs budget, financial services have got financial investment budget, corpo-
rate governance departments have got balance sheet budget and capital
movement budget, etc. [4]. Complex business activities become transparent
and more manageable, and the procedure for compiling the most important
final report is management balance sheet. It is quite simple and unambi-
guous: accumulated by the end of the period balances on the functional
budget will form the relevant balance sheet items (7able 2).

The balance sheet is compiled in the form of a balance sheet (in the
literature is quite common concept of balance sheet is used) — the first form
of financial reporting. It shows aggregated data and reconciles information
on the budget of revenues, expenditures, cash flows and other detailed
budgets (for example, availability budget and stocks movement, availability
budget and use of biological assets, agricultural production, budget of capital
investments, etc.) [11; 13].

Table 2

Relationship between budgets and agribusiness balance sheet items

Functional budget Balance type Management balance sheet item
Agricultural production (crop, livestock),
agricultural products (Asset)

Budget for agricultural production

Budget of purchases of raw material
and supplies
Budget of acquisition(growing) of current

Stocks of raw materials (Asset)

. . Debit Cost of current biological assets (Asset)
biological assets
Budget of acquisition(growing) of long- Cost of long-term biological assets, capital
term biological assets investments (Asset)

Accounts receivable of buyers, consumers,

Budget calculations with customers customers (Asset)

Budget calculations with suppliers Accounts payable to suppliers (Liabilities)
Budget calculations with staff and Accounts payable to employees and the single
costs of social activities Credit social contribution (Liabilities)

Budget of income from the sale

of agricultural products Profit from operating activities (Liabilities)

Source: updated on the basis [1; 4; 8].

It should be noted that the balance model of budgets and its internal
relationships is somewhat more complex than the "classical" budgeting scheme
(as, probably, any more perfect system compared with historical predecessors).
However, it has advantages and the necessary elements aimed at effective
management of complex business activities, especially in large agro-indus-
trial companies of the holding type, which must have a number of developed
to the implemented budgets.

Balance budget supplementing of agribusiness with important ana-
lytical indicators to assess the capitalization of assets, assets, liquidity and
solvency, financial stability will allow more comprehensive and reasonable
approach to the process of developing balance budget indicators and assess
their implementation, the consequences for the financial condition.
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Thus, balance budgeting has a number of advantages. It allows
to coordinate the system of budgets planned indicators of different levels
and functional tasks; promotes coordination and interaction between partici-
pants in business processes, managers and executors; forms an understan-
ding of targets, tasks and stages of their achievement; allows to compare the
results achieved with the desired, to establish the causes of the detected devia-
tions. In addition, it provides an improvement in the motivational compo-
nent, more efficient use of resources and well-thought-out financing
of needs, as well as the accumulation of experience in building and imple-
menting previous budgets.

Conclusion. Budgeting is an important tool for effective management
of any activity, as it helps to plan the expected results of management, for-
malize goals and prescribe ways to achieve them. The balance budget coor-
dinates and complements the budgets of revenues and expenditures together
with the budget of cash flows, which allows comprehensive planning of
financial and economic activities and effectively monitor their implemen-
tation to achieve the desired level of economic development and prosperity.

Peculiarities of BB for agribusiness enterprises are related with the
forecast estimates complexity, especially in achieving the desired indicators
of financial condition and assets capitalization, as it is difficult to predict the
fair value of future harvests, which are affected by numerous factors, take
into account significant risks and weather yield, seasonality and cyclical
production processes, the complexity of the initial recognition of biological
assets and valuation of agricultural products.

Balance budgeting in agribusiness is implemented on the principle
of indicators consolidation for biological assets, other current and non-current
assets, current liabilities, other liabilities and collateral, components of equity.
BB combines the functions of accounting, analysis and control. However,
with the right organization, it can also perform a motivating function, if you
provide appropriate levels of remuneration for achieving the goals of the
enterprise and departments. Balance budgeting allows to effectively forecast
and manage financial condition, solvency, financial stability, resources, book
value and capital structure in search of the necessary sources of funding,
which have got a great importance for agribusiness.
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@Domina 0., Cemenosa C. banancose 6100xcemysanns niOnpUEMcme azpooizxecy.
Ilocmanoska npoonemu. Y npaxmuunii OisLIbHOCMI OI00NHCEMYBAHHS PO32NAOAIOMb

SK npoyec NAaHy8anHs ma CKIa0anHs Kowimopucis. banancose 6100dcemyeants 0ae amoey
V320001cy8amu nompedu 6 pecypcax 3 0xicepenamu ix QiHaHCy8aHHAM, a npu NPAsUNbHILL opea-
HI3ayii Modice sucmynamu eheKmusHUM THCMPYMEHMOM PO3POOKU | BNPOBAON*CEHHS (DiHaAH-
C080-eKOHOMIUHOI cmpameeii nionpuemcmea. banancose 6r00xcemysanns modice 3abes-
neuumu AKiCHe NIAHYBAHHA 3MIH 8 AKMUax, AKi NPUHOCAMb CilbCbKO2OCHOOAPCLKY NpO-
OYKYiI0 ma NPpUMHONCYIOMb HAAGHI Oi0NI02IUHI aKmueuy, onmumizayilo ckiady nacugie ois
00CACHEHHA YibOBUX 3HAUEHb NOKA3HUKIE (hiHAHCO8020 cCMAaHy NIONPUEMCMEA.
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Ananiz ocmannix 00cnioxcens i nyonikayiin noxazas, wo mema OONICemy8anHHs
€ AKMyaIbHO0, Npome 8aNCIU8icms i 0cobaugocmi came 6aiaHco8020 OI0OHCEMY8aHH O
nionpuemcme azpobizmecy 8UcgimieHi HedOCmamHso.

Memoto cmammi € gusHaueHHss 0cobIUGOCMEN DANAHCOB020 OIOONCEMYBAHHS, BUOI-
JIeHHsL KNACUDIKAYIUHUX O3HAK Ma OOTPYHIMYEAHHSL 83AEMO38 3Ky OI00JCemie 31 cimammsmu
VAPABNIHCbKO20 OANAHCY A2PONPOMUCTOBUX NIONPUEMCTNG.

Mamepianu ma memoou. Memooonociunoo OCHOB0I0 OOCHIONCCHHS € 3A2ANbHO-
HAYK0GI MemoOu NI3HAHHSA. AHANI3, CUHMe3, IHOYKYis, 0e0yKYis, NOPIGHAHHI, AOCMPAKMHO-
Jo2iuHull | cucmemnull nioxoou.

Pezynomamu oocnioscennn. /[ns azponionpuemcms 6anancoge 010024cemyeanHs Mae
PpAO ocobrusocmell, ceped AKUX. 3eMIs SIK OCHOGHUL OOMedCyrouutl (hakmop, ce30HHICmb
BUPODHUYMEBA, 3ANEHCHICTb 610 NPUPOOHO-KTIMAMUYHUX YMOS, 6PAXY8AHHSL PUSUKIE, CKIAO-
HICMb Nep8iCHO20 BUBHAHHS OIONOSIUHUX AKMUGIB | CLIbCbKO20CHOO0ApPCbKOI NpoOdyKyii, saKa
OazyemvCsi Ha 3acmMocy8anti NPoQeciiino2o CyOlCeHHsl y GUSHAUEHHT CRPABEOIUBOT 6APMOCIL.
Cepeo wecmu 0cHO8HUX KIACUDIKAYILIHUX 03HAK OANAHCOB8020 OI0O0NCENYBAHHSL OE3N0CEPEOHBO
BUOINAIOMb O3HAKY 30 00 €KMOM CKIadanHs 0100xcemy. Y ceoro uepey banancosi 6100cemu
MOACYMb NOOLISIMUCDH 3ATIEHCHO BI0 CMPOKIB CKIAOAHHS, NPUHYUNIE noOYy008uU, nioxooie, Memo-
OuKu, Yinbosum npusHadennsm. barancosutl 6100cem 8UHAYAE CMAMUYHI NOKA3HUKU HA GiO-
nogiOHy 0amy, Y3200y MIJC COOOK PO3PAXYHKU NO 6CIX THWMUX 8udax Orddicemis i HAOAe
iHghopmayiro npo Odicepena 3pOCMAaHHsL 6aPMOCi AKMUGI6 ma npubymKis.

Bucnoexku. Banancose 6100dcemy6antns Ha NIONPUEMCMEAX azpobizHecy peai-
3YEMbCA 30 NPUHYUNOM KOHCONIOAYiT NOKA3HUKIB NO DION02IYHUX AKMUBAX, THWUX 060pom-
HUX Ma HeoOOPOMHUX AKMUBAX, NOMOYHUX 30008 A3AHHAX, IHWUX 30008 A3aHHAX | 3a0e3-
NeYeHHAX, CKAA008UX 61acHoz2o kanimany. banancose 0w00icemysants noeouye QyHxyii
001ixy, ananizy ma konmponio. banancose 6100cemyeants 0ae 3mMo2y eQheKmugHo NPocHO-
3yeamu U ynpasusimu Oi0N02IYHUMU AKMUBAMU, PeCypcamu, OANAHCO80I0 apmicmio ma
CMPYKMYypol0 Kanimany, (IHAHCOBUM CMAHOM 3A2dOM Yy NOWYKY HeoOXIOHux ooicepen
Ginancysanns, wo mae enuxe 3HaYen s st NIONPUEMCME azpodI3Hecy.

Knwuoei cnoea: Owomker, banaHCOBE OFODKETYBaHH, MiIPUEMCTBO arpo0i3Hecy.
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CLUSTERING OF BANKS ACCORDING
TO THEIR BUSINESS MODELS

The business models of banks were identified according to previously formed
parameters. The authors distinguished business models of Ukrainian banks such as retail,
universal, corporate, corporate with retail financing. The paper studies ranking method
to analyze and compare banks business models in terms of financial and risk indicators.

Keywords: bank business model, clustering, k-means method, risk and financial
performance indicators, ranking method, indicator rank.

Background. Banks of Ukraine differ especially in the composition of
assets, liabilities, income, and expenses, the level of risk and profitability, etc.
In its general form, the structure of assets, liabilities, and income of a bank
reflects the business model. According to the SREP (Supervisory review and
evaluation process), banks and supervisors should identify and analyze the
business model. Different business models may affect the behavior of banks
differently and have differences in their level of profitability and risk. The
choice of business of the bank depends on the efficiency and stability of its
operation, as well as its competitiveness in the market.

Analysis of recent research and publications. Scientific views on
the interpretation of the term "bank business model", the choice of criteria
and systems of indicators for the selection of business models types are
identified in the works of L. Sachynska [1], I. Movchanenko [2], I. Kasa-
tonova [3], P. Kutsyk [4], P. Alakozova [5], O. Lyubich, G. Bortnikov,
G. Panasenko [6] etc. Ukrainian scientists and foreign scientists, among
whom are the most famous A. Derkachenko and Y. Khudoliy [7], V. Rash-
kovan and D. Pokidin [8] R. Lug, M. Tomkus, K. Schmalz [9], M. Farne,
and A. Vuldis [10], R. Roengpitya, N. Tarashev, K. Tsatsaronis, A. Villegas [11],
M. Tsernov, T. Urbano [12], F. Mergaerts, R. Vennet [13] and others study
theoretical and practical issues of using the tools of clustering and analysis
of banks according to different business models.

© Shulha N., Omelenchuk V., 2021
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The normative documents of the NBU consider the issues of business
models identification, evaluation, and decision-making on the provision of
emergency financing based on the results of their analysis. The regulator
emphasizes the need to assess the business model, which should be con-
sistent with the general risk appetite of a bank [14]. This issue remains
debatable and unresolved, determines the relevance of the chosen research
topic and its purpose.

The aim of the paper is to find out the essence of methodological
approaches to the identification of business models of Ukrainian banks, as
well as to give suggestions for their improvement.

Materials and methods. The theoretical and methodological basis
of the study is the scientific works of foreign and domestic scientists.
General scientific and special methods of cognition such as abstract-logical,
grouping (theoretical generalization and formation of conclusions on the
identification of business models), statistical (absolute and average values,
clustering method) for distinguishing business models of Ukrainian banks
were used in the paper.

Results. Today banks, like other businesses, operate in a highly
turbulent economic environment, which is characterized by, on the one hand,
an increase in the level of risk, on the other hand a decrease in margins.
In such conditions, banks are looking for the most optimal option for mana-
ging assets and liabilities, which forces them to constantly improve their
business models and strengthen the competitive position in the market and
increase the market value.

There are different definitions of the term "business model" of a bank
in the economic literature. For example, the business model is considered as
a set of banking activities in the works of M. Farne and A. Vuldis) [10].
R. Lug, M. Tomkus and K. Schmalz [9] define this term a set of compo-
nents (somewhat broader) used to overcome competition and achieve opti-
mal profits in the financial market, where a similar product strategy is used,
F. Mergaerts, R. Vennet [13] think that "business model" is the structure
of assets, liabilities, capital and income.

We believe that in general, the business model is a systematization
of assets and liabilities of a bank by their structure and volume, currencies,
maturities, types of business, and banking products, types of customers and
other criteria, the choice of which depends on the in-depth of the study. The
background reflection of the bank’s business model is its risk indicators and
financial indicators.

We analysed existing scientific achievements and highlighted that the
methodological approaches to the identification of business models differed
in the list of indicators based on the public financial statements of banks and
the qualitative characteristics of banks, expert assessments. Thus, the cluster
analysis is often used for processing the received information.
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The nature of the cluster is revealed in the etymology of this word.
The English word cluster means a bunch, a bush. The meaning of the verb
form is to grow in bundles, to form clots. The essence of the statistical
interpretation of clustering is as follows: the data matrix » - m is fed to the
input, where n is the number of banks; m is the number of variables by
which they are grouped into separate clusters. Variables are the charac-
teristics of banks, and the cluster of several of them is determined by the
smallest distance between their values. Each cluster is a separate business
model of the bank.

There are numerous studies on the identification of business models of
banks based on cluster analysis in the domestic and foreign scientific
studies. Scientists use neural networks and A-means methods to build clus-
ters of banks on business models. L. Dolinsky, I. Miroshnychenko, V. Kor-
chynsky [15], V. Rashkovan, D. Pokidin use self-organizing maps Kahonen,
which are based on artificial neural networks [8] for the identification of
banks business models. Clustering of banks by business models based on
the method of k-means and construction of the dendrogram (hierarchical
clustering) is considered in the papers of O. Primerov, G. Kiselyov [16].

This study is based on the use of the most common method of cluster
analysis — k-means, which is a non-hierarchical and iterative method, which
was proposed in the 1950s of the twentieth century mathematician G. Stein-
haus and Stuart Lloyd. This method was very popular due to its simplicity,
clarity of implementation, and fairly high quality of the results [17].

The clustering algorithm using the k-means method is traditionally
performed in a certain sequence.

At the first stage, the choice of the number of k clusters is made, based
on the method of the elbow (Figure I), which calculates the Euclidean dis-
tance for any number of clusters from 1 to 10. The number of clusters is chosen,
the difference between the previous number and the next is the largest.

7

[

SuT of d stances

2 4 5] a 10
Mumbar of <lustars

Figure 1. Elbow Method
Source: [17].

124 ISSN 1727-9313. HERALD OF KNUTE. 2021. M 6




BANKING

k centroid points which have an arbitrary location are formed at the
second stage. Assignment of points to the centroid occurs by determining
the Euclidean distance based on the formula:

p(x, ) = |lx— | = Jz;zl(xp — )2

where x, yeR",
Xp — X is axis value, yp — y is axis value.

The distance of all points to the centroids is calculated, new centroids
are formed and the old ones are removed until the minimum distance of the
points to the centroids is determined at the third stage.

In the course of this study, the clustering of Ukrainian banks was
carried out as follows — parameters for cluster construction were selected;
banks were grouped into clusters using the Python programming language
and based on their description of business models; the indicators of business
models were clarified, upon which the distribution of banks was adjusted.

The focus group has been formed to cluster Ukrainian banks, repre-
sented by 70 operating Ukrainian banks. The calculations of the coefficients
are based on the data of the supervisory statistics of the NBU as of July 1, 2021.

It is necessary to form a system of indicators to identify bank business
model. The review results of domestic and foreign studies show that scien-
tists offer different approaches to the choice of indicators for building
clusters of bank business models. For example, V. Rashkovan and D. Poki-
din use the following indicators in the process of business model identi-
fication: assets/branches (UAH); average loan repayment period (in years);
average loan amount (thousand UAH); share of equity and subordinated
debt (shows the share of borrowed funds of the bank); the share of retail
loans in income-generating assets; the share of retail financing in total liabi-
lities without subordinated debt; the share of loans in assets [8]. Some of
these indicators cannot be calculated based on public financial statements of
individual banks, for example, the average maturity of loans (years), the
average loan amount (thousand UAH).

A. Sinyuk identifies the following indicators (% of assets): bank loans,
bank liabilities, loans to legal entities, liabilities to legal entities, loans to indi-
viduals, liabilities to individuals, trade assets [18] to form clusters of busi-
ness models. This list is too cumbersome to identify business models. In
addition, there is a close relationship between some of these indicators,
leading to duplication of information.

O. Primerova, G. Kiselyova cluster banks by the following financial
indicators:

return per unit of assets (ROA) — indicates how much net profit per unit
of bank assets;

instant liquidity of the bank (H4) — reflects the ability of the bank to ensure
the timeliness, completeness and continuity of all its monetary obligations;
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capital adequacy (H2) — reflects the bank’s ability to timely and fully
pay its liabilities;

interest margin — determines how successfully the bank acts as an inter-
mediary between bank depositors and borrowers [16].

M. Tsernov and T. Urbano propose to use a hybrid approach to high-
light business models that uses both qualitative and quantitative indicators [12].

The National Bank of Ukraine provided the following list of indi-
cators: loans to businesses; loans to individuals; funds placed in other banks;
funds of business entities; funds of individuals; funds of other banks and
international financial organizations [19] to identify bank business models.
However, the NBU methodology does not specify exactly how the indica-
tors are calculated (relative to the balance sheet currency or the share in the
total volume of loans/deposits).

We considered the following provisions in research: calculations
should be based purely on public financial statements; the indicator should
be significant for the identification of business models; information should
not be duplicated in determining individual indicators.

The article provides to use only two indicators to identify the
Ukrainian bank’s business models — deposits of individuals / total liabilities,
loans to legal entities / total loans. The choice of these indicators is based on
the following considerations: deposits of individuals are the largest in terms
of both volume and share in the liabilities of banks, as well as a stable
source of formation of the resource base of banks; the share of loans to legal
entities in their total volume in the banking system of Ukraine is almost
80%, so this indicator is important for characteristic of the banks activities.

The article offers the calculations based on these indicators, the results
of which are the basis for the separation of four clusters of banks in Ukraine.
The authors calculated the average values of the parameters, as well as their
range for each business model to determine which cluster the business
models belong to.

The first cluster "Corporate Business Model with Retail Financing"
is characterized by the average share of loans to legal entities in the loan
portfolios of Ukrainian banks which is 94.2 %, the main share in liabilities is
deposits to individuals, the average of which is 43.12 %. The second cluster
"Universal Business Model" with average values of corporate loans/ total
loans is 60.88 % and deposits of individuals/total liabilities are 38.97 %.
The third cluster "Corporate Business Model" with average values of loans
to legal entities/total loans is 93.94 % and deposits of individuals/total
liabilities are 13.66 %. The fourth cluster is the Retail Business Model with
12.28 % of the average share of corporate loans/total loans and an average
share of retail deposits/total liabilities is 76.77 %.

The results indicate that there are four business models, in contrast to
the NBU methodology, which identifies five business models: universal —
significant shares in assets and liabilities belong to transactions with legal
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entities, individuals, other banks and non-banking financial institutions;
retail — assets and liabilities are dominated by transactions with individuals;
corporate — a significant share in assets are loans to legal entities, in liabi-
lities — funds raised from legal entities; corporate with retail financing — the
main share in assets belongs to loans granted to legal entities, in liabilities —
funds raised from individuals; limited credit intermediation — the share of loans
granted to legal entities and individuals is insignificant (less than 30 %) or
the main share of loans granted to a limited number of persons, or active
operations are financed with own funds [19].

The business model "limited credit intermediation" is inappropriate.
Banks, which belonged to the business model "limited credit intermedia-
tion" according to the NBU classification, according to the author’s metho-
dological approach are classified into different business models according to
the share of their credit operations with legal entities in the loan portfolio
and deposits of individuals in total liabilities.

Author’s clustering of Ukrainian banks according to four business
models is presented in Figure 2.

10 - WP ®y o o, .
o ®

o - o

® Universal business model L

® Corporate business model with retail f.

® Retail business model @ P
Corporate business model @
centroid Py

Loans to legal entities / Total Loans

0.0 0.2 0.4 0.6 0.8
Deposits of Individuals / Total Liabilities

Figure 2. Clustering of Ukrainian banks according to business models
as of July 1, 2021

Source: compiled by the authors on the basis of the supervisory statistics of the NBU [20].

The results of the clustering of Ukrainian banks show that 9 banks
choose the universal business model (for example, JSC "ALFA-BANK",
JSC "PUMB?", JSC "KREDOBANK"); 26 banks prefer corporate models with
retail financing (including JSC Oschadbank, JSC Raiffeisen Bank Aval, JSC
UKRSIBBANK, JSC PROCREDIT BANK); 5 banks choose retail models
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(JSC "UNIVERSAL BANK", JSC CB "PrivatBank", JSC "A — BANK" and
others); 30 banks prefer corporate models (among them JSC "Ukrexim-
bank", JSB "UKRGASBANK", JSC "CREDIT AGRICOLE BANK", JSC
"ING Bank Ukraine", JSC "CITIBANK").

The authors offer methodological approach and conclude that the
structure of the loan portfolio by type of borrowers significantly affects the
formation of the bank’s business model. The asymmetry of the location
of banks by business models is presented in Figure 3.
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Figure 3. Clustering of Ukrainian banks according to business models
and their asymmetry as of July 1, 2021

Source: compiled by the authors on the basis of the supervisory statistics of the NBU [20].

Another situation with asymmetry is in Figure 3, as for banks that
belong to a corporate or retail business model, the share of loans granted to
corporate and retail customers can reach 100 %. Such banks include ING
Bank, JSC Deutsche Bank DBU, or JSC SEB CORPORATE BANK. Usually,
a special asymmetry is formed in the direction of increasing the share of loans
granted to the relevant types of customers in the loan portfolio of banks.

Each business model is characterized by a certain level of risk and
financial performance [18]. To analyze them, it is important to select indi-
cators of risk and financial performance of banks, which could be calculated
on official financial statements. Such indicators should include authorized
capital and reserves to the balance sheet currency, the share of cash and cash
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equivalents in total assets, the ratio of loans to deposits, the ratio of loans to
total assets, the ratio of operating expenses to total assets, return on assets,
return on capital, rate of return (net profit / total income), measure of risk
appetite (risk-weighted assets/total assets), the share of problem loans in the
loan portfolio.
The average values on each business model are calculated according
to the given list of indicators (Table 1).
Table 1

Average value on risk indicators and financial indicators on business models
of the banks of Ukraine as of July 1, 2021

Authorized The share The ratio The ratio Share Measure The ratio Number
Business | capital and | of cash and cash of loans of loans of non- of risk ROA ROE Rate of | of operating of
model reserves to equivalents and to total performing . return | expenses to bank:
total assets | in total assets deposits assets loans appetite total assets anks
Retail 0.2111 0.0367 0.7516 0.4818 0.29 0.7 0.0187 5
Corporate 0.0617 4.4748 0.2296 0.0068 | 0.0618 | 0.2447 30
Universal 0.1848 0.0702 0.3905 0.524 | 0.0048 | 0.0482 0.091 0.0098 9
Corporate
with retail
funding 0.1844 0.7518 0.4413 0.178 0.584 | 0.0035| 0.0302 | 0.0754 0.0123 26

Source: compiled by the authors based on the supervisory statistics of the NBU [20].

Data from Table 1 (the deeper color, the better) show that the retail
and corporate business model with retail financing, which specializes in ser-
ving mainly one type of customer, is characterized by the highest level of
credit risk, the numerical value of which is 0.4818 and 0.4413, respectively.

The comparison of banks’ business models in terms of risk and finan-
cial performance is based on the ranking method, the results of which are
presented in Table 2.

Table 2

Ranks on financial indicators and risk indicators on business models
of Ukrainian banks as of July 1, 2021

Authorized The share The ratio | The ratio Share Measure The ratio
Business | capital and | of cash and cash | of loans of loans of non- £ risk ROA ROE Rate | of operating | Number
model reserves to equivalents and to total performing ot 11 of return | expenses to | of banks
total assets in total assets deposits assets loans appetite total assets
Retail 3 1 3 1 1 1 1 5
Corporate 2 1 2 3 3 3 30
Universal 2 3 3 3 2 2 2 3 9
Corporate
with retail
funding 1 2 2 3 2 1 1 1 2 26

Source: compiled by the authors based on the supervisory statistics of the NBU [20].

The ranks of indicators are given in the 7able 2 (the deeper color, the
better), which are determined in descending order (the better value of the
indicator, the higher its rank). The amount of ranks is calculated separately
for indicators of risk and financial performance.

Data from Tables 1, 2 illustrate the following pattern: a riskier busi-
ness model of banks generates higher financial performance.

Conclusion. The highest rank of risk (its lowest level) is observed
in the universal business model, followed by corporate, corporate with
retail financing, and retail business models, ranked from lower to a higher
level of risk.
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A similar ranking of banks’ business models is based on financial
performance indicators (the higher the rank, the better). The retail and cor-
porate business models have the highest rank of financial efficiency. Lower
ranks of financial performance are inherent in the corporate business model
with retail financing (in 4th place) and the universal business model (in 3rd
place). The most attractive is the corporate business model of the bank with
an integrated assessment of the business model (considering both financial
performance and risk).

The research results can be used by the National Bank of Ukraine for
improving the methodology of banks’ business models identification, as well
as for deciding on the differentiation of regulatory instruments by the NBU,
based not only on the size of a bank but also on the level of risk of its
business model; when banks analyze their business models in terms of not
only their risks and financial performance, but also a comprehensive
assessment.

Banks’ business models are not static due to the influence of exoge-
nous and endogenous economic variables, such as the evolution of the
banking system, macroeconomic and prudential restrictions, the competitive
environment, financial and technological innovation, customer demand and
business goals.
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Ilynvea H., Omenenuyk B. Knacmepusauyia 6ankie 3a 6i3nec-wooenamu.

Ilocmanoska npoonemu. banku Yrpainu cymmeeo pisnamoca 3a cK1a0om akmueis,
nacusis, 0icepen OMpUMAanHs 00X00i8 ma eUMpam, pieHeMm PU3UKi6 ma npubdymrKosocmi
oisneHocmi mowo. B y3azanvHeHoMy 8u2nadi cmpyKmypa aKmusis, nacusie ma 0oxooie OaHKy
gidobpascac tio2o OizHec-mooens. Bionogiono 0o naenadosozo nioxody — SREP (Supervi-
sory review and evaluation process) 6anku ma Ha2i008i OP2aHu NOGUHHI NPOBOOUMU [OCH-
mugixayiio ma aunaniz oiznec-mooeneu. Pizni 0iznec-mooeni HeOOHAKO8O MONCYMb GNIU-
6amu HA NOBEOIHKY OAHKI8 I MarOmMb GIOMIHHOCMI 6 PIGHI IX NPUOYMKOBOCMI MA PUSUKIE.
Bio subopy 6iznec-moodeni 6auky 3anexcums eekmuericms ma cmabiibHicmb QYHKYIOHY-
BAHH5, A MAKOIC 1020 KOHKYPEHMOCHPOMOIICHICING HA PUHKY.
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Ananiz ocmanuix 0ocnioxcens i nyOaiKayiii NOKA3ae, Wo NONPU HAABHICIb CYMMEBUX
HANPay06ans 3 Yici npobReMamuKy, 60HA 3aTUUAEMbCST OUCKYCILIHOIO Ma 00 KiHYsl He Gupi-
wieroro. Lle 006ymo8uno axmyanvHicms 00panoi memu OOCHIONHCEHHs Ma BUSHAYUIO U020 Mem).

Memoro Oocniddicenns € po3KpUmms CymHOCHE MEMOOUUHUX Nioxo0ie 00 idenmudi-
Kayii Oiznec-mooenetl 6anKie Yxpainu, a maxodic HAOaHHs NPONO3UYill oo iX YOOCKOHANEHHSL.

Mamepianu ma memoou. Teopemuxo-memooonociuky 6azy 00CHONCEHH CMAHO6-
JISIMb HAYKOSL Npayi 3apyOidcHux ma eimyusHsaHux yuenux. B ocnogy 0ocuiocernns noxua-
0€HO 3a2aNIbHOHAYKOBI MA CHeYianbHi MemoOUu Ni3HAHHA: AOCMPAKMHO-I0SIYHUL, 2PYnY-
6AHHA, CIMAMUCTNUYHI.

ITupopmayitinoro b6azor docnidxcenns € mamepianu HBY wooo deskux nokasnuxie
PU3UKI6 ma PIHAHCOBUX NOKA3HUKIE banKie VKpainu, inancosa 36imHicmb oKpemux OAHKIE,
HayKkosi nyonikayii 3 00c1ioxHcy8anoi memu.

Pesynomamu  0ocnioycenna. 3a  pe3yriomamamu  OOCTHIONCEHHA BUOKDEMIEHO
yomupu 6iznec-mooeni, Ha 6iOminy 6i0 memoouxu HEY, 32i0no 3 saxoio idenmugixosano
n’ame 6i3nec-mooeneil. Koxcny Oiznec-mooens MOMCHA OYIHUMU 30 NOKAZHUKAMU PUSUKY
ma epexmusrocmi.

Bucnosxu. Haiivenwt pusuxoseoio € ynieepcanvha Oiznec-mooeib, 3a SO0 CrioyIoms
KOPROPAMUBHA, KOPNOPAMUGHA 3 POo30piOHUM (QIiHAHCY8AHHAM MaA pO30piOHa 6i3Hec-
MOOeni, Wo NPOPAHI’COBAHI 8I0 HUNCYO2O 00 6UW020 pieHs pusuky. [lpu inmeeposaniu
oyinyi 6i3Hec-mooeni (3 0OHOUACHUM YPAXYBAHHAM K NOKA3HUKIE (DIHAHCO80I pe3yibma-
MUuHOCMI, MAK | pU3UKI) HAUOLIbUL NPUBAOIUBOIO € KOPNOPAMUBHA OI3HEC-M00enb OAHKY.

Knwuoei cnosa: OizHec-Momenb 0aHKY, KIACTEPH3aIlis, METOH k-CepelHix, IMoKas3-
HUKH pU3UKIB Ta (piHAHCOBOI pe3yIbTaTUBHOCTI, METOJ] paH)KyBaHHS, paHT TIOKa3HUKA.
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BANKING DIGITALIZATION
DURING THE COVID-19 PANDEMIC"

This article studies the impact of the COVID-19 pandemic on the processes of inno-
vative development and digital transformation of the banking sector. The authors analyze
the COVID-19 pandemic as a factor in accelerating the introduction of innovative digital
banking technologies. The key changes that took place in the banking sector under the
influence of the coronavirus pandemic were considered, which allowed to identify main
vectors of digitalization of banking processes in Ukraine and to develop criteria for
classifying banks according to their digital development.

Keywords: digitalization, digital economy, distance services, digital sales channels.

Background. The financial market has changed dramatically in recent
decades. It has transformed from a model of traditional corporate business
of banks to entire ecosystems of banking and non-banking markets during
this time. New challenges also dictate transformations that stimulate the
active growth of digital transactions and form the demand for digital pro-
ducts and services in the financial sector. Domestic digital banking could
still develop as a classic banking for a long time, but the COVID-19 pan-
demic changed all plans and became an impulse for the accelerated digital
transformation of the banking business. The research "COVID-19. Sustai-
nable" by the consulting group One Philosophy shows that the pandemic has
become a catalyst for launching new products or services in 71 %

* The article was prepared as part of the research work "Digital Transformation of Trade,
Economic and Tourist Systems of Ukraine" (state registration number 0121U112231).
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of organizations, and 55 % have attracted new partners to create joint
initiatives [1]. Therefore, the issue of digitalization in the domestic banking
sector is quite relevant today and needs further investigation.

Analysis of recent research and publications. The study of the
impact of the COVID-19 pandemic on the development of banking sector
and the level of its digitalization is interesting for both domestic and foreign
scientists and practitioners. J. Dovhan identified the main problematic
aspects of the banking sector in the context of the COVID-19 pandemic and
proposed measures to avoid the consequences of the crisis for banking
institutions [2]; A. Zaverbny, N. Sokulsky studied the current state of the
banking system digitalization and society experience of using banking ser-
vices during the pandemic, and also considered the prospects for the future
of the banking business [3]; L. Marichak, 1. Masyk considered the acelera-
ted development of electronic and mobile banking in the face of restrictions
and the emergence of new opportunities for banks and their customers in
connection with the transition to remote service in many areas of society in
their work [4]; Lai Cao Mai Phuong studied the response of the banking
sector to lockdown / blocking reports to prevent the COVID-19 epidemic in
Vietnam [5]; V. Varzaba, T. Boru, N. Mosteanu, A. Faccia, L. Cavaliere,
S. Bhatia, Z. Korzeb, P. Niedziolka and others also considered this issue.

It should be noted that scientists study the impact of the COVID-19
pandemic in the context of negative consequences for the financial condi-
tion of banks and their clients, deteriorating indicators of financial stability
and the need to rethink the policy of state banking regulation and super-
vision. The research of the impact of the pandemic on digital processes in
the banking sector deals with some papers of domestic authors who state
only some facts of introduction of certain technologies. At the same time
foreign scientists and large professional audit and consulting companies
focus on European and American experience on digital transformation and
its global aspect. It is necessary to study systematically the impact of the
COVID-19 pandemic on the digital transformation of the banking sector of
Ukraine and the development of criteria for classifying banks according to
their level of digital development, taking into account national charac-
teristics, experience and practice.

The aim of the article is to study the impact of the COVID-19 pan-
demic on the digitalization processes of domestic banks.

The tasks of the article are:

« to study the impact of the COVID-19 pandemic as a catalyst for the
implementation of the digital banking technologies;

« to identify key vectors of the digitalization processes in Ukrainian banks;

. to develop a system of classification features for grouping banks
according to the level of their digital development.

Materials and methods. Scientific methods of theoretical genera-
lization, analysis and synthesis, grouping, system approach were used in the
paper. The information and analytical base of the research included materials
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of the National Bank of Ukraine, reports of the USAID project "Financial
Sector Transformation", scientific articles, etc.

Results. It should be noted that the use of advanced innovative
technologies in all spheres of human activity, including finance, is a modern
trend in the world. Such technologies in the financial sphere have a positive
effect on the development of the country’s economy and on the general
welfare of society. Many countries of the world are gradually and dyna-
mically implementing the tools of the "digital economy", which is based on
the introduction of the latest computer technology, because of its obvious com-
petitive advantages of long-term innovation and economic development.

Digital transformation or digitalization is a process that an organi-
zation goes through when it changes from an outdated approach to new
ways of working and thinking by using digital, social, mobile, and new
technologies [6]. Moreover, digital transformation takes a customer-driven,
digital-first approach to all aspects of a business, from its business models to
customer experiences to processes and operations. It uses Al, automation,
hybrid cloud and other digital technologies to use data and drive intelligent
workflows, faster and smarter decision-making and real-time response to
market disruptions [7]. Digital transformation is considered a driving factor
that offers a solution to the challenges that banks currently face. According
to the KPMG study "Digitalization in banking beyondCOVID-19", digitali-
zation is about the use of technology and innovative tools to improve the
efficiency and efficacy of a given process; whether by building in-house
capabilities or partnering with third-parties to do so [8].

The authors of the study emphasized that digitalization is used as
a broad term, which covers various dimensions and value chain activities of
a bank, and other businesses, but there are digital specific tools for banks
which enable to solve concrete problems.

Digitalization can have a meaningful impact on banking sector, tools
and strategic themes which include:

« simplifying journeys and using digital partners to drive customer centricity;

. strengthening cyber security to manage increased digital traffic and
control IT risks;

. rationalizing the application landscape to drive cost reductions and
control IT risks;

. using cloud technology to increase flexibility while lowering costs;

« strategic IT outsourcing to increase operational resilience and flexibility;

« using blockchain to facilitate ESG-reporting and practices [8].

The development of the banking system is a key part of the financial
system of any country in modern conditions; it is characterized by digi-
talization of all banking processes. The results of the banks in 2020 showed
that the COVID-19 pandemic became a significant factor in intensifying the
digital transformation of the banking business as a whole. During the pan-
demic period and quarantine restrictions, all participants in the banking busi-
ness were able to appreciate the benefits of the updated customer service
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format. The necessity to reduce physical contacts between people, transport
restrictions encouraged banks to restructure the work of offices and bran-
ches very quickly, to organize remote work of staff, to develop mobile
applications and other remote service channels.

In general, the consequences of the pandemic and the effect of qua-
rantine restrictions and anti-epidemiological measures in Ukraine were mani-
fested in the strengthening of the certain trends.

Firstly, such sales channels as Internet banking, SMS-banking, mobile
applications, chatbots, mobile bankers, self-service areas 24/7, fully auto-
mated offices were used for all clients groups as a transition to remote and
online service format.

The largest leaders in digital banking by number of users are Privat24
from JSC "Privat Bank" (over 12 million), Oshchad 24/7 from JSC "Oshchad-
bank" (4 million), Monobank from Universal Bank (3 million) in the domes-
tic market. It should be noted that online banking Privat24 is considered as
the best digital banking in Ukraine more than 5 years, which is recognized
not only in Ukraine, but also abroad.

Research Institute Capgemini carried out the survey, 11 200 consu-
mers from 11 countries participated in it. The Institute made the report
"COVID-19 and the financial services consumer” and 45 % of respondents
said that they used mobile banking, which was the most convenient for them
since the start of the pandemic [9].

Secondly, reorganization of the bank’s branches network, staff reduc-
tion is the part of optimization.

Ukrainian banks have reduced the number of existing structural units
in recent years to optimize their own network and focus on remote service
(Figure I). In general, the number of banking branches is decreasing for the
ninth year in a row. State and foreign banks closed their branches more acti-
vely than others.

10

Number, thousand

1217 12.18 12.19 12.20 03.21
Month, year

OsState-owned OPrivatBank BEForeign BPrivate
Figure 1. Separate structural branches and head offices of Ukrainian banks

Source: [10].
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According to the survey research by the Capgemini Research Institute,
one-fifth of consumers before the pandemic frequently visited the branch
and the same number said that they would continue to visit them. However,
most consumers have announced the transition to remote banking via the
Internet, mobile banking, messengers and chat bots.

The staff reduction was also the result of increased digitalization and
the closure of bank branches. The trend of changing the number of staft is shown
in Figure 2. For the 6 months of 2021, a total of 1.1 thousand employees were
laid off, the largest staff reductions were made by state and foreign banks.
At the same time, private banks hired almost 1.7 thousand people [10].
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Figure 2. The level of staff in banks, thousand employees
Source:. [10].

Thirdly, transformation of the payment infrastructure through increa-
sing the number of banks payment terminals reduces the number of ATMs.

The constant expansion of the payment infrastructure for non-cash
payments continues in 2021. The number of sale points that accept payment
cards has increased by 2 % since the beginning of 2021 up to 333.5 thou-
sand. The network of trade pos-terminals in Ukraine has also grown by 2 %.
Almost 87 % of trade payment terminals provide the possibility of contact-
less payment. The number of payment terminals (contact and contactless)
per 1 million permanent population of Ukraine was 9.6 thousand on April 1,
2021 (8.3 thousands on April 1, 2020).

ISSN 1727-9313. HERALD OF KNUTE. 2021. W 6 137




BANKING

It should be noted that with the growth of the payment terminals
network (Figure 3), the number of ATMs of banks is reduced (Figure 4),
which was caused by the global cashless trend, so it provides decreasing
cash payments and total amount of cash in circulation.
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Figure 3. Number of POS terminals, thousand units
Source: [10].
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Figure 4. Number of self-service bank machines
(ATMs, deposit ATMs, self-service points)

Source: [10].
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The growth of non-cash transactions and contactless payments is the
fourth trend.

The consumers’ habits of financial services have changed quite dra-
matically during the pandemic. Consumers are increasingly using contact-
less payment methods using smartphones and Apple Pay and Google Pay
technologies (during the pandemic, the number of such transactions has
increased almost in 2 times). The popularity of contactless and tokenized
cards is due to the high level of security, speed and convenience of opera-
tions with their using. According to the NBU, the number of contactless
cards used by consumers to carry out transactions has increased by almost
10 % to 14.1 million cards since the beginning of 2021. The volume of
contactless transactions (transactions with a contactless card or with the help
of smartphones and other gadgets) in the first quarter of 2021 amounted to
119.0 billion UAH. By the way, Ukraine is in the TOP-10 countries in
Europe for payment using devices worn on the body or clothing (so-called
wearables), such as watches, rings and more [11].

The smart phonization of population is growing every year and smart-
phones are becoming one of the main gadgets for Internet access (account-
ting for 53.3 % of all web requests) and online banking, respectively [12].
That is why banks mobile applications have become the most popular tool
to access to online banking. The research carried out by Fidelity National
Information Services (FIS) shows that at the beginning of the pandemic mobile
banking traffic increased by 85 % in April 2020, a new digital registration
increased by 200 % [13].

The total number of transactions (non-cash and cash) with payment
cards issued by Ukrainian banks during January-March 2021 amounted to
1691 million units, and their value was UAH 1089.1 billion. The number of
these transactions increased by 22.1 % in comparison with the same period
last year, and the amount increased by 18.3 %. Also non-cash transactions
prevailed among payment card transactions by number and value in the first
quarter of 2021. Thus, in the first quarter of the current year 9 out of
10 transactions were non-cash (almost 90 % of the total number of payment
card transactions) [14].

The share of non-cash transactions (Figure 5) amounted to 61 % of all
card transactions. In the first quarter of 2020 these indicators were 85.4 %
and 54.6 %, respectively. In general, during January-March 2021, in com-
parison with the same period last year, the number of non-cash transactions
with payment cards increased by more than a quarter (28 %) and amounted
to 1 512.8 million units, and the value comprised a third (32 %) and reached
UAH 664.3 billion. In general, more than a third of the number of non-cash
transactions with a payment card in the first quarter of 2021 were carried out
on the Internet (36.7 %). This amounted to almost UAH 202.3 billion during
January-March 2021. The volume of contactless transactions (transactions
with a contactless card or with smartphones and other gadgets) amounted to
UAH 119.0 billion in the first quarter of 2021[14].
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Figure 5. The growth of the share of non-cash transactions in number,
percentage %

Source: [14].

Development of digital services and products is the fifth trend. Such
new banking products as alternative types of payments (contactless and
mobile payments, B2B payments, QR-payments, payments through mini-
payment terminals, fast transfers by drag’n’drop, electronic and digital wallets),
digitized credit and deposit cards, online collection, online services for bro-
kers, algorithmic stock trading, etc. are very popular in Ukraine at present.

In general, the improvement of the range of banking products and
services under the influence of digitalization proceeds is in two directions.
The first is a change in the form of providing existing products and services,
including the addition of advanced electronic capabilities, greater availa-
bility and convenience of online account management. The second direction
involves the development of new products and services, such as virtual
cards or cash registers in smartphones and other automated payments
through the interaction of the customer’s and bank’s ERP systems, which
became possible by digital technologies and alternative business models.
The second direction also includes the emergence of additional support
services for providing round-the-clock communication and timely service
support by the bank to its customers in real time. To do this, banks are intro-
ducing chatbots, SMS-assistants and other online consulting tools.

An important role in the development of digital services and products
of banks is played by the desire and opportunities gained through new
technologies to respond more quickly to requirements of clients and accura-
tely meet their needs. As a result, banks with a high level of digital deve-
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lopment offer personalized cashback services with a choice of purchase
categories, as well as use intelligent analytics to create individual offers for
their customers. A high level of personalization is also achieved through the
ability of customers to adapt the interface and customize personal accounts
to their needs. This allows customers to spend a minimum of time managing
their finances.

A special place in the range of new digital services belongs to the
electronic authorization and authentication of citizens using their data in the
bank where they are served. In particular, there are the BankID system of
the National Bank of Ukraine and SmartID: Qualified electronic signature
from Privatbank in Ukraine. Bank ID is a state system of remote identi-
fication ensuring transfer of the consumers’ personal data from the bank
where the account is opened to the entity that provides administrative and
other services to consumer. As of August 30, 2021, 37 Ukrainian banks
were participants in the BankID System of the National Bank. Today the
most popular are BankID from Oschadbank and Privatbank [15]. SmartID
from Privatbank is a qualified electronic signature, which is analogous to
a handwritten signature that can be used to sign documents and reports,
verify identity and receive services online using a smartphone. SmartID
is stored in a secure cloud storage and does not require the use of additional
devices and applications to store e-signatures [16].

An important step towards a new level of digital service is the inte-
gration of banks with cryptocurrency services. Thus, in January 2020, the
largest cryptocurrency exchange Binance with the assistance of the Ministry
of Digital Transformation of Ukraine for the first time opened an account in
a Ukrainian bank — IBOX BANK. This makes transactions with cryptocu-
rrencies and other virtual assets even more available to Ukrainians.

Improving the mechanism of banking security and data protection is
the sixth trend.

Due to the fact that bank customers provide their personal and finan-
cial data using electronic banking services, it is extremely important to
ensure the confidentiality and protection of such data. At the same time,
customers prefer the identification and verification processes to be as simple
and fast as possible. Therefore, domestic banks are actively implementing
biometric security technologies such as fingerprint scanner systems, face
scanning, etc. in order to quickly and efficiently identify customers, verify
their data and ensure the security of banking information. Video chat identi-
fication is also becoming popular in Ukraine. In particular, Alfa-Bank was
the first in Ukraine to launch full-fledged video identification for remote
opening an account in 10 minutes [17].

Much attention in ensuring security and data protection is paid to the
possibility of using blockchain technology. The blockchain is used to build
databases with joint decentralized ownership for the bank and its customers
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based on the formation of data registers in banking business. Blockchain
provides complete data confidentiality, increases the level of cybersecurity
of banks’ information space. In addition, this technology provides a comp-
lete data register and the formation of the history of transactions, at the same
time any banking transaction on the blockchain is possible only if a com-
promise between all participants in the chain is reached. Today, blockchain
is used in tokenization of payments, smart contracts in banks; in addition,
the National Bank of Ukraine is considering the issuance of electronic
currency e-hryvnia based on blockchain technology.

Cooperation with fintech companies is the seventh trend.

The global banking system is progressively engaging outsourcing to
reduce costs and increase the experience of software infrastructure upgrades
as a basis for digital transformation. In Ukraine, this trend appears, but there
are already results that indicate effective cooperation between banks and
fintech companies. According to the results of the Survey of Ukrainian Banks
and Fintech Companies 2019 "USAID Financial Sector Transformation
Project" Ukrainian banks mostly perform this work independently yet.
However, almost every second fintech company that participated in the sur-
vey has experience in providing at least one service or product of the bank.
The most popular services provided by fintech companies to banks are elec-
tronic invoicing (22 % of respondents), other types of payments except for
card and cross-border payments (17 %) and cross-border payments (14.6 %).
Another 12.2 % of surveyed fintech companies issue electronic money
together with banks [18].

This trend is confirmed in the Fintech Catalog 2019, a study of the
Ukrainian financial technology market and analysis of trends in its deve-
lopment, prepared by the Ukrainian Association of Fintech and Innovation
Companies with the support of the National Bank of Ukraine and Visa [19].
Of the eleven banks that participated in the survey (Privatbank, Oschad-
bank, Ukrgasbank, Raiffeisen Bank Ukraine, Alfa-Bank, Ukrsibbank, FUIB,
Credit Agricole, OTP Bank Ukraine, TasComBank, Megabank), eight have
already had experience in implementing joint projects with fintech com-
panies and the other two plan to launch such cooperation in the near future.
PrivatBank has its own powerful IT potential.

Banks are also developing incubation programs to support fintech
startups in the context of developing cooperation with Fintech companies.
Thus, OTP Bank and the NBU launched the Open Banking Lab mentoring
program, which focuses on solving the national fintech challenge of Ukrai-
nian clients and businesses through the paradigm of banking problems,
using the bank’s corporate infrastructure, ARI and open corporate data [20].
Among the areas of projects that can receive funding and mentoring are
banking solutions for SMEs (digital lending, cash management, invoicing,
factoring), Big Data analytics (credit rating, forecast and behavioral analytics,
data security and privacy), RegTech (customer verification services (KYC),
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antimoney laundering, optical character recognition), payments and transac-
tions (peer to peer payments, transaction processing, biometrics), investment
technologies and trading operations (crowdfunding, artificial intelligence).
The change in the format of customer service has led to a powerful
impulse for banks to improve and transform existing digital channels for

providing services, or even create them. Thus, there is an objective need to
classify banks operating in the domestic market in accordance with the level
of their digitalization. We offer to carry out grouping of banks according to
criteria corresponding to the trends that have been identified (7able).

Table
Categories of banks according to the level of their digitalization
Bank
With .
Criteria Digital Technologically an average ngxlzle? :)(}W
(neobanks) advanced level of dicitalizati
digitalization | digitalization
g
Availability of online sales channels
Internetbanking yes yes yes yes
SMS banking yes yes yes no
Mobile applications yes yes yes no
Chat boots yes yes yes no
Self-service areas 24/7 no yes no no
Fully automated branches no yes no no
Optimized network of branches and outlets
Availability of offline branches no yes yes yes
Permanent reduction in the
number of front office no yes no no
employees
Payment infrastructure for non-cash payments
Service through ATMs there is no own ne twork, shorten shorten unchanged
partner banks are involved
Service through payment there is no own network,
terminals e partner banks are involved expanded expanded unchanged
Possibilities of contactless payment methods
Issuance of virtual contactless
and tokenized cards yes yes yes no
Partnership with Apple Pa;
and / or Ggogle Pasp Y yes yes yes no
Development of digital services and products
Introduction of 2-3 new digital
products and services annually yes yes yes no
High level of personalization
of products and services yes yes no no
Electronic authorization
and authentication services yes yes no no
Sharing ofdigitaldocuments yes yes no no
Improved mechanism of banking security and data protection
Remote customer identification
and verification yes yes o o
Biometricsecuritytechnologies yes yes no no
Cooperation with fintech companies
Implementation of own fintech
no yes no no
startups
Implementation of joint projects
with fintech companies yes yes no no
Source: developed by the authors.
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According to the formulated criteria, group of digital or neobanks
in Ukraine consists of Monobank, Sportbank, Izibank, O. Bank, Todobank,
NEOBANK, and "Own Account". However, we should remember that these
banks are based on and use the licenses of traditional banks. The group of
technologically advanced banks should include Privatbank, Raiffeisen Bank
Ukraine, Alfa-Bank, Ukrsotsbank, Ukrsibbank, FUIB (PUMB), Credit Agri-
cole, OTP Bank Ukraine, TasComBank, Megabank, Oxy Bank, Idea Bank,
Concord Bank. ProCreditBank, Kredobank, Forwardbank, Agroprosperis
Bank, Credit Dnipro Bank, Bank Pivdenny, IBOX Bank, Ukreximbank
belong to the banks with an average level of digitalization include. All other
banks are still banks with a low level of digitalization, but some of its achie-
vements have already been actively implemented, or under the influence of
the requirements generated by the COVID-19 pandemic will be implement-
ted in the near future.

Conclusion. The impact of new technologies on the modern financial
market today is very difficult to overestimate. The fintech industry is rapidly
and steadily developing, penetrating all areas of financial activity and pro-
viding customers with new and convenient financial services and tools. The
growing number of smart devices users and the distribution of the Internet
and mobile technologies are contributing to the rapid adaptation of digital
payments around the world. Due to this, the modern consumers radically
change their attitude to financial services. They strive for remoteness, ease
and security in managing their own finances. Today’s events in the context
of the global coronavirus pandemic COVID-19 demonstrate the rapid rise in
remote services and demand for online financial market products.

Due to the influence of the COVID-19 pandemic, digitalization trends
have intensified in the following areas in Ukraine — improvement of remote
and online service format for all customer groups with the use of innovative
sales channels; reorganization of the network of branches and outlets of
banks, staff reduction; increase in the number of payment terminals of banks,
decrease in the number of ATMs; growth of non-cash transactions and
contactless payments; development of digital services and products; impro-
ving the mechanism of banking security and data protection; intensification
of cooperation with fintech companies.

As a result of the study of these trends, a system of classification
features was formed, which allows to group banks according to their level of
digital development, in particular, digital banks (neobanks), technologically
advanced banks, banks with average and low level of digitalization were
identified. The developed classification approach will allow tracking the
transition of banks from one group to another and assess the scale of the
digital transformation of the banking system of Ukraine under the influence
of the COVID-19 pandemic.
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Epkec 0., Kanuma O., I'opoicuxo T. /luoncumanizayia 06aHKiecbkozo cekmopa
nio uac nanoemii COVID-19.

Ilocmanoska npoonemu. Qinancosuil pUHOK 3a3HAE KAPOUHATILHUX 3MIH YIPOOOBHC
OCMAHHBL020 Oecamupiuusa. 3a yeu yac 6iH mMpanc@opmysascs 3 mooeni mMpaouyiuHo2o
KopnopamugeHozo 0i3Hecy OAHKI8 00 Yinux ekocucmem OAHKIBCbKO20 Mda HeOAHKIBCLKO20
punxkis. Tpancghopmayii npoouxmosani ti HOGUMU GUKIUKAMY, WO CIUMYIIOIOMb AKIMUGHE
3DOCMAaHHsT OUONCUMA-ONepayitl ma Gopmyoms nonum Ha yu@dposi npodykmu i cepsicu
y ginancosiu cepi. lanoemis COVID-19 cmana c6oepionum imnyabcom 0/ NPUCKOPEHOT
ouddicuman-mpancpopmayii 6aHKiecbko2o OizHecy.

Ananiz ocmannix 00ocnioxncens i nyonikayii noxazas, wo nNonpu HAAGHICMb OKpe-
MUX HAYKOBUX OOPOOOK, 3AMUMACIBCS HEBUPIUEHOIO BAXCIUBA HAYKOBO-NPAKMUYHA NPO-
onema wooo enausy nauwdemii COVID-19 na yupposy mpancgopmayiro 6auKiecvkoeo
cexmopa Ykpainu ma po3pobku Kpumepiig 05 knacugixayii bankie 3a pienem ix yugpo-
6020 PO3BUMKY 3 YPAXYBAHHAM HAYIOHALLHUX 0COOAUBOCHEl, 00CEI0Y MA NPAKMUKLL.

Memoto cmammi € docnioxcenusn enaugy nanoemii COVID-19 na npoyecu ouodicu-
manizayii iMuu3HAHUX OAHKIG.

Mamepianu ma memoou. Y npoyeci 00CiodNcenHs GUKOPUCIAHO Memoou meope-
MUYHO20 Y3a2aNbHEeHHS, AHANIZY MA CUHmMe3Y, 2PYNYBAHH, CUCIEMHO20 Ni0OX00Y.

Pe3ynomamu 0ocnidxcenna. Busnaueno xniouosi eekmopu ouoxcumanizayii 6amu-
KIBCbKUX npoyecié 8 Ykpaiui, 30kpema: nepexio Ha OUCMAHYIUHUL MA OHAQUH-(opmam
00CNY208Y8aAHNA 6CIX 2PYN KAIEHMIS, peoplanizayis mepedci hinitl ma 6i0dileHb 6AaHKis,
CKOPOYEHHS NEPCOHATY;, MPAHCHOpMayis nIamidxicHoi IHppacmpykmypu yepes 30inbuenns
KLIbKOCMI  NIAMIJCHUX MEPMIHANIE OAHKIE ma 3MeHWleHHs KilbKoCcmi OanHKomamis,
3pocmanusi 06cacie be3eomiekosux onepayili ma Oe3KOHMAKMHUX ONAAm,; PO3GUMOK
yugposux cepsicie ma npoOyKmie; YOOCKOHANEHHA MeXAaHi3My OaHKi8Cbkoi Oesneku ma
saxucmy oanux, cnisnpays 3 Fintech-komnauisimu mowo.

Bucnoeku. V pesynvbmami 0ocniodiceHHs KIo408UxX 3MiH, Wo 8i00y1uch y OAHKIBCLKOMY
Ccekmopi ni0 6NIUBOM NAHOEMIl KOPOHAGIPYCY, 3aNPONOHOBAHO CUCHMEMY KIACUDIKAYIIHUX
O3HAK OISt 2pYNyeanHsi OAHKI@ 3a pieHem ix yugposo2o possumxy. Pozpobrenuii knacugira-
yiiHutl nioxio nepedbauac epynysanns 6amKie Ha: yuppoesi b6anKu (HeobaHKu), MexHoNO02IuHO
npocynymi OaHKu, OaHKU 3 CEPeOHIM MA HU3bKUM PI6HeM OuOdcumanizayii. 3anponoHosana
cucmema dac 3mo2y 6i0CIIOKO8ysamu CmyniHb Yu@ppoeo2o po36UmKy OKpemux OaHKie ma
3aeanom oyiHumu macumadu yugposoi mpancgopmayii banxiecokoi cucmemu Yrpainu.

Kniouoei crnoea: mumxuranizamis, nudposizaris, nudpoBa eKOHOMIKa, AUCTaH-
uiitHe o6ciTyroByBaHHS, U(POBI KaHaNN 30yTYy.
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DIGITAL TRANSFORMATION
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The dynamics of digital transformation of the world economy is described. Current
status of innovative activity and factors that reduce digital transformation in Ukraine are
considered. The necessity of digital transformation of of Higher Education Establishments
(HEEs) for strengthening of innovative development of country is given. Key trends
in which digital transformation of higher education of Ukraine must be offered.
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Background. The modern world processes of globalization generate
the requirement in force digitalization of all spheres of human life and acti-
vities. It actively takes place all over the world, and countries, that accu-
mulate enough resources for scientific researches and introduction of inno-
vative developments that stipulates rapid growth of technologies become its
leaders. Countries with less financial and research possibilities will search
the ways of digitalization by differential principle, realising innovation
in separate key trends. It, in its turn, generates disproportions of the deve-
lopment of industries and backlog from the basic players of the digital
world. Ukraine is one of such countries, that, though has the considerable
intellectual and labour potential, but due to financial instability force to
develop the innovative programs and projects of left-over principle. The pro-
cess of digitalization embraces the wide circle of stakeholders, and its lea-
ders must be research and educational establishments, including Ukrainian

* The article was prepared as part of the research work "Digital Transformation of Trade,
Economic and Tourist Systems of Ukraine" (state registration number 0121U112231).
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universities. They must become the key suppliers of new technologies not
only for Ukraine but also for the whole world, and realization of this
scenario needs effective digital transformation of HEEs and introduction
of world trends in their activity.

Now digitalisation of higher education takes place nonsystem, and it is
not found only one effective scenario, although its necessity is growing day
after day, as well as losses of national economy due to unimproved possi-
bilities. Introduction of world practice and following of trends must take
place with the account of position of the country, its cultural and geo-
political features. Creation of methodology and strategy of digital trans-
formation of Ukrainian universities is the challenge and it needs further
research and practical study.

Analysis of recent research and publications. Digitalisation is the
basic theme of discussions on such global debatable platforms, as: World
Economic Forum [1], UNCTAD [2], events and meeting of Organization of
Economic Collaboration and Development [3], World Bank [4] and other inter-
national organizations during many years. The process of digital transforma-
tion of economy is lighted up in the publications of international analytical
companies, research institutes and scientists. In Ukraine the problem of
passing to the digital epoch is investigated by such scientists, as: S. Kolia-
denko [5], S. Veretiuk [6], A. Filipenko [7], O. Dzhusov [8], S. Apalkov [§],
K. Kraus [9], and other. At the same time, there are problems that remain
unsolved, and offered approaches need clarification through permanent
development of technologies and change of vectors of the world trends.

The aim of the article is the analysis of key tendencies of digital trans-
formation of of higher education establishments and forming of recommen-
dations in relation to efficiency of its realization in Ukraine.

Materials and methods. For the achievement of certain goal the row
of scientific and special methods of research: dialectical, scientific abstrac-
tion (for generalization and formulation of research conclusions), compa-
rison (comparison of statistical and other data), analysis (exposure the ten-
dencies of global digital transformation process, exposure of progress
of higher education establishments of Ukraine trends), graphic (evident pre-
sentation of statistical data) is applied. The infobase of research by the
analytical and statistical publications of international organizations, data
of the State Statistics Service of Ukraine, scientific developments and
research and practice publications is presented.

Results. Digitalisation is the integration of digital technologies in all
life spheres for the increasing availability, lightness of use and speed
of transferrableness of digital data [10]. To digital technologies which are
actively got to everyday life, it is possible to take: robotics, internet of things,
artificial intelligence, Data science, cloudy services, biometrics and systems
of authentication, blockchain, cyberdefense and others like that.
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Digitalisation is one of key factors of the economy growth, increasing
of productivity and value added of goods manufactured [11; 12]. The results
of analysis of the part of digital economy in the world GDP (Figure), testify
that it grows annually.

EDigital
economy

E1Other branches

Part of digital economy in the structure of world GDP, %

Source: is designed by the author [12].

Thus, the part of digital economy in such highly developed countries,
as the USA, is considerably higher from the world’s economy (33 %
or USD 5.9 trillion) [12]. On the prognoses of experts [13] until 2030 it will
grow to 50-60 %. On results of undertaken studies that the row of factors
that reduce the process of realization of digital economy model in Ukraine
is educed. Among them it is possible to distinguish the key factors: absence
of effective national innovative infrastructure [5]; weak mechanism of state-
private partnership [6]; relatively low level of providing the research
institutes [8].

Analysing the dynamics of charges on innovations and sources of their
financing (7able), it is possible to see that after reduction in 2017 the
volume of charges on innovation grew during the last years, although to
attain the highest level in 2016 is not succeeded until now. Although the
positive tendency is discemibled for the last few years.

Table
Volumes of charges on innovative activity in Ukraine
on financial sourcings, UAH million

Financial sourcing 2015 2016 2017 2018 2019 2020
The state budget 55 179 227 639 556 279
Personal funds of the 13427 22036 7704 10742 12475 12298
enterprises
Investors-non-residents 59 23 108 107 43 125
Others 273 991 1078 692 1147 1704

Source: is designed by the author [14].

In the structure of charges on innovation part of the state budget
hesitates from 0.4 to 5.2 %. It demonstrates the low level of the state’s
interest in support of innovative development and weakness of state-private
partnership.
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Results of analysis of the structure of scientific research-and-deve-
lopment enterprises [14] testifies that 84.3 % scientific and research work
come true without the involvement of external contractors. Business objec-
tively expounds mistrust to the research institutes in the direction of inno-
vative activity. Often enough it causes the use of additional funds, unpro-
fitableness of investments, that, in its turn, restrains the development
of scientific sector in the country.

Leading players in innovative activity must be scientific and educa-
tional establishments. In case of willingness to answer the challengers
of digital society, to investigate effectively, to develop and inculcate the
innovations of business will be advantageously more actively to involve
them to partnership and general commercial projects.

The key element of this process must be HEEs, where the conception
of innovative parks and clusters can effectively work due to the synergy of young
and progressive ideas, scientific examination and modern logistical support.

According to three basic universally which are recognized by world
rating [15-17], what formed on the basis of multivariable analysis and
contain innovative performance indicators, in 2020 only one Ukrainian uni-
versity got these three ranks.

For strengthening the positions of Ukrainian HEEs in the world rating
it is necessary to modernize gapproaches to educational activity and mana-
gement. To approximate their valuable involvment in a global educational
environment, digital transformation is a basic task.

In the background of the world pandemic of COVID-19 it is consi-
dered that the out-of-date system of education is not ready to the challengers
of the digital world and does not have enough mechanisms for rapid
transformation. Educational process in universities must test considerable
changes in the nearest years. On the prognoses of experts, the traditional
form of studies will totally change during 10—15 [9]. The intermediate stage
of it is forming of new conceptual approach to higher education.

University 4.0 is ecosystem that consists of physical and digital
environment and is a base for innovative activity and commercialization of
projects. Within the framework of this conception HEEs must combine such
constituents:

* educational center that provides professional and personal develop-
ment of every participant of educational process;

« scientifically-research part that accumulates fundamental and experi-
mental researches;

* business-accelerator, business-incubator, research cluster;

* space of exchanging opinions and ideas.

Therefore, a new model must be formed according to these three base
directions.

The digital co-operating is with the participants of educational process.
It envisages the creation of online-platforms and services, providing remote
access to the equipment. Greater expanding of exchange information instru-
ments in real-time is becoming more popular. For xample, chatbots are
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actively used in communication with students from the first days of studies.
It saves time and money, unifying the channels of passed information,
allows to get all necessary information about studies, residence in dormi-
tories, leisure by means of smartphone or other device.

Processes optimization. Deep digitalisation gives an opportunity
to optimize the charges of time and money. Introduction of artificial inte-
lligence of educational process forming and methodical providing will give
an opportunity to work quickly over the large amount of data, find out con-
formities to law and adapt educational plans and programs to the students’
necessities. It will allow to create cross-disciplinary courses that will answer
the queries of the young generation, attract new prospective studnts and
increase the competitiveness of HEEs at the educational market. Except it,
artificial intelligence in combination with the systems of faces recognition
and digital personification can form new system of safety on the territory of
the universities. Equipage of the territory of educational establishment with
touch-controls and software will assist the quality improvement of control
and exposure of violations, strengthening the feeling of safety for all parti-
cipants of educational process. Using the Internet of things is another achie-
vement of digitalization epoch, it is possible to optimize administrative charges.
Smart sensors, sensors of the heating systems and illuminations programed
after plenty of parameters will allow to determine the rationed volume
of necessary resources in real-time, depending on apartments’ concentration,
character of studies, turned on equipment, weather terms and others like that.
It will improve HEEs’infrastructure, energy efficiency and ecofriendlyness.

Change of model of studies. Digital transformation of educational pro-
cess stipulates the necessity of combination of traditional studies with the
elements of dual education, use of online-instruments, cloudy services, and
complemented reality. Introduction of cross-disciplinary and practically orien-
ted on-line courses, bootcamp, certification programs will give an oppor-
tunity to extend the circle of possibilities for students. This model can not
exist only due to the work of HEEs. There is the necessity of collaboration
with the representatives of business, other research organizations and crea-
tion of modern innovative infrastructure on the base of establishment.
Effective steps in realization of this direction are forming of innovative and
research parks, business-clusters, incubators and accelerators. With the
reduction of distance between education and business the additional chan-
nels for investments are opened, private financing of scientific and research
work, strengthening of innovative development of the country.

Educational sphere needs digital transformation already now. It, in its
turn, will start the mechanism of active digitalization in other industries,
giving effective modern approaches and decisions for the different spheres
of a person’s activity. Due to forming of "digital view of life" at the young
generation and country can provide the human and intellectual potential for
the unimpeded and rapid introduction to the global digital world.
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Conclusion. The necessity of digital economy development on all
links is the challenge of present time. Now Ukraine is not ready to it and
needs reformation of different branches of industries, strengthening of inno-
vative activity and rethinking of approaches to forming and realization of
innovative politics. Educational sphere is a key instrument of realization of
this global aim. Digital transformation of Ukrainian HEEs must be based on
providing the full-scale digital co-operating with all participants of educa-
tional process, optimization of activity due to the use of modern methods
and technologies and valuable rethinking of model of studies taking into
account the world tendencies. In the case of purposeful work there is the
possibility to find digital trends and be ready to the new "digital world" not
during 10-15 years, as experts forecast, and considerably quicker.
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Kaniniuenko O. Lugposa mpancghopmayin 3axnadise eunioi oceéimu Yxpainu.

Ilocmanoska npoonemu. Cyyacui ceimosi enobanizayitini npoyecu nompeoyromao
¢opcosanoi yugposizayii ycix cghep oicummedisabHocmi oOuHU. YKpaincoki yHisep-
cumemu NOBUHHI CMAMU KINOYO0BUMU NOCMAYATbHUKAMY HOBUX MEXHONO2IU He auule O
VYxpainu, a it ona ceimy. /[na peanizayii ybo2o cyenapiio HeoOXiono 30iticHumu eexmughy
yugposy mpancgopmayito camux 3axK1a0ie U0l 0c8imu ma npPoeaoumu y ix OisibHicmb
3a2anbHOCEIMO8I MpeHOU.

Ananiz ocmannix oocnioxncensv i nyonikayiu. l{upposizayis ¢ 0cHoHOIO MemMOo0
QuCKycitl ace npomsicom 6a2amvox poKie HA 2R00ANbHUX OUCKYCIUHUX niamgopmax,
V nyOniKayiax MidCHAPOOHUX AHATIMUYHUX KOMAAHIL, OOCTIOHUYbKUX THCIMUMYYIl ma 64eHuXx.
Boonouac, icnytome npobnemu, sxi 3a1umaOmsbcs HeBUPIUEHUMY, A 6Jice 3aNnpPONOHOBAHI
nioxoou nompebyioms YMoOYHeHHs Yepe3 NOCMIHUL PO36UMOK MEXHON02I Mma 3MIHY 6eK-
Mopie ceimosux mpenois.

Memoro cmammi € ananiz KiOYosuUx meHOoenyitl yugposoi mpancgopmayii 3axna-
0i8 suwol 0ceimu ma HAOAHHs NPONO3UYIL W00 epeKmuUeHOCMI it NPO8eOeHH .

Mamepianu ma memoou. /s 0ocacHeHHA BU3HAYUEHOI Memu 3dCTOCO8AHO HU3KY
3A2AILHOHAYKOBUX MA CREYIATbHUX MemOo0i8 00CTIONCeHHA: JiaNeKMUYHUL, HAYKO8OI abCmpak-
yii, ananizy, epagpivnuii. Inpopmayitiny 6a3y 0ocniodxtcens cmaHoIAMb AHANIMUYHI MA
cmamucmuyni nyoniKayii MidcHapoonux opeawnizayiu, Ooawui [epowcasnoi cayocou cma-
mucmuxkyu YKpainu, Haykosi po3pobKu ma HayKoeo-npaxkmuymi nyonikayii.
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Pesynomamu 0ocnioxcenns. Ilposionumu epasysmu y npoyeci yugposoi mparc-
Gopmayii exonomixu Vkpainu marome eucmynamu 3axnaou euwoi oceimu. Ha miui cei-
moeoi nandemii COVID-19 eusnsunocs, wo 3acmapina cucmema oceimu He 20mosa 00 Gu-
KIUKIB YUPPOBO20 CEIMY ma He MA€e OOCMAMHbO MEXAHIZMIE 0Jis1 WEUOKOL mpancgopmayii.
OceimHuiil npoyec 8 yrHigepcumemax y HaubIuxiCui pOKU NOBUHEH 3A3HAMU 8A20MUX 3MIH.

VYuieepcumem 4.0 — exocucmema, wo ckiadacmocs 3 Qizuynoco ma yugpposozo
cepedosuwa i € 6a3010 015 IHHOBAYIUHOI OisTbHOCMI ma Komepyianizayii po3pobox. L[
HOB8a MOOeb NOBUHHA (OPMYBAMUCS 34 MPbOMA OA3Z08UMU HANPAMAMU: Yupposa e3acmo-
0isl 3 YHACHUKAMU OC8IMHbO20 NPOYecy, ONMUMI3ayis npoyecis, 3MiHa Mooeni Ha84UaAHHs.

3acanom ocsimmus cpepa nompebdye yudposoi mpancghopmayii edxce 3apas. e,
6 C60I0 Uep2y, 3anyCmumb MeXauizm akmueHoi yupposizayii 6 iHWUx 2any3snx, HA0ayu
die6i cyuacHi nioxo0u ma piwienHst 0Jis Pi3HUX cep OisibHOCME THOOUHU.

Bucnoexku. Heobxionicmo po36y0osu yugposoi ekoHOMIKU HA BCIX JAHKAX € 6U-
KIUKOM cb0200eHHs. Llugpposa mpancopmayis ykpaincokux 3axiadie suujoi oceimu noGUHHA
bazysamucy Ha 3a0e3neueHHi NOGHOMACUMAOHOT Yudposoi 63aemo0ii 3 ycima yY4acCHUKAMU
0C8ImMHBLO20 npoyecy, onmumizayii JiAIbHOCII 3a680AKU BUKOPUCIAHHIO CYHACHUX MemoOi8
ma mexHon02ill, NOBHOYIHHOMY NePeOCMUCTEHHT MO0l HABUAHHS 3 YPAXYBAHHAM CEIMOBUX
menoenyiil.

Knwuoei croea: uudpoa ekoHoMika, nudppoBa TpaHchopMallis, BUIA OCBITa,
3aKJIaJM BUIIOT OCBITH, OCBITHIH MpoIiec.
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