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SPONSORSHIP MARKETING
OF EUROPEAN COUNTRIES
IN THE CONDITIONS
OF MARTIAL LOW IN UKRAINE

Introduction. In the conditions of war in
Ukraine, the assistance of European states is
invaluable. The sponsorship, being a synthetic
marketing communication, becomes a key means
of ensuring the image of states and positioning
in the global marketing environment.

Problem. The methodology of the functioning
of sponsorship marketing and sponsorship me-
chanisms in all spheres of social life has been
studied by many scientists. However, there are
no scientific researches that reveal the specifics
of the implementation of sponsorship marketing
by European states in wartime and justify spon-
sorship as a marketing communication capable
of creating a positive image of states and ensu-
ring their strategic positioning in the global
marketing environment.
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CIIOHCOPCHKM/A MAPKETUHT
EBPOIIEMCHKMX KPAIH
3A BOEHHOT'O CTAHY

B YKPAIHI

Bemyn. B ymosax gitinu 6 Ykpaini neoyi-
HEHHOI0 € 00noMo2a EBPONEUCLKUX O0epaicas.
Cnoncopcmeo, Ax CUHmMemu4Ha MapKemuH208a
KOMYHIKAYisi, CMae Kuo408um 3acobom 3abesne-
YeHHs iMIOdCy Oepicas ma MNO3UYIOHYEAHHS
8 27100AIbHOMY MAPKEMUHEZ0B0MY CEPeO0BULYI.

Ilpoonema. Hapasi siocymni naykoei npayi,
WO Po3KpUBAIOMb 0COOAUBOCMI peanizayii CHOH-
COPCbKO2O MAPKEemMUHey €6PONelcCoKuMu oep-
AHCABAMU 8 YMOBAX GIUHU MA OOTPYHMOBYIOMb
CNOHCOPCMBO AK MAPKEeMUH208y KOMYHIKayiio,
U0 CNPOMOICHA CMBOPUMU ROZUMUBHULL IMIONHC
depoicag ma 3abesneyumu ix cmpameeiuie no-
3UYIOHYBAHHS Y 2I0OATHOMY MAPKEMUH2080MY
cepeoosuuyi.
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The aim of the article is to substantiate
the peculiarities of the sponsorship marketing
implementation by European countries in the
conditions of war in Ukraine, to prove a sig-
nificant role in the formation of the state's image
and brand in the global marketing environment.

Methods. Methods of analysis and synthesis,
system and structural analysis, comparison, logical
generalization, hypothetical and deductive method
are applied.

Results. Sponsorship marketing trends in the
global marketing environment are identified and
innovative ways of encouraging people to change
their behavior under the influence of social fac-
tors are identified. It has been proven that in the
conditions of war, sponsorship, being a synthetic
marketing communication, becomes the main
tool for meeting public needs. A hypothesis was
put forward that the level of preservation of
social values correlates with the toolkit of spon-
sorship marketing.

Conclusions. In the conditions of war in
Ukraine, which has had a significant impact on
the economy of European countries, sponsor-
ship marketing and sponsorship are becoming
the main tools for forming the image of the
state, strengthening brand loyalty and positio-
ning in the global marketing environment.
European states that form a socially respon-
sible image and brand based on the use of
effective sponsorship marketing tools have sig-
nificant opportunities for recognition by the
world community, strengthening the loyalty of
citizens of various states, which is important for
effective social and economic development and
preservation of public values.

Keywords: sponsorship marketing, spon-
sorship, marketing tools, state image, state
brand, social values, hypothesis.

JEL Classification: D11, D21, F01, H10

Memoro cmammi € 06IpyHmyeanns ocoonu-
socmeiti peanizayii CHOHCOPCLKO20 MAPKEMUH2Y
€6PONEUCLKUMU KPATHAMU 8 YMOBAX GiliHU 6 YKpaiHi,
008€0eH s 11020 3HAUYWOCmi Yy POPMYBAHHE M-
0oicy ma bpendy Oepacasu y 2n100aIbHOMY Map-
KeMmuH2080My cepedosuili.

Memoou. 3acmocosano memoou ananizy ma
CUHME3Y, CUCIEMHO-CIPYKIMYPHO20 AHANI3Y, NOPIg-
HAHHA, JI02IYHO20 V3A2ANlbHeHHs, 2iN0OmemuyHo-
0eOyKMUSHUU Memoo.

Pe3ynomamu oocnioxcenna. Busgneno men-
OeHYii CNOHCOPCLKO20 MapKemuHey 8 2100aib-
HOMY MAPKemuHz080My Cepedosunyi ma UHA-
YeHO HHOBAYILHI CNOCOOU CROHYKAHHA Nt00el
00 3MIH NOGEJIHKU Ni0 GNIUBOM COYIANbHUX
yunnuKis. [Joeederno, wo 6 ymosax GiliHu Cno-
COPCMBO CMAE OCHOBHUM THCIPYMEHMOM 300060~
JIeHHs1 CyCnibHUx nompe6. Bucynymo einome3sy
npo me, wo pieenb 30epedniceHHs. CYCRIIbHUX
YiHHOCMeEl KOpenoe 3 iHCMPYMEHMAPiEM CHOH-
COPCLKO20 MAPKEMUHRY.

Bucnoeku. Biiina 6 Yxpaini cymmeeo ennu-
64€ Ha eKOHOMIKY esponelicbkull Kpain. Cnomu-
COPCLKULL MapKemuHe ma CHOHCOPCIMEO CMAlOmb
OCHOBHUMU THCIPYMEHMamu QOPMYBAHHS IMIOXHCY
odepaicasu, NOCUTIOEMBCSL IOSLIbHICHb 00 OPEeHOY
ma no3uyioHy8aHHs 8 2noOATLHOMY MAPKemuH-
2080My cepedosuwyi. €8ponelicbKi Oeparcasu, AKi
Gopmyrome  coyianbHO-8I0N0BIOANLHULL  IMIONC
i GPeHO Ha OCHOBI BUKOPUCMAHHS 0I€6020 THCMPY-
MEHMApito CNOHCOPCHLKO20 MAPKEMUHZY, MAIOMb
SHAYHI MONCIUBOCMI GUSHAHHS CEIMOBOI0 Chillb-
HOMOI0, NOCUIEHHsL JIOSTIGHOCIE 2POMAOSIH . DIZHUX
oepoicas, wo € 8adciusum O epeKmusHo2o
COYIanbHO-eKOHOMIYHO20 PO3GUMKY ma 30epe-
JICEHHS1 CYCRITLHUX YIHHOCME.

Knwuoei cnosa: CIOHCOPCHKMM Mapke-
THHT, CIIOHCOPCTBO, MApKETHHIOBUI 1HCTPYMEH-
Tapii, IMIDK JaepaBu, OpeHI Aep)KaBH, Cyc-
MJIbHI MIHHOCTI, TiIoTe3a.

Introduction. In the conditions of increasing informational and
interstate conflicts, the ability of states to act socially and responsibly to
preserve the lives of people and society is the basis of successful image
formation, brand strengthening, and the choice of positioning methods. This
is confirmed by the rapid decline of Russia’s brand and image after the
beginning of war with Ukraine. Konrad Jagodzinski, Place Branding
Director, notes that "Russia is now paying a heavy economic price for its
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decision to start this war. This is demonstrated by the self-inflicted damage
to Russia’s nation brand, which is now worth less than that of Belgium —
a country with a population 12 times smaller. The decision to go to war
appears to have undermined Russia’s economic standing, as evidenced by the
stark nation brand value decline from USD 786 billion last year to
USD 642 billion in 2022. This reflects the damage to commercial brands
associated with Russia, to the country’s ability to access capital, as well as to
its potential to influence perceptions across the world" [1].

In the conditions of war, sponsorship, being a synthetic marketing
communication, becomes a key means of ensuring the image of states and its
positioning in the global marketing environment, so sponsorship marketing
acquires new impulses for development.

Problem. The methodology of the functioning of sponsorship mar-
keting and sponsorship mechanisms in all spheres of social life has been
studied by many scientists. However, there are no scientific researches that
reveal the specifics of the implementation of sponsorship marketing by
European states in wartime and justify sponsorship as a marketing com-
munication capable of creating a positive image of states and ensuring their
strategic positioning in the global marketing environment.

Analysis of recent research and publications. The methodology of
the functioning of sponsorship marketing and sponsorship mechanisms in the
system of socially responsible marketing of companies has been studied by
such scientists as R. Biscaia, P. Bitz, A. D’Astous, D. Yadin, G. Deitz,
T. Cornwell, F. Jefkins, C. Fill, G. Spais, G. Hughes, M. Koren, Y. Kwon,
M. Johnston, T. Meenaghan, S. Myers, [. Montrin, G. Trail. In researchers’
studies sponsorship marketing is mostly revealed from the standpoint of
ensuring the development of companies by increasing brand awareness,
expanding the target audience, and generally conducting marketing inte-
lligence. Sponsorship is analyzed as a means of marketing communications
or charity, which determines the directions of the development of companies
due to the financing of sports games, performances, conferences, TV programs,
charity events, and other events aimed to strengthen consumer loyalty to the
brand [2-5]. T. Cornwell, Y. Kwon (2020) have been investigating spon-
sorship marketing from 1996 to 2017. The overarching conclusion is that
there is a surplus of research that examines audience responses to sponsorship
marketing but a shortage of research that examines marketing management
of the sponsorship process [6]. Some researchers have emphasized that "...
systematic approach has not been developed to integrate both the approaches
in the consumer context, in order to give a holistic knowledge of the deter-
minants influencing sponsorship’s efficacy" [7]. Only some researchers con-
sider separate aspects of the implementation of sponsorship marketing as part
of state regulation and ensuring the development of a democratic society [8].
Spais and Johnston (2014) have suggested that we know little about the
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strategic practices that support organizations making the transition from
sponsoring in domestic markets to sponsoring in international markets [9].
Indeed, sponsorship marketing and sponsorship are most common in sports,
cultural and theatrical events, charity and education, health care, cultural
heritage, ecology, scientific activities. This is due to the fact that sponsored
events are directly related to a specific consumer and the way it functions,
due to which the sponsor’s contacts with target segments and markets are
expanded and deepened. One of the most attractive aspects of sponsorship
marketing is the possibility of joining the image of the sponsoring object to
the image of one’s own brand [10]. The issues of implementation of spon-
sorship marketing and sponsorship mechanisms in the global marketing
environment, its impact on the satisfaction of public needs and interests, the
use of public potential in the direction of preserving public values are
required further theoretical justification and practical implementation.

The aim of the article is to substantiate the peculiarities of the spon-
sorship marketing implementation by European countries in the conditions
of war in Ukraine, to prove a significant role in the formation of the state’s
image and brand in the global marketing environment, to present a hypothesis
about the existence of a correlational dependence between the level of pre-
servation of social values and the tools of sponsorship marketing.

Methods. Methods of analysis and synthesis, system and structural
analysis, comparison, logical generalization, hypothetical and deductive
method are applied.

Results. In the global marketing environment, the alignment of natio-
nal interests with the interests of society is the ideal foundation for the suc-
cessful implementation of image formation and brand development strategies
by European states. Therefore, sponsorship marketing has become the main
component of the state’s marketing policy, it acquires the importance of a
tool for effective promotion and positioning of the national brand and it is
implemented through various marketing channels and means of commu-
nication on the international market. This situation has increased the interest
of public authorities in scientific and practical marketing tools. Its successful
implementation is able to identify the real needs of citizens, streamline the
activities of public management and optimize social interactions between
state and society. As a result, conditions for effective social dialogue between
the subjects of service provision, consumption and effective implementation
of sustainable development goals have been created [11].

Revealing different levels of functioning of marketing mechanisms,
modern experts do not have a single point of view regarding the definition of
the concepts of sponsorship marketing and sponsorship in general. Some
researchers highlight the methods and tools of sponsorship marketing within
the framework of the implementation of the social marketing sponsorship
tasks [12]. Other authors define only some aspects of this concept and reveal
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the content of virtuous (charitable) marketing along with sponsorship
marketing [13]. Sponsorship reflects the relationship between the sponsor
and the recipient in order for the sponsor to achieve certain communication
goals. The sponsorship is the support used to achieve certain marketing
objectives. The sponsorship is the endorsing of an uncommon occasion to
help corporate goals by improving corporate image, expanding attention to
brands, or straightforwardly stimulating sales of products and services that
can be personal or joint; the occasion can be a one-time affair or a continuing
series of activities [8]. In the research work "Complete Guide to Sponsorship"
L.Ukman has underlined that "Sponsorship should not be confused with
advertising. Advertising is considered a quantitative method, while
sponsorship is observed as a qualitative medium" [14]. Sponsorship refers to
a synthetic type of marketing communications, as it includes various com-
ponents of marketing communications. F. Jetkins and D. Yadin [15] high-
light such areas of sponsorship as sports, cultural events, publications, exhi-
bitions, education, charity and local events.

The prevalence of sponsorship marketing in recent years determines
achievements in medicine, engineering, nanotechnology, environmental pro-
tection, promotion of a healthy lifestyle, and opens up new opportunities for
conveying valuable information to target audiences and society. In Ukraine,
under the Law of Ukraine "On Advertising" [16] the following definition is
provided: "Sponsorship is voluntary material, financial, organizational and other
support by individuals and legal entities for any activity with the aim of
promoting exclusively their name, designation, and brand for goods and
services". It is worth noting that the current Law of Ukraine "On Charitable
Activities and Charitable Organizations" [17] does not define the subject of
sponsorship regulation. Therefore, most Ukrainian scientists believe that spon-
sorship cannot be charity. This approach once again proves that scientists and
practitioners pay considerable attention to sponsorship, which contributes to
the support of a certain activity or PR of a legal entity or individual.

Modern world trends, which have both a positive and a negative impact
on the functioning of the global marketing environment, make it necessary to
assert that sponsorship should play a significant role at the state level. The
mechanism of its implementation should be developed and regulated by the
state marketing policy through the development and support of various
marketing tools. Today, the directions of sponsorship should include:

« promoting the implementation of international, national, regional and
local programs;

« improvement of the material and moral situation of people who need help;

« provision of assistance to citizens affected by natural disasters, eco-
logical, man-made and other disasters;

« providing support to people affected by social conflicts and accidents;

8 ISSN 1727-9313; eISSN 2616-5856. SCIENTIA FRUCTUOSA. 2022. Ne 6
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« promotion of the development of science and education, implement-
tation of scientific and educational programs, provision of assistance to lec-
turers, teachers, scientists, students, students;

« implementation of social and cultural development programs;

« support of talented and creative youth;

« creation of protection, protection and preservation of cultural heritage;

« providing assistance in the development of publishing, mass media,
and information infrastructure;

« promoting the development of health care, mass physical culture,
sports and tourism;

« promotion of protection of motherhood and childhood;

« ensuring the formation of the image of the state and the development
of the brand;

e observance of public interests, preservation of public values,
formation of public potential.

The main reason and purpose of sponsorship in the global marketing
environment is the communication component, which helps in understanding
and strengthening the image and reputation of sponsors, both individuals and
legal entities, as well as states. Sponsorship helps to strengthen positive asso-
ciations and images with the brand, and also adds to the authority of the
sponsor in the perception of consumers. The main values of sponsorship can
be called the formation of awareness among the target audience of a specific
situation and the highlighting of social responsibility. This forms and stren-
gthens a socially responsible attitude, maintains a reputation in a defined tar-
get audience and ensures increased loyalty in a potentially new one. The
communicative effect of sponsorship at the level of states aims to "break
through" the inertia of perception, protective information barriers and incre-
ase the level of awareness of the image of states through association with an
event, a prominent figure, expert opinion, activities related to charitable
intentions and compliance social value.

Innovative sponsorship marketing tools play an important role in
informing and motivating people to change their behavior in a global mar-
keting environment under the influence of various factors. In the conditions
of war, social factors become the main factors, which reveal the understan-
ding of the consumer as a member of society with communicative features,
determine new ways of forming and meeting needs with effective methods,
under the condition of increasing the welfare of all members of society. That
is why we can talk about the tendency to adapt the traditional marketing tools
to the innovative trends of sponsorship marketing, its importance for the
development of socially responsible states in the conditions of war and the
acquisition of a new purpose in the global marketing environment (Figure).

In the conditions of war, the possibilities of meeting the public needs
of consumers are realized by the tools of sponsorship marketing. In the digital
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society, sponsorship marketing creates a number of tools and mechanisms
that ensure the implementation of sponsorship programs. As elsewhere in busi-
ness and in society at large, the advent of digital has significant implications
for sponsorship. New media provide focused channels of communications to
achieve traditional sponsorship objectives [18]. Other results show accep-
table model fit and confirm the usefulness of understanding the effects of
content marketing on sponsorship favorability [19]. At the same time, the
right of each individual to decide whether to accept or reject changes is
deeply respected. Ph. Kotler, H. Kartajaya, Setiawan 1. rightly point out in
their "Marketing 5.0: Technology for Humanity’ study that marketers should
choose rational ways of symbiosis between themselves and digital techno-
logies, focusing on ensuring important social interactions and preserving
society’s values [20, p. 10]. Today, marketing technologies play the role of a
generator of communication flows between governments, citizens of diffe-
rent countries, and other parties interested in. Being a strategic resource of
the state, they ensure the harmonization of communications and free entry
into the external communication space. Their use in the global marketing
environment should be provided by marketing strategies for the development
of states and society as a whole [21].

Informing the world community

Formation Innovative technologies about publig iqterests aqd needs,
of stgtes and of digital marketing establ.1sh1‘ng effectlve .
sqc1et1es values communications, commqmcanon with public
in the glpbal st el et of various ?atqs, the state
marketing positioning

environment

Observance of public interests

Socially Sponsorship
responsible Preservation of public values as marketing
mechanisms for communication

coordination of
national and
nublic interests Application of public potential

Ensuring consistency of national
interests with the interests of society,
promoting the effective
implementation of strategies
for image formation and brand
development by states

Marketing methods
and tools of public
administration adapted
to social requirements

SPONSORSHIP
MARKETING

Innovative trends of socially responsible states in sponsorship marketing
in the conditions of war

Source: developed by the authors.
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The purpose of sponsorship marketing should be interpreted as achie-
ving social harmony in society by satisfying people’s needs with traditional
and digital marketing technologies. Within the framework of sponsorship
marketing, states, companies, institutions, and individual citizens can become
both a sponsor and a recipient. In this case, all participants in the com-
munication process should take care of social responsibility, that is, the duty
to strengthen positive results for society and weaken negative ones. Social
responsibility sometimes puts them in front of a difficult choice that
contradicts their own interests and motives. Thus, in the conditions of the war
in Ukraine, citizens of various states began to perform the functions of both
sponsors and recipients of public services. They began to realize the impor-
tance of coordinated, targeted and effective assistance in the application of
new behavioral skills and to determine the strategic importance of sponsor-
ship programs to meet societal needs. Their socially responsible behavior in
the global marketing environment creates conditions for effective positioning
of the state, formation of brand attitudes and strengthening of loyalty of
citizens of different countries.

Sponsorship marketing acquires special importance in the direction of
development, implementation and control of specific sponsorship programs
for the provision of social services to citizens of different countries with the
aim of forming new social attitudes and achieving a social effect. Within
sponsorship marketing, the social effect is considered in relation to the social
needs of specific potential recipients of services, and sponsorship is the most
rapidly growing type of synthetic marketing communications. By implemen-
ting sponsorship programs, the government is concerned about the well-
being of citizens, ensures the economic development of society, increases
loyalty to the state, forms an image, and ensures the positioning of the state
brand. That is, sponsorship marketing and sponsorship allow you to achieve
several goals at the same time and it is an effective tool for integration in the
global marketing environment.

Today, sponsorship marketing is implemented by all European count-
ries in the process of supporting the economy of Ukraine. In accordance with
the tasks of sponsorship marketing, social requirements of the state are gro-
wing, guarantees of human rights and freedoms are being strengthened,
communication networks are being formed for feedback with citizens of other
countries, and various social needs are forecast. As one of the promising
directions, sponsorship marketing contributes to optimization, rationaliza-
tion, and increasing the efficiency of the functioning of social institutions
thanks to the implementation of marketing methods and procedures. Various
sponsorship programs are being developed for this purpose [22].

The types of sponsorship programs for Ukrainians that have been
opened by European countries since the beginning of the war are presented
in the Table.
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ENTERPRISE

Sponsorship programs strengthen the image of states, raise awareness
of public regulation mechanisms, the brand of states, and they are a powerful
tool for supplementing marketing activities in the global marketing environ-
ment. Emotional ties that arise between participants of sponsorship programs
and public opinion are the basis for creating sufficient loyalty to governments
and brands of different states. The presented sponsorship programs show that
the social protection and support of every person is an absolute priority of the
government of every country in the direction of public interests and preser-
vation of public values. At the same time, the limitation of budget funds, the
need to preserve the well-being of its citizens, overcome poverty, environ-
mental safety, develop health care, education, science, and culture, determine
different levels of financial support, meeting the primary needs of consumers,
and providing other services. Mitigation impact of financial dependence on
public interests and values in the global marketing environment can be
ensured by the effectiveness of the sponsorship marketing tools. It is able to
activate the attraction of additional budgetary funds, in particular private
capital, funds of business entities and residents of countries based on adaptive
methods of conveying information about the principles of social justice,
social security, social partnership, social solidarity, methods of influencing
the behavior of citizens, strengthening loyalty to the proposed programs. As
aresult, we can make an assumption that social values in the global marketing
environment are formed by sponsorship marketing tools, that is, there is a
functional dependence between the level of preservation of social values and
sponsorship marketing tools.

Conclusions. Sponsorship marketing is an integral part of interna-
tional marketing practice, and sponsorship is the main tool for realizing the
goals of states according to the defined components of the marketing mix
model. It is designed to ensure the preservation of social values for current
and future generations. Effective sponsor marketing affects various aspects
of social life, since social harmony and social activity of the population are
the first priority of the functioning of states in the global marketing environ-
ment. The purpose of sponsorship marketing should be interpreted as meeting
the needs of people to achieve social harmony in society. Within its limits,
states, companies, institutions, and individual citizens can become both
producers and consumers. In the strategic period, sponsorship marketing is
an effective tool for promoting social ideas and specific sponsorship pro-
grams in the direction of ensuring the formation of the state’s image and
brand in the global marketing environment.

Today, sponsorship marketing of European countries is a complex and
multifaceted system that requires completely new methods, tools, and stra-
tegies. Sponsorship is a powerful, rapidly developing synthetic marketing
communication, which provides strengthening of the reputation and impro-
vement of the image of states, an opportunity to express a position in society
regarding current issues. Through the implementation of sponsorship
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programs, the government maintains a socially responsible positioning in the
global marketing environment. Sponsorship in the conditions of war ensures
the emergence of innovative methods of forming interstate relations and is
capable of contributing to the rapid recovery and development of the eco-
nomy of Ukraine in future. The communicative effect of sponsorship is aimed
at breaking through the inertia of perception and protective informational
barriers of society and increasing the degree of recognition of the state’s
brand through association with the event or sponsorship program.

The realities of the functioning of the global marketing environment
predetermine the legislative regulation of sponsor marketing and spon-
sorship. The effective toolkit of sponsorship marketing is able to ensure the
effectiveness of the state mechanism of formation and use of financial resour-
ces to satisfy public interests, preserve public values and eliminate dispro-
portions of sustainable development. Its tools should be original creative
techniques and situational behavior of people, which are able to attract the
attention of society and significantly increase awareness of the real state of
affairs. In turn, the sponsoring states will be able to intensify their efforts to
comply with and fulfill the global goals of sustainable development.

Today, in the theory and practice of marketing, there are many studies
that reveal the behavior of consumers under the influence of sponsorship
marketing tools, but there are practically no studies of the process of mar-
keting sponsorship management at the level of European countries and under
conditions of force majeure in the global marketing environment. Such situa-
tion requires investments in the research of sponsorship marketing and spon-
sorship by scientists from different countries. Our further research will be
aimed at conducting a statistical analysis and proving, by means of mathematical
modeling, the hypothesis of the existence of a correlation between the level
of preservation of social values and the tools of sponsorship marketing.
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Introduction. The results of Ukraine’s activi-
ties within the framework of the Association
Agreement between the EU and Ukraine, inclu-
ding provisions on the Deep and Comprehensive
Free Trade Area (DCFTA), improving market
access means not only the reduction of tariffs,
but also the reduction of non-tariff measures
through alignment with EU rules.

Problem. Competition between rules leads to
convergence of standards in practice. However,
the issue of continuation of national diversities
is empirical.
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Bemyn. Pesynomamu OianvHocmi Yxpainu
6 pamkax Yeoou npo acoyiayiro mixc €C ma
Yxpainoio, exmouarouu nonosicenns npo noenuo-
JIeHy ma 6CeO0CANCHY 30HY BLIbHOI mMop2ieni
(IIB3BT), nokpawanus 0Oocmyny 00 PUHKY
O3HauAIOMb He MINbKU 3HUdICEHHS mapughis, a 1
3MEHWEHH S HemapUGHUX 3aX00I8 ULIAXOM Y320-
Ooicerna 3 npasunamu €C.

IIpoonema. Kouxypenyia migic npaguiamu
npugoounb 00 30UNCEHHS. CMAHOAPMIB HA NPAK-
muyi. OOHaK NUMAHHA NPO me, YU MOXNCYMb
HAYIOHATbHI  GIOMIHHOCMI  NPOO0BICYBAMUCH,
€ eMNIPUYHUM.
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The aim of the study is to identify the rela-
tionship between product groups with improved
access and exports within the study of Euro-
pean perspectives for the further development
of Ukraine.

Methods. The study uses general and special
research methods.

Results. It is substantiated that Ukrainian
business can increase the productivity and effi-
ciency of its activities by adopting EU standards
by 13-30 %. It is established that a smaller share
of imports in a particular country’s total imports
would imply greater trade costs in that country
for the exporting country, and vice versa. All
products with HS4 codes which market share in
EU is less than market share in the world are
identified. Ineffective products within the scope
of the DCFTA have been identified. In order to
identify these products a special formula is pro-
posed. An economic-mathematical approach for
evaluating export growth in conditions of con-
[lict-free trade is proposed.

Conclusions. Tariffs are not the only barrier
to market entry in the EU. Some of the largest
trade transaction costs have been seen to be a
major barrier to export development which was
addressed within the DCFTA. Further inves-
tigation could be focus on assessing the compe-
titiveness of products with improved access.

Keywords: export, imports, market access,
trade, non-tariff measures, DCFTA, regulatory
barriers, EU quality infrastructure system, pro-
ducts and sectors of Ukraine.

JEL Classification: F15; F47

Memoto 00cniOdiCeHHsl € BUSHAYUEHHS 83AEMO-
38’AI3KY MIdIC epynamu moeapié 3 NOKpaujeHum
docmynom ma eKCnopmom )y KOHmeKcmi €8po-
NelcLKUX Nepcnekmus noodibuio2o0 po3eUmK)
Vkpainu.

Memoou. Buxopucmano 3azanvhi ma cneyi-
AnbHI MEMOOU OOCHIOINCEHHS.

Pesynomamu docnioxcennsn. O6rpyHmosano,
wWo YyKpainceKull 6izHec Modice NioSUWUmuU npo-
OYKMusHicmy ma egexmugnicmes c8oci Oisinib-
Hocmi 3a805Ku nputinammio cmanoapmie €C Ha
13-30 %. Bcmamnoeéneno, wjo Mmenwa 4acmka
iMnopmy 6 3a2anibHOMY IMHOPMI KOHKPEmHOI
Kpainu osnavana 6 Oinbwi mopeosi sumpamu
8 Yitl Kpaini 0115 Kpainu-excnopmepa, i HABNAKU.
loenmudghikosano eci npodykmu 3 xooamu HS4,
yacmrka punky axux 6 €C meHwa, HidC Ha
C8iMo6oMy punKy. Busieneno neeexmusHy npo-
oykyito 6 pamxax [IB3BT. [l idenmuixayii
Yux npoOyKmie 3anponoHo8ano cneyianvhy @op-
Myny. 3anponoHO8aHO eKOHOMIKO-MamemMamuy-
HUll nioXi0 00 OYIHIOBAHHA 3POCMAHHA eKC-
nopmy 8 ymoeax 6e3Konpaikmnocmi mopeieii.

Bucnoexu. Tapugu cami no cobi ne € €ou-
HOI0O nepewkodoio 0as 6xody Ha purok €C.
Jleaxi 3 Haubinbwux eumpam Ha MopeoeeibHi
onepayii 86axcar0mMvcsi OCHOBHOI NEPEUK0000
011 PO36UMKY eKCHOpMY, AKULl PO32150a6Cs
6 pamrax [IB3BT. Iooanwuui 00cioxicer st MoXCymb
b6ymu 30cepeddiceni Ha OYIiHYI KOHKYPEHMOCnpo-
MOJICHOCIE NPOOYKMIG 13 NOKPAWEHUM OOCHYHOM.

Kniouoei crnoesa: excriopt, iMIOpT, TOCTYII
Ha PUHOK, Toprieis, HerapugHi 3axoau, [IB3BT,
perynsaTopHi 6ap’epu, cucreMa iHQpacTpyKTypHu
sikocTi €C, IPOAYKTH Ta CEKTOpU YKpaiHu.

Introduction. In 2022 Ukraine received the status of a candidate

of the EU membership. After the signing of the Association Agreement (AA)
between EU and Ukraine, including provisions for a Deep and Compre-
hensive Free Trade Area (DCFTA) in 2014, it became another step on the
way to the integration of Ukraine into the European economic space, which
requires the harmonization of national rules with the rules of trade and other
activities on the EU market. It also actualizes the task of identifying the
relationship between groups of products with improved access and improved
exports. Such studies will allow us to better understand the benefits that
Ukraine should take of, if not during wartime (when special rules may be
implemented and various types of risks are constantly unpredictably mani-
fested), then in peacetime — during the country’s reconstruction and prepa-
ration for its accession to the EU.
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In examining the performance of Ukraine under the DCFTA,
improved market access does not only mean a reduction in tariffs but also a
reduction in non-tariff measures (NTMs) through alignment to EU regula-
tions. A fundamental difference between DCFTA and traditional FTA is
regulatory alignment which allows for improved market access beyond tariffs
alone and are expected to result in significant increase in exports. Therefore,
sectors and/or products that improved market access through regulatory
alignment should also improve exports to the EU. In general, NTMs such as
Technical regulations and Sanitary and Phytosanitary (SPS) measures are
imposed by governments for a variety of legitimate objectives that may have
nothing to do with international trade, but still create trade frictions and
restricts trade.

In order to minimize the negative impact of differences in national
regulations on export development, some free trade agreements pursue a stra-
tegy of regulatory alignment. For example, since 1986, the European Union
has implemented the Single Market program that aligns and harmonizes the
regulation across most sectors whilst in non-harmonized sectors, a system
of mutual recognition is encouraged. Mutual coordination and harmonization
of regulatory activities takes place on the background of the development of
international rules to reduce the protectionist influence of regulatory acts in the
system of multilateral trade.

Regulatory alignment can be achieved either through mutual recogni-
tion of national rules, or, can be based on complete harmonisation of regula-
tions and standards. Harmonization eliminates the negative effect on exports
of differences in national standards due to both parties in the FTA adopting the
same regulations and standards. However, in practice, such harmonization can
take a very long time, as evidenced by the experience of regulations and
standards harmonization within the EU. Mutual recognition of national stan-
dards and conformity assessment procedures within the framework of an FTA
is a viable alternative approach to harmonisation. As noted in some studies
earlier, "in both instances, states must have confidence in each other’s testing
and enforcement procedures, but the mutual recognition approach involves, in
addition, the possibility of competition among rules leading to a ’race to the
bottom’. This may occur if firms within the FTA lobby for less stringent
regulation in the face of competition from firms located in more lax regulatory
jurisdictions, or threaten to relocate from high - to low-standard countries" [1].

Problem. Unfortunately, today there is little evidence on the extent to
which differences in national rules may persist. The question of determining
the extent to which competition between the rules of different countries leads
to convergence of standards in practice requires further investigation.

In modern realities, the creation of a single international space is no
longer considered as a choice between regulatory harmonisation and mutual
recognition of the rules. In fact, a scenario of following a parallel approach
where mutual recognition of some rules supplements harmonisation of rules
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of other sectors. At the same time, it should be emphasized that although mu-
tual recognition can certainly become the basis for alignment of some national
rules, it is only viable when the difference between national approaches is
small. This, in particular, is evidenced by the experience of the EU.

Analysis of recent research and publications. There have been diffe-
rent publications [2—4] in recent years examining the impact of the AA and
DCFTA. However, they mainly related to the general characteristics of the
change in trade rules and the determination of the Ukraine’s exports to EU
countries trends. Some articles [5; 6] also mentioned the negative impact of
Russia’s military aggression on trade between Ukraine and the EU. Other
publications [7; 8] presented assessments of the competitiveness of Ukrai-
nian exporters, factors influencing the development of trade between Ukraine
and the EU, etc. In one of our previous studies, it is substantiated that "...the
increase in new exports of Ukraine to the EU post DCFTA were due to tariff
liberalization" [9, p. 1].

Within the defined research issues, it is necessary to mention the
scientific publications of Mattoo and Fink [10; 11], which were presented
still at the beginning of the 21 century. These scientists suggested the follo-
wing as majors motivations for regularly alignment [1, p. 26; 11]:

« [f national standards are not optimal, then international harmonization
can be a way of improving national standards.

o If national standards have been captured by protectionist interests,
then international harmonization can be a liberalizing device.

« If national standards are optimal, then there is a trade-off between the
gains from integrated markets and the costs of departing from nationally
optimal standards. This trade-off is likely to be most severe in Regional trade
agreements (RTAs) involving both developed and developing economies.
The low-income country may have a low level of mandatory standards
reflecting its optimal trade-off between price and quality, while the high-
income country may have higher standards.

Paying tribute to the results of different researches, it is worth em-
phasizing that the aforementioned studies have not identified and examined
the relationship between groups of products with improved access and
improved exports under the context of European benchmarks in the deve-
lopment of Ukraine.

The aim of this study is to identify the relationship between groups of
products with improved access and improved exports within the study of
European perspectives for the further development of Ukraine.

Methods. The study uses general and special research methods. These
are methods of systematization, comparative and statistical analysis, econo-
mic & mathematical description, graphic method. Theoretical basis are
concepts of general international trade, the results of own previous research
and publications of other scientists. The study also uses data from European
Commission, Eurostat, World Integrated Trade Database, etc.
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Results. In an integrated market, harmonization of standards creates
greater competition. However, this comes at the expense of social costs to at
least one of the partner countries. Such situation is problematic. As noted by
Schiff and Winters [12], this problem can be particularly serious when it
comes to social or environmental standards and where there may be signi-
ficant economic reasons for the existence of differences. Because the aggre-
gate costs of harmonization depend on the gap between the policy-related
standards of the countries, scientists Mattoo and Fink [10; 11] pioneered the
concept of an optimum harmonization area. According to this concept, the
optimal zone of harmonization consists of a set of countries for which
aggregate welfare will be maximized through regulatory harmonization.

Research by Mangelsdorf et al. [13] on the impact of trade from
outside the EU on business having to adopt new EU technical regulations and
harmonized standards (that differ from their respective national standards)
shows a negative impact on trade (7able 1).

With the exception of medical devices (whose manufacturers around
the world are more sophisticated in general), compliance with the EU tech-
nical requirements and standards (existing and introduction of new standards)
has an adverse effect on trade from countries outside the EU.

Table 1
Effects of new or changes in technical regulations/standards
on Extra EU Imports
Products Coefficient effect on Change in Trade
Medical Devices 0.069
Toys —-1.110
Electronics —-0.079
Construction —0.096
Machinery —0.202

Source: Mangelsdorf et al. [13].

Therefore, in aligning Ukraine’s system of quality infrastructure (tech-
nical regulations, conformity assessment procedures, metrology, standards
and market surveillance) with that of the EU, SMEs will face no difference
in compliance with national and EU requirements and therefore, no diffe-
rence in selling in Ukraine or Warsaw (given zero tariffs on majority of non-
agricultural exports from Ukraine) and hence, these effects negative effects
will be reversed.

Moreover, studies on the impact of the EU quality infrastructure sys-
tem within the creation of the Single Market [14—16] show that European
firms have enjoyed gains in productivity and growth resulting from both
adoption and alignment of technical regulations and standards (7able 2).

ISSN 1727-9313; eISSN 2616-5856. SCIENTIA FRUCTUOSA. 2022. Ne 6 23



ENTERPRISE

Table 2

Impact of Adopting EU harmonized standards in the Single Market, %

Country Impact on GDP Growth Impact on productivity
Germany +0.9 +30.1
UK +0.3 +13.0
France +0.8 +27.1

Source: Selected European Standards Bodies.

Therefore, there could be productivity and efficiency gains amongst
Ukrainian business and SMEs from adoption of the EU standards of between
13 and 30 %.

The above references show that removing selected NTMs (most look at
standards and technical regulations) would likely increase trade. Ronan [17]
states that a particular NTM will increase trade if its demand-enhancing effect
dominates its trade-cost effect, either through removing or reducing the trade
cost of that NTM. Therefore, the assessment of the trade effects of NTMs among
and within regions, countries or firms, is important in assessing impact of legi-
slative alignment. However, due to data limitations, availability and availability,
estimating these effects remains a significant challenge for scholars worldwide.

Most scientific authors attempt to isolate different effects by type of NTM
such as Gruebler et al. [18] who shows the difference between the impact of
NTMs on imported products which are used for final consumption, compared
to intermediate inputs and that technical regulation measures play a more sig-
nificant role for the manufacturing sector, especially for intermediate goods.

However, the EU-Ukraine Association Agreement and DCFTA has
a wide range of legislative alignment, harmonisation and mutual recognition
across all the EU business acquis [19, p. 30—47], so in the first instance, this
separation of measures is less relevant.

There has a body of work that has investigated the extent to which
actual world trade is much below expected trade, with some estimates as low
as 10 % of actual trade [20]. These are largely based on gravity models that
examines trade potential and compare to actual trade. The theoretical frame-
work for examining trade potential has a useful application in our case as it
creates a frictionless trade benchmark. Anderson [21] in early work began
the concept of "natural frictionless benchmark" from an initial point of des-
cribing a completely smooth homogeneous world in which all frictions (and
associated trade costs) disappear. A frictionless world implies that each good
has the same price everywhere. In a homogeneous world, economic agents
everywhere might be predicted to purchase goods in the same proportions
when faced with the same prices. Therefore, in a completely frictionless and
homogeneous world, the natural benchmark prediction is based on a number
of assumptions:

» demand at each destination for goods from all origins;
« market clearance;
« perfect arbitrage with, no trade costs.
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In the Anderson [22] framework, a completely smooth homogenized
world, the exports flow from country i to j, are equal to countries i world
exports as a share of total world imports as a proportion of country ;’s (that is all
countries’ demand a product equally amongst the different sources of supply).
This Bilateral Exports under frictionless trade is thus expressed as follows:

Xi
Xij = M_MM:MjW9 (1)

where Xj; — is the export of country i to country ;j (or j’s imports from country i);
Xiw— 1s country i’s global total exports; M — is global imports; M;w is global
imports by country j. Following on from this formulation, the share of ;’s
imports from country 7 is equal to the share of world expenditure (imports)
from country i.

However, trade in the real world is not frictionless and there is a big
difference shown in reality between actual bilateral trade and expected
frictionless trade. Therefore, in both actual bilateral trade and the global
benchmark, trade costs are present which relax the frictionless concept.
Anderson and van Wincoop [22; 23] quantify some of these "Trade Costs"
which limit or restrict frictionless trade including:

o Tariffs;

« [information costs;

« Non-monetary barriers — regulation, licensing etc.;
« Taste differences;

« Extortion, insecure contracts;

o Transport and border costs.

Although it should be noted that within gravity model formulations
(which Anderson is mainly concerned with), transport and border costs are
captured through distance parameters.

Given that trade frictions exist within the benchmark (share of country
i exports in global imports) as well as in bilateral trade, the inference is that
any difference in market shares of country i would result from differences in
trade costs. That is a smaller share of imports in a particular country’s total
imports would imply greater trade costs in that country for the exporting
country, and vice versa. The Market Share under reduced friction is expressed
as follows formula:

2 > X )
Mjw — Mw

So, based on this framework, it would be expected that Ukraine’s
market share in EU imports should be better (or at least as good) as its market
share in other countries as there have been removal of both tariff and non-
tariff barriers under the DCFTA.

Anderson [22] extended this analysis to goods at a disaggregated level so
in order to identify residual "frictions" and trade costs after the implementation
of the DCFTA at a product level. Since we then can isolate products that have
had improved tariff market access, if the share in EU markets are less than global
market shares then other non-tariff trade costs exist that are greater in the EU.
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Therefore, in the following analysis, the share of Ukrainian exports of
any product in global markets sets the benchmark proxy for relative "friction"
of Ukrainian exports. It would then be expected that under the DCFTA, with
greater preferential market access than any other market that Ukraine exports to,
Ukraine’s exports to the EU should be proportionately greater than Ukraine’s
global market share, ceteris paribus. If this is not the case, then there must be
some tariff or non-tariff barriers (persistent tariffs, TRQs, minimum pricing,
SPS or TBT, RoO or marketing/information constraints) [24, p. 4-5].

So, a using Andersons framework and benchmark formulation, it is
possible to identify underperforming products under the DCFTA. In order to
identify these products, a simple formula was developed to estimate the
relative market shares of Ukraine’s product exports to EU and world. This
formula is expressed the Measure of Underperformance in Exports to the EU
of product i (1;):

Si
Ii _— UKREU (3)

- s
SiUKRWTd

where i — Performance indicator of product; Sivkrev — Share of EU Imports
from Ukraine in total EU Imports of product i; Siuxrewr« — Share of Ukrainian
global exports of product i in World Imports of product i.

If 1; < I then Ukraine’s export of product i to the EU are less than
expected, that is the aforementioned export is underperforming in the EU
market relative to performance in the rest of the world.

All products at HS4 which market share in EU is less than market
share in the world are identified. To make the analysis manageable in terms
of products, a set of criteria based on significant levels of Ukrainian exports
globally, significant and growing EU market and relative large potential
increase (gap between EU and global markets) was applied to identify [24, p. 5]:

« products which global exports are greater than USD 10 million;

« products which EU imports are significant relative to Ukraine’s poten-
tial (EU demand more than USD 50 million; or 5 times Ukraine’s global
exports of that product);

o products which EU imports have been consistently growing over the
last 3 years.

In 2021, Ukraine was the 17" largest partner for EU exports of goods
and the 15" largest partner for EU imports of goods. Total trade between the
EU and Ukraine reached almost EUR 52.4 billion in 2021, almost doubling
since the entry into force of the DCFTA [25]. Our previous studies [9; 19; 24]
have shown that Ukraine exports 920 products to the EU at a HS4 digit cus-
toms code level (HS 8 digit level is not possible due to lack of global demand
data at this level of disaggregation). Let’s emphasize that around one quarter
of product lines, or 242 products have market shares in the EU lower than
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global market shares. That is are underperforming in the EU market under
the DCFTA. Of these, 69 have large global exports, over USD 10 million as
given in. Given that in total only 298 product lines have exports greater than
USD 10 million, it also means that around one quarter of Ukraine’s largest
global export products are underperforming under the DCFTA [19, p. 378-381].

Table 3 summarizes the largest global exports of Ukraine that are
currently underperforming under the DCFTA.

Table 3
Largest Exports of Ukraine that are underperforming under the DCFTA
Average EU Share of EU Ukraine’s SharAe A ) Share
Imports from Imports from Global of Ukrainian | in EU cf.
Products & HS 4 digit customs code Ukraine Ukraine Exports global exports Share
(EUR million) in total EU | (USD million) in World in World
Imports Imports Imports (7))
7214 Bars And Rods, Of Iron Or Non-Alloy
Steel, Not Further Worked Than Forged,
Hot-Rolled, Hot-Drawn Or Hot-Extruded, 43.072 5.039 1 076.940 6.013 0.838
But Incl. Those Twisted After Rolling (Excl.
in Irregularly Wound Coils)
8411 Turbojets, Turbopropellers And Other 19.821 0.065 789.862 0.666 0.098
Gas Turbines
2818 Artificial Corundum, Whether Or Not
Chemically Defined; Aluminium Oxide / 10.603 1.891 449.926 2919 0.648
Hydroxide
7204 Ferrous Waste And Scrap; Remelting
Scrap Ingots Of Iron Or Steel (Excl. Slag, Scale
and Other Waste From the Production of Tron
Or Steel; Radioactive Waste and Scrap; 8.068 0.710 289.694 0.817 0.868
Fragments of Pigs, Blocs Or Other Primary
Forms of Pig Iron Or Spiegeleisen)
2402 Cigars, Cheroots, Cigarillos And
Cigarettes Of Tobacco Or Substitutes 0.260 0.135 265.030 1138 0.119
3004 Medicaments Consisting Of Mixed Or
Unmixed Products For Therapeutic Or
Prophylactic Uses, Put Up in Measured Doses
"Incl. Those in the Form of Transdermal 8.032 0.024 187.141 0.054 0.451
Administration" Or in Forms Or Packing for
Retail Sale (Excl. Goods of Heading 3002,
3005 Or 3006)
2517 Pebbles, Gravel, Broken Or Crushed
Stone, For Concrete Aggregates, For Road 6.560 1.937 169.352 4.635 0.418
Metalling Or For Railway Ballast, ...
8413 Pumps For Liquids, Whether Or Not
Fitted With A Measuring Device ... 6.735 0.174 168.261 0.265 0.658
8802 Powered Aﬂlrcraft E.G. Helicopters 10822 0051 160915 0.109 0468
And Aeroplanes"; Spacecraft ...
8602 Rail Locomotives (Excl. Those Powered
From An External Source of Electricity Or by 2.129 4.363 159.736 9.223 0.473
Accumulators); Locomonive Tenders

Source: Authors’s Calculations from World Integrated Trade Database (USD) and
EURstat (EUR).

Iron and non-alloy steel bars (HS7214) are Ukraine’s largest global
export that is underperforming under the DCFTA. However, Ukrainian global
exports of Iron and non-alloy steel bars amount to almost USD 1.1 billion.
Ukraine’s market share of these products in the EU is around 0.8 of its global
market share, despite the DCFTA and therefore, exports to the EU are only
EUR 43 million (that is, approximately USD 48 million).
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Taking into account the results of our study and some previous
publications and research [9; 19; 24], it is clear that similarly, Ukraine exports
EUR 20 million (USD 22.4 million) of gas turbines (HS 8411) to the EU, which
is about one tenth (0.098) of its global market share at USD 800 million.
Therefore, if Ukrainian exports to EU of gas turbines performed the same in EU
as in global markets, then exports to the EU would total USD 224 million;
given the DCFTA provides a market opportunity, it could be argued that we
would expect exports to be much larger than global export share and therefore
the expected increase would be even higher.

Table 4 presents the products that have the worst performance in the
EU in terms of global market share (where /; is the lowest).

Table 4
Worst Performing Large Exports of Ukraine
Share of EU . Share .
.. Average EU Imports from Growth in Ukraine’s of Ukrainian Share in EU
Products & HS 4 digit customs | Imports from L Average cf. Share
. Ukraine in Global Exports | global exports | .
code Ukraine EU e . in World
(EUR million) total EU Tmports, % (USD million) in World Tmports (1)
Imports i Imports !
9028 Gas, Liquid Or
Electricity Supply Or
Production Meters, Incl. 0.029 0.005 12.15 19.545 0.319 0.016
Calibrating Meters
1901 Malt Extract; Food
Preparations Of Flour, Groats, 0.105 0.041 4.83 110.402 0.644 0.064
Meal, Starch ....
8415 Air Conditioning
Machines Comprising A 0.144 0.005 15.62 18.081 0.047 0.096

Motor-Driven Fan ...
8411 Turbojets,
Turbopropellers And Other 19.821 0.065 13.79 789.862 0.666 0.098
Gas Turbines

8501 Electric Motors and

Generators (Excl. Generating 1.100 0.021 11.73 99.550 0.195 0.110
Sets)

2402 Cigars, Cheroots,

Cigarillos and Cigarettes Of 0.260 0.135 37.76 265.030 1.138 0.119

Tobacco Or Substitutes ...
6402 Footwear With Outer

Soles And Uppers Of Rubber 0.506 0.011 2.81 23.384 0.080 0.134
Or Plastics ...

3904 Polymers Of Vinyl

Chloride Or Halogenated 0.125 0.017 4.97 21.924 0.118 0.147

Olefins, Primary Forms
7108 Gold, Incl. Gold Plated

With Platinum, Unwrought Or 1.471 0.004 79.25 73.467 0.028 0.156
Not Further Worked ..

8526 Radar Apparatus, Radio

Navigational Aid Apparatus 0.852 0.038 9.35 43.676 0.239 0.160

and Radio Remote Control

Source: Authors’s Calculations from World Integrated Trade Database (USD) and
EURstat (EUR).

Ukraine has the worst indicators of exports to the EU for product
groups HS 9028, HS 1901, HS 8415, HS 8411, whose relative market share
in the EU does not even reach 0.1 share of the global market (see Table 4).

As mentioned earlier, the benefits of the DCFTA are derived prin-
cipally from two elements [24, p. 8]:

« improved market access (preferential tariffs and duty free tariff rate
quotas) that provide Ukraine with a margin of preference over other third
country suppliers;
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« alignment of national regulations (SPS and technical regulations) to
those of the EU so that producers in Ukraine, de facto, already comply with
EU regulations and can export more easily without product adaptation.

Where there are remaining tariff obstacles, including tariff rate quotas,
amongst the largest underperforming sectors, these tariffs could explain all or most
of the residual frictions and therefore, explain the underperformance of Ukraine in
EU markets under the DCFTA compared with Ukraine’s global exports.

Therefore, in order to identify products where non-tariff frictions
exist, the largest exports from Ukraine globally that perform worse in the EU,
whereby these products face no tariffs or tariff preferences over major sup-
pliers. For underperforming sectors where Ukraine has a tariff advantage,
underperformance must be due to the existence of other trade costs especially
where a margin of preference. However, it should be noted that the persis-
tence of trade costs in these under performing products does not necessarily
mean that these result from non-alignment of technical and SPS regulations,
but rather "could be" one of the reasons for underperforming (other internal
and external factors could also play a role).

From the 69 large (with global exports from Ukraine greater than
USD 10 million) underperforming sectors of Ukraine in the EU under the
DCFTA, there are a total of 39 sectors that are underperforming and have
tariff free or margin of preference in the EU. However, given that Ukraine
actually exports 920 sectors (at 4-digit level), only 5 % of sectors totalling
EUR 95.2 million (or 6.9 %) of average exports to the EU (2017-2019) are under-
performing with tariff free or margin of preference as shown in Table 5 below.

On average, these products are underperforming in the EU versus the
rest of the world by 0.49 (simple average) which means that, assuming that
these are globally competitive products (as Ukraine has significant exports
of these in global markets), there is potential for increasing exports to the EU
of these by more than two times under frictionless trade.

To get a more accurate figure, the export potential (if Ukrainian
exports to the EU were to match its global market share), of these products was
estimated for the specific under performance. Assuming that Ukraine could
potentially trade with the EU at global levels in all products with no tariff
barriers at global market share levels, then using the underperformance index,
the increase in potential exports under frictionless trade would be (at least):

1
AX = (1—) X, )
where AX — is the increase in exports under frictionless trade in

product i; (11) — is the multiple of trade potential in product i; X — is the
existing exports to the EU of product i.
Table 5 calculates the total level of under performance of Ukrainian

exports in the EU market for products enjoying tariff free access to the EU.
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Table 5

Underperforming Ukrainian Exports with Duty Free Access to EU

Average EU Imports | Share in EU cf Under Sales
Products & HS4 digit customs code from Ukraine, Share in World EUR mil lior;
EUR million Imports (1i)
1803 COCOA PASTE, WHETHER OR NOT DEFATTED 1.239 0.16 6.5
1901 MALT EXTRACT; FOOD PREPARATIONS OF FLOUR, 0.105 0.06 15
GROATS, MEAL, STARCH OR MALT ... ) ) )
2001 VEGETABLES, FRUIT, NUTS AND OTHER EDIBLE PARTS 1487 0.98 0.0
OF PLANTS, PREPARED OR PRESERVED ... ) ) )
2005 OTHER VEGETABLES PREPARED OR PRESERVED
OTHERWISE THAN BY VINEGAR OR ACETIC ACID, NOT 1.301 0.53 1.1
FROZEN ....
2008 FRUITS, NUTS AND OTHER EDIBLE PARTS OF PLANTS, 2108 058 16
PREPARED OR PRESERVED, .... i i i
2106 FOOD PREPARATIONS, N.E.S. 1.895 0.57 14
2505 NATURAL SANDS OF ALL KINDS, WHETHER OR NOT 0120 020 05
COLOURED (EXCL. GOLD-, PLATINUM-BEARING SANDS, ... i i i
2517 PEBBLES, GRAVEL, BROKEN OR CRUSHED STONE, FOR 6.560 042 91
CONCRETE AGGREGATES, FOR ROAD ... i i i
3004 MEDICAMENTS CONSISTING OF MIXED OR UNMIXED 8.032 045 98
PRODUCTS FOR THERAPEUTIC PROPHYLACTIC USES,.. } ) )
3303 PERFUMES AND TOILET WATERS (EXCL. AFTERSHAVE 0.622 035 11
LOTIONS, DEODORANTS AND HAIR LOTIONS) ) ) )
3304 BEAUTY OR MAKE-UP PREPARATIONS AND 1468 059 10
PREPARATIONS FOR THE CARE OF THE SKIN, ... ) ) )
3901 POLYMERS OF ETHYLENE, IN PRIMARY FORMS 0.520 0.93 0.0
3904 POLYMERS OF VINYL CHLORIDE OR OF OTHER 0.125 0.15 0.7
HALOGENATED OLEFINS, IN PRIMARY FORMS i i )
4804 UNCOATED KRAFT PAPER AND PAPERBOARD, IN 0517 074 02
ROLLS OF A WIDTH>36CM ... i i i
4821 PAPER OR PAPERBOARD LABELS OF ALL KINDS, 0268 036 05
WHETHER OR NOT PRINTED i i i
4911 PRINTED MATTER, INCL. PRINTED PICTURES AND 0963 056 08
PHOTOGRAPHS, N.E.S. } } i
6115 PANTYHOSE, TIGHTS, STOCKINGS, SOCKS AND OTHER 1018 039 16
HOSIERY, INCL. GRADUATED COMPRESSION HOSIERY i } )
6212 BRASSIERES, GIRDLES, CORSETS, BRACES, SUSPENDERS, 3435 0.86 05
GARTERS AND SIMILAR ARTICLES AND PARTS .... ) ) )
7108 GOLD, INCL. GOLD PLATED WITH PLATINUM, 1471 0.16 8.0
UNWROUGHT OR NOT FURTHER WORKED ... ) i )
7210 FLAT-ROLLED PRODUCTS OF IRON OR NON-ALLOY 2351 050 23
STEEL, OF A WIDTH >= 600 MM, ... ) ) )
7225 FLAT-ROLLED PRODUCTS OF ALLOY STEEL OTHER 3733 0.97 01
THAN STAINLESS, OF A WIDTH OF >= 600 MM, .. ) ) )
7312 STRANDED WIRE, ROPES, CABLES, PLAITED BANDS, 0.593 051 06
SLINGS AND THE LIKE, OF IRON OR STEEL ... ) ) )
7321 STOVES, RANGES, GRATES, COOKERS, INCL. THOSE 1339 057 10
WITH SUBSIDIARY BOILERS ... i i i
7612 CASKS, DRUMS, CANS, BOXES AND SIMILAR
CONTAINERS, INCL. RIGID OR COLLAPSIBLE TUBULAR 0.466 0.66 0.2
CONTAINERS. .
8108 TITANIUM AND ARTICLES THEREOF, N.E.S.; TITANIUM 17.056 073 63
WASTE AND SCRAP ... ) i }
8413 PUMPS FOR LIQUIDS, WHETHER OR NOT FITTED WITH 6.735 0.66 35
A MEASURING DEVICE .. } } }
8415 AIR CONDITIONING MACHINES COMPRISING A 0144 0.10 14
MOTOR-DRIVEN FAN AND ELEMENTS ... i i )
8419 MACHINERY, PLANT OR LABORATORY EQUIPMENT 2953 0.65 1.6
WHETHER OR NOT ELECTRICALLY HEATED ... } ) )
8421 CENTRIFUGES, INCL. CENTRIFUGAL DRYERS (EXCL. 3266 0.85 06
THOSE FOR ISOTOPE SEPARATION); ... i i )
8426 SHIPS’ DERRICKS; CRANES, INCL. CABLE CRANES 0270 072 01
(EXCL. WHEEL-MOUNTED CRANES ... ) ) )
8481 TAPS, COCKS, VALVES AND SIMILAR APPLIANCES FOR 5417 0.74 19
PIPES, BOILER SHELLS, TANKS, VATS ... ) ) )
8501 ELECTRIC MOTORS AND GENERATORS (EXCL. 1.100 011 3.9
GENERATING SETS) ) i i
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End of the Table 5

Average EU Imports | Share in EU cf
Products & HS4 digit customs code from Ukraine, Share in World

Under Sales,

EUR million Imports (1j) | PUR million
8523 DISCS, TAPES, SOLID-STATE NON-VOLATILE STORAGE 0.349 047 04
DEVICES, "SMART CARDS" AND OTHER MEDIA .... ) ) )
8526 RADAR APPARATUS, RADIO NAVIGATIONAL AID 0.852 0.16 45

APPARATUS AND RADIO REMOTE CONTROL APPARATUS
8701 TRACTORS (OTHER THAN TRACTORS OF HEADING 8709) 0.869 0.65 0.5
8704 MOTOR VEHICLES FOR THE TRANSPORT OF GOODS,

INCL. CHASSIS WITH ENGINE AND CAB 0.405 0.19 18
8302 POWERED AIRCRAFT "E.G. HELICOPTERS AND 08 o 3
AEROPLANES"; SPACECRAFT, ... : : :
8303 PARTS OF AIRCRAFT AND SPACECRAFT OF HEADING 031 . .
8801 OR 8802, N.E.S. : : :
9028 GAS, LIQUID OR ELECTRICITY SUPPLY OR PRODUC- 002 02 s

TION METERS, INCL. CALIBRATING METERS THEREFOR

Source: Authors’s Calculations based on World Integrated Trade Database and EURstat.

This means that if Ukraine/EU could remove the costs to trade on all
underperforming exports (become frictionless or at least trade costs equal to
global average trade costs faced by Ukraine), there would be an increase in
exports of EUR103 million (or an increase in total exports of Ukraine to EU
of 0.75 %). This suggests that costs to trade (arising from differences in regu-
latory structures) are significant as it is unlikely that transport and other trade
costs in the EU are higher than other global markets that Ukraine export to.

The Association Agreement foresees alignment with EU regulations
(technical regulations, sanitary and phyto sanitary measures, amongst others)
over a 10 year period so that for exporters, there will be no difference in
exporting to the EU or selling nationally, thus eliminating these barriers.
Therefore, for sections of the tariff that are underperforming in the EU
market, these barriers should be gradually removed. In the data, which looks
at the first 3 "effective" years of regulatory alignment, it is not surprising that
there have been no effects yet and in the future, a more significant increase
in exports to the EU could be seen from removing barriers to trade.

Moreover, this under performing also identifies products where Ukrai-
nian exports to the EU are less than the "benchmark" global market share.
However, these global markets also have frictions, and under the AA/DCFTA,
these regulatory trade costs would mean that market shares of Ukraine in EU
for many products should not be equal but actually much higher than the EU.
Since the level of increased relative market share expected from regulatory
alignment would differ by product, the underperformance index relative to
global benchmark would likely be a gross under-estimate of the future
potential from regulatory alignment. Moreover, since the benchmark is
incorrect measure of frictionless trade, many more exports to the EU would
be expected to be included in the group of underperforming products and as
result, the calibration estimates are much smaller in scope and value and the
"multipliers" to frictionless trade of those increased value of products also
much higher. Finally, this is a static analysis, focusing on under performing
products in existing trade and does not include the dynamic effects.

Studies on the impact of European Integration on trade growth and the
disaggregated effects such as the Chen and Novy [23] found that in areas with
high levels of technical regulations, up to 85 % of trade growth (internally and
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externally) by the EU member states is due to removal of TBT and 45 % for
sectors with lower technical requirements. This shows that Ukraine’s alignment
with the EU quality infrastructure has even greater trade potential growth with
the EU than in simple underperformance. A European Commission Staff Wor-
king Paper [26] details how regulatory obstacles are prevented and removed
through relevant EU legislation on specific products (i.e. through EU harmo-
nised legislation) such as in the case of toys, cosmetic products or pyrotechnical
articles. The Commission demonstrates the benefits of harmonisation within
the EU by examining the share of trade within the EU of harmonised and non-
harmonised goods in total consumption (7able 6).

Table 6

Intra EU Exports as a share of Domestic Consumption: Harmonised
vs Non-Harmonised Or Partially Harmonised Products, 2008-2015, %

Year Harmonised Partial/Non-harmonised
2008 50.6 32.9
2009 51.8 32.5
2010 52.9 34.5
2011 54.2 35.6
2012 54.8 35.8
2013 56.5 37.1
2014 57.9 37.7
2015 59.2 374

Source: European Commission [26].

For harmonised products, the average value of intra EU exports is 54.7 %
of domestic consumption, while for the non-harmonised and partially harmo-
nized goods intra EU exports represent only 35.4 %.

The effects of harmonisation of the EU technical regulations means
there are no (or few) barriers to trade within the EU compared to non-harmo-
nised. Therefore, the Commission concludes [26] that EU enterprises on
average trade 54.4 % more in harmonised areas than non-harmonised areas.

Based on this, and assuming Ukrainian enterprises are able to take
advantage of opportunities at the same rate as EU companies in other EU
markets, and no other barriers exist (frictionless trade assumption), then trade
in each sector which Ukraine harmonises with the EU should rise by 54.4 %
(ceteris paribus).

Conclusions. The results of identification of the relationship between
groups of products with improved access and improved exports showed that
tariffs alone are not the only barrier to market entry in the EU and some of
the largest trade transaction costs have been seen to be a major barrier to
export development which was addressed within the DCFTA. To determine
the extent to which residual barriers to trade exist, the "frictionless" trade
benchmarking theory was adapted to measure the expected market share in
the EU of Ukraine (the benchmark) and actual market share for all products.
Given that transport costs are another major friction which does not apply
to Ukraine’s exports to the EU compared to global exports, given Ukraine’s
proximity to the EU, any underperformance in trade (market share in EU less
than global market shares) would indicate a residual constraint exists in the EU
that is limiting market penetration. The measure shows a small, but signi-
ficant level of Ukrainian export sectors that are underperforming in the EU.
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It should be noted that this is probably an underestimate as the benchmark
level of trade (Ukraine’s world market share) has significant barriers (trans-
port, tariff and regulatory costs) so the actual underperformance is much
higher. This is to be expected as the regulatory alignment under the DCFTA
is a 10-year process of legal adoption followed by implementation so that,
the effects of regulatory alignment are likely only to be observed in the longer
term. Anderson’s frictionless trade benchmark is only ever used for identi-
fying barriers before negotiation of an agreement. The use of this technique
linked to a specific agreement, will be a useful tool for policy makers to iden-
tify residual barriers post implementation, especially if other frictions (tariffs
and transport costs) can be isolated to provide a measure of residual barriers.
This analysis can then be used to focus government dialogue and negotiation
to eradicate any non-tariff barriers and address informational frictions on
those specific sectors. This could be used as a very powerful policy analysis
tool for governments.

Based on the results of this study, further investigation could be focus
on assessing the competitiveness of products with improved market access.
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Introduction. The efficiency of operational
activity is a necessary condition for ensuring the
sustainable economic development of trade
enterprises. Therefore, the search for and imple-
mentation of innovative technologies for mana-
ging this activity is a priority task for the enter-
prise management.

Problem. The consequences of COVID-19
and Russian military aggression have made tra-
ditional systems for managing the operational acti-
vities of trade enterprises ineffective. The pro-
blem of adapting enterprise management to new
economic conditions is crucial today.

The aim of the article is to substantiate the
theoretical foundations of process-oriented
controlling of the operational activities.
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KOHTPOJIIHT
ONEPALINHOI IOISNIBHOCTI
NIANPUEMCTBA TOPI'IBIJII

Bemyn. Edhexmusnicms onepayitinoi Oisinb-
HOocmi € HeobOXIOHOW YMOBOKW 3aOe3neyeHHs
CMano20 eKOHOMIYHO20 PO3GUMKY RIONPUEMCING
mopeieni. Tomy noutyk ma enpoeaoxceHus iHHo-
8aYIUHUX TMEXHONO2ill YNPABNIHHA Yi€lo Oislb-
HICIMIO € Nepuioyep208UM 3a60aHHAM MeEHEOIC-
MeHmy niOnpuemMcmsa.

Ilpoonema. Hacnioxu COVID-19 ma pociii-
CbKOI 8ilicbK060I azpecii’ 3pobunu manoepexmug-
HUMU MPpAouyiuni cucmemu YnpaeiinHs onepa-
YIIHOW  OIIbHICMIO NIONPUEMCIG  MOP2I6IlL.
Tpobrema adanmayii MeHeOHCMeHmy NiIONPUEMCME
00 HOBUX YMOB 20CNOOAPIOBAHHS € HA CbO2OOHI
HAO36UYALIHO AKINYANbHOIO.

Memoro cmammi € 00IpyHMYSaHHA Meo-
PEemuYHUX 3acad nPoYecHooOPiCHMOBAN020 KOH-
MPORiH2Y ONnepayitiHoi OisANbHOCHI.
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Methods. The following methods of scientific
knowledge are used: analysis and synthesis,
deduction and induction, generalization.

Results. The content and main tasks of pro-
cess-oriented controlling of the operational acti-
vity of a trade enterprise are formulated.

The model of operational business processes
of the upper level of the trade enterprise is pre-
sented, the principles of formation of target
indicators of management of operational busi-
ness processes are defined, and approaches to
the formation of a system of centers of financial
responsibility for trade enterprises of different
sizes and different basic organizational manage-
ment structures are formulated.

Conclusions. The implementation of the tech-
nology of controlling operational activities based
on a process-oriented approach allows to
quickly adapt the management system of the
enterprise to new business conditions.

Keywords: controlling, operational acti-
vity, main business processes, business model,
budgeting, financial responsibility center.
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Memoou. Buxopucmarno maxi memoou nay-
K0B020 NI3HAHHA! AHANI3 [ cuHme3, 0edyKyis ma
IHOYKYisl, y3a2anbHeHHsL.

Pesynomamu oocnidsicennsn. Cihopmynvosaro
3MICT Ma 0CHOBHI 3A80AHHS NPOYECHO OPICHMO-
8AHO20 KOHMPONIHZY ONepayitiHoi OialbHOCMi
nIONPUEMCmMea MmopeieJi.

Tlpeocmasneno modenv onepayitinux b6isnec-
npoyecie 6ePXHLO20 PiBHS NIONPUEMCIMEA MOP2IGT,
BUBHAYEHO NPUHYUNU POPMYBAHHS YINbOBUX NO-
KA3HUKI8 ynpasninmsa onepayiunumu oiznec-npo-
yecamu ma c@opmynbo8ano nioxoou 00 opmy-
6aHHS cucmemu yeHmpie QIHaHCO80I 8I0NOBI-
danbHoCmi 0151 RIONPUEMCIME MOP2IBTI PI3HO20
PO3MIpYy ma 3 pisHUMU 6A308UMU OP2aHI3aAYili-
HUMU CMPYKIMYPAMU YNPAGTIHHSL.

Bucnoexu. Bnpoeaooicennss mexnonozii Kom-
MpONiHeY Onepayitinoi OisIbHOCMI HA OCHOBI NPo-
YecHo OpIEHMOBAHO20 NIOX00Y 0a€ 3MO2y WBUOUIe
adanmyeamu cucmemy YAPAGIIHHA NIONPUEM-
€cmea 00 HOBUX YMOB 20CHOOAPIOBAHHS.

Kniouoei cnoea: KOHTPONIHT, OonepaiiiHa
JUSUTBHICTB, OCHOBHI Oi3Hec-TIporiecH, Oi3Hec-Mo-
JIeb, OI0/KETyBaHHS, LIEHTP (iHaHCOBOI BifMo-
BiJaabHOCTI.

Introduction. The ability of the enterprise for sustainable deve-

lopment in the long term largely depends on the efficiency of operational
activities. Particularly the financial results of operational activities are an
internal source of financing investments and fulfilling financial obligations.
They determine the enterprise’s solvency level, financial stability,
investment activity and possible growth rates.

In the conditions of intense competition, maintaining the appropriate
level of efficiency of the enterprise’s functioning becomes a rather difficult
task and sometimes requires innovative and non-standard solutions both in
the organization of the operational activity itself and in its management.

Problem. The problem of ensuring the efficiency of operational
activity becomes especially acute in crisis periods when the enterprise
operates under conditions of strict resource limitations and opportunities.
This situation is especially distinctive for Ukraine, which, having not
recovered from the consequences of the COVID-19 pandemic, has fallen into
even more difficult and, in fact, catastrophic in terms of consequences for the
economy and society in general, martial law conditions.

According to the State Statistics Service of Ukraine, in 2020 (during
the period of total quarantine measures), the number of trade enterprises (TE)
decreased by 3.01 %, and financial results before taxation by 64.94 %
compared to 2019. The share of profitable enterprises was 74.4 % of the total
number of trading entities, respectively, unprofitable — 25.6 % [1]. These are
the worst indicators for 2016-2020.

36 ISSN 1727-9313; eISSN 2616-5856. SCIENTIA FRUCTUOSA. 2022. Ne 6



ENTERPRISE

During the war, the efficiency of the TE, as all branches of the
economy, deteriorated catastrophically. Even in the absence of accurate
statistical data, it is informed about large economic losses. Thus, according
to preliminary estimates of the Ministry of Economy of Ukraine, at the
beginning of April 2022, "direct one-time losses for the economy amounted
to USD 565 billion. In addition, war losses have long-term effects. Thus,
according to the calculations of the Ministry of Economy, this year the losses
of Ukraine’s GDP will reach at least USD 112 billion, by 2030 — approximately
USD 1.2 trillion" [2].

According to the Retailers Association of Ukraine (RAU), at the
beginning of June, the losses of Ukrainian retail exceeded UAH 50 billion [3].
This is even though the study covered only large retail chains, so potentially
these losses are significantly higher and their volume can still grow.

In crisis and post-crisis (future recovery of the economy) conditions,
the role of innovative management methods is growing, which will contribute
to the optimal use of limited resources, ensuring their maximum effective
use. Therefore, controlling and, in particular, controlling operational acti-
vities can become a relevant management tool under such conditions. Spe-
cifically concept of controlling involves clear coordination of information,
analytical, planning and control functions, which is extremely important for
ensuring the effectiveness of operational activities.

At the same time, the practice of the functioning of enterprises in
periods of the crisis showed that those TEs that focused attention on their
business processes, were able to transform and promptly optimize them,
providing an effective business model for the enterprise, adapted to external
conditions, were able to preserve, adjust and restore their activities.

Thus, the actual direction of both scientific research and management
practice is the improvement of methodological principles, practical tools and
the introduction of process-oriented controlling of the operational activities
of the trade enterprise.

Analysis of recent research and publications. A powerful layer
of scientific and business literature is devoted to the problem of controlling.
Its analysis makes it possible to state the absence of a unified approach to the
interpretation of the essence and content of controlling, as well as its trans-
formation in the development process.

In the work of Gerald J. PreiB3ler, Peter R. Preiller [4], the features
of controlling in modern economic conditions are considered, syste-
matization of controlling tools and the features of their application are
proposed.

Z. Poberezhna disclosed the tasks and criteria of controlling the results
of the development of the business model of an airline company at various
stages of its life cycle [5], that is, a process-oriented approach to controlling
operational activity is updated.
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Scientists T. Losytka, N. Belyaeva, V. Lahutin, and T. Melnyk
revealed the possibility of applying modern controlling tools to PT [6].
V. Rudnytskyi and O. Rudnytska investigate the issue of management
reporting for TE, focusing attention on reports on the implementation of
expenditure budgets for the main business processes of trade: procurement,
transportation, storage and sale [7]. In the study of V. Kostyuchenko, the role
of controlling in the implementation of the accounting function at the
enterprise and the peculiarities of the formation of accounting support for
controlling at TE were revealed [8].

N. Babyak, based on the study of the peculiarities of the functioning
and organization of business enterprise processes in various segments
of trade, reveals the main problems and peculiarities of the formation of
information support for controlling trade, defines the main list of the most
fundamental analytical reports required by TE to ensure an effective con-
trolling system [9].

Despite the presence of significant improvements by scientists regar-
ding the implementation of process-oriented controlling in the activities of
TE, the issues of organizational and analytical support for controlling the
processes of operational activity remain unresolved, which significantly
complicates its practical implementation.

The aim of the article is to determine the essence and main tasks of
process-oriented controlling of the operational activity of a trading enterprise
and to justify its organizational and analytical support.

Methods. The research is based on the principles of the system
approach, and fundamental works on the issues of controlling and was carried
out using the methods of analysis and synthesis, deduction and induction and
generalization.

Results. Transformational processes in the understanding of control-
ling are primarily manifested in their focus on control and optimization
of operational processes. Thus, Horvart & Partners point out that in the
modern sense, unlike the traditional one, controlling is not considered as
a "watchdog", but as an innovative consulting system that is tied to the value
chain [10]. This orientation of controlling the enterprise’s main, i.e., opera-
tional business processes is followed in the writings of other researchers [11].

The relevance and demand of process-oriented controlling are
evidenced by the focus on developing cost management techniques within
controlling to ensure the enterprise’s competitiveness based on M. Porter’s
theory of creating a value chain. The result of this was the emergence of the
ABC costing technique [12] and the technology of process-oriented bud-
geting (ABB-budgeting), developed by Brimson [13].

The analysis and generalization of modern approaches to the inter-
pretation of control, and the study of the theory of process management made
it possible to determine the process-oriented controlling (POC) of the ope-
rational activity of the enterprise (OAE) as an integrated system of infor-
mation formation, analysis, planning and control of operational business
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processes to optimize the chain of value creation and business models of the
enterprise. That is, the POC of operational activity is aimed at solving the
following main tasks:

« assessment of the cost of operational business processes;

« identification of "weak places" in the chain of value formation;

« increasing the flexibility and adaptability of the enterprise’s business
model through transformation and reengineering of business processes
of operational activity;

« assessment of the effectiveness of operational business processes.

The implementation of these tasks should contribute to the overall
optimization of the enterprise’s business model and the growth of its value.
The effective implementation of the POC of operational activity of TE requi-
res the creation of appropriate support systems: organizational, informational
and analytical, planning and control. The starting point for their development
1s the identification of the operational business processes of TE according to
the segment in which the company operates and specific features of its acti-
vity (sales channels, supply channels, etc.).

Currently, there is no unified approach to modelling the main top-level
business processes. The list of the most famous and popular reference models
of business processes is given in Table 1. The specified models are considered
a reference and are used as a basis for building a model of business processes
of a specific enterprise, the process of its formation is individual.

Table 1

Approaches to modelling the main business processes of the enterprise

Approach Types of the main top-level business processes
Internal logistics, production, external logistics, marketing and
sales, after-sales service, logistics

M. Porter’s model

The IBL model

(The International Business Language)
of PriceWaterhouseCoopers company
13-process model of the International | Market research and consumer needs; development of vision and
Benchmarking Chamber of the American | strategy; products and services; marketing and sales; production

Marketing, product (service) development, product (service)
production, supply and distribution, sales and customer service

Center for Productivity and Quality and supply of products and services (production enterprise);
(American Productivity & Quality production and supply of products and services (enterprises in the
Center — APQC) service sector); billing and service

Source: compiled by the authors for [14—18].

A feature of the presented approaches is the inclusion of a marketing
component in the main business processes of the enterprise. On the other
hand, in many studies highlighting the problems of information support for
controlling operational trade processes [8; 9], marketing is not included in
the main processes and, accordingly, this process is not taken into account
when substantiating information support. However, the marketing compo-
nent occupies an important place in the formation of the value chain, which
makes it necessary to include it in the operational business processes.

Summarizing and developing the existing approaches to the selection
of operational business processes of the enterprise, taking into account the
peculiarities of TE activity, its main upper-level business processes are
presented in Figure 1.
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Figure 1. Model of operational business processes of the upper level
of a trading enterprise

Source: developed by the authors.

By the identified business model of the main processes, all subsystems
providing the POC of operational activity are formed. First of all, its orga-
nizational support is created. The implementation of control involves the
formation of the financial structure of the enterprise, which becomes an
important component of its organizational support.

The financial structure is understood as a hierarchical system of res-
ponsibility centres, which determines the order of formation of financial
results and the distribution of responsibility for achieving the overall result
of the enterprise [19-23].

In modern scientific literature [19-23] and practical recommendations
on the formation of a financial structure, the following types of centres of
financial responsibility are distinguished (7Table 2).

Table 2

A brief description of centres of financial responsibility

Structural subdivisions that form centers
of responsibility

Centre for financial

responsibility Brief description

Units whose personnel are autho-
rized to make decisions affecting
the company’s profit; control the
income and expense parts

Enterprise trade in general;

Profit centre Separate division (business unit): a store unit

Accounting; financial department; planning

Cost centre

Units responsible for the perfor-
mance of certain functions and the
formation of certain types of expenses

and economic department; general services
department; legal department; security service;
transportation department

Revenue centre

Units responsible for the formation
of the company’s income

Trading hall (in retail trade); sales department
(in wholesale trade); own production

Marginal profit
centre

Structural units responsible for the
amount of marginal profit (income)

Own production; a separate business area (can
be separated by product groups) — trade sections

Investment centre

The unit responsible for investment
performance

The enterprise in general; the main office of the
holding company

Venture centres

Units characterized by a high level
of risk

Separated structural units that should ensure
efficient functioning, but have not reached the
break-even point

Source: compiled by the authors according to [19-24].
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The first four types of centres of financial responsibility from Table 2
directly relate to the operational activities of TE.

In the modern theory and practice of designing management struc-
tures, three basic approaches to the formation of a financial structure are
distinguished: simple, integrated and disintegrated.

Applying a simple approach, the financial structure completely dupli-
cates the organizational structure of the enterprise, that is, individual orga-
nizational units are determined by centres of responsibility and interact in the
order determined by the organizational structure. Thus, N. Shulga notes that
such an approach is accompanied by lower implementation costs, as mana-
gement accounting is simplified, there is no need to prepare special metho-
dological support, etc. However, it is characterized by some shortcomings, in
particular: it makes it impossible to identify financial results for various
products, to determine irrational costs [19, p. 261]. The specified approach to
the separation of centres of financial responsibility can be used in small TEs,
where the number of management personnel is limited, and financial support
for the implementation of complex management projects is insufficient.

The integrated approach involves the independent construction of a finan-
cial structure but i1s maximally coordinated with the organizational structure
of the enterprise due to their mutual adjustment. Usually, the financial struc-
ture is formed at an operating enterprise with a certain organizational structure.
With a responsible approach to its creation, it is difficult to ensure the com-
plete identity of the structures (unless a simple approach is taken as a basis),
given the different criteria for distinguishing units: the financial structure is
built based on financial relations between centres of responsibility, and the
organizational structure is built based on functional specialization.

Thus, most management experts believe that financial and organi-
zational structures should not be fundamentally different, because this can
lead to the loss or deterioration of the level of enterprise management.

In light of the development, popularization and implementation of
process management, more and more specialists indicate the need to har-
monize the organizational and financial structure of the enterprise with the
model of its business processes. The need to establish a relationship between
responsibility centres and key processes that add value to the enterprise is
especially emphasized [19-21].

The disintegrated approach consists of the separate construction of
a financial structure, which has significant differences from the organizational
structure of the enterprise and is not tied to business processes. Such an
approach is undesirable, given the complexity of vertical and horizontal
connections between individual structural units, which can lead to unjustified
costs and deterioration of the level of coordination of management.

Thus, the integrated approach is the most appropriate for the formation
of organizational support for process-oriented controlling of operational pro-
cesses at medium and large enterprises. For small businesses, the simple
approach is acceptable, but coordination of financial responsibility with
responsibility for the execution of individual business processes is desirable.
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Summarizing and developing the work of scientists, it is possible to deter-
mine the following basic requirements for the formation of organizational
support of the POC of operational processes at the TE: flexibility and adap-
tability, which provide for its ability to quickly respond to changes in the exter-
nal environment; relevance — compliance of the organizational support with the
size of the trade enterprise, its business model, the scale of operational activity;
cost-effectiveness — reasonableness of costs for its creation and operation.

The organizational support of controlling is differentiated depending
on the size, organizational structure of the enterprise, and the chosen app-
roach to the formation of the financial structure (7able 3).

Table 3

Recommended principle types of organizational support for process-oriented
controlling of operational activities at trade enterprises

Type of organizational

structure/Enterprise size - Medium Large
Linear arrangement Type A
Linear and functional arrangement Types B Type B
Divisional structure Type V Type V
Departmentation matrix Type C Type C
Project structure Type C Type C

Source: [24].

Type "A" is characteristic of small trade enterprises, which mostly
have a linear organizational structure of management. Since at small trade
enterprises the staff is limited to a few people, the owner (or director)
is responsible for all business processes, and one centre of responsibility
"Profit Center" is singled out — the enterprise as a whole. In retail trade, it is
possible to separate the "Revenue Center" — a trading hall. At such enterprises,
general financial management is carried out by the owner or director. The
controlling function, as a rule, is entrusted to the accountant (if he is on staff).

For medium-sized and large trade enterprises with a linear functional
organizational structure, the organizational support of type "B" controlling
i1s recommended, which involves the design of financial responsibility
centres (FRCs) for key processes and functional units, within which the
person responsible for the process works (Figure 2).

Integration of information
by functional divisions

Integration of information
by sources of income,
expenses. profit

\IA

Integration
of information
by processes

Center for financial
responsibility

Figure 2. Conceptual representation of the centre of financial responsibility
at the trade enterprise
Source: [24].
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Recommended FRC for type B organizational support is presented
in Table 4.

Table 4
Recommended centres of financial responsibility in type "B"
organizational support
. . Purchasing Sales department Marketing
Business processes / Structural units department (trading hall) department Storage
Market research and consumer needs RC
Purchase of goods RC
Transportation of goods* RC
Storage of goods RC
Sale of goods CP

* Can be projected onto the transport department if it exists at the enterprise.
Source: [24].

Some FRCs interact with each other in the process of exchanging and
accumulating information, planning, and agreeing on individual plan indi-
cators. Coordination, summarization of analytical information and formation
of synthetic budgets is carried out by the controlling department/controller.

In Figure 3 it is presented the system of interrelationships of the FRC.
Thus, the controlling service, in cooperation with the planning and economic/
financial services, forms the target indicators of the enterprise’s activity.
Synchronously, each FRC justifies the budget indicators within its respon-
sibility for processes, functional departments, sources of income, and expen-
ses, 1.e., the process of synchronous budgeting takes place, within which there
1s a constant exchange of information and communications between indivi-
dual FRCs and external stakeholders. The system of such connections func-
tions at all stages and phases of controlling operational activity.

1 Controlling department
ES 6 (controller): ES I

—
A A Compari
son of
Bottom-up reports
budgeting & and

.\ budgets

ES_ 5 N «—>»| ES2

v VL

< » v:V
FRC1 X /" FRC2 <«—> FRC4

v
ES 4 4——';‘ r “«— 3| 3ES3
FRC3 N > FRCS

Figure 3. Interconnections of financial planning centres

»
»
»
»
»
»

Top-down
budgeting

FRC — Financial Responsibility Center, ES is an external stakeholder.p.
Source: [24].
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Large trade enterprises, characterized by regional or product diversi-
fication, can use a divisional organizational structure that is significantly
more complex than a linear-functional approach and, accordingly, has a more
complex set of financial statements, which, in turn, is projected on the person
responsible for a certain business process and the structural unit to which
it belongs. However, the presence of divisions automatically increases the
number of such centres and the system of their interrelationships, which
collectively determines the type B organizational support.

Divisions, having a high level of autonomy, can duplicate structural
subdivisions created at the enterprise level. Thus, the FRCs are projected onto
the organizational structure of each division, and the integrative function
of controlling is performed by the corporate-wide controlling department.

Enterprises with project and matrix organizational structures are cha-
racterized by partial duplication of individual management functions at the
enterprise level and within the project, which complicates the organizational
support of control.

The matrix organizational structure combines the functional structure
with the project structure, which determines the existence of two types
of FRCs: the first type is similar to the centres that are distinguished in the
functional structure, and the other is project centres, given that operational
activity is controlled within each project. The controlling service coordinates
the work of these centres.

The order of interaction between individual FRCs is regulated by spe-
cial documents that determine the regulation of operation and control proce-
dures of individual FRCs.

Making balanced management decisions by centres of financial respon-
sibility regarding the improvement of business processes of operational
activity 1s based on timely and relevant information. The formation of infor-
mation support should be based on the target indicators of operational activity
that the FRC seeks to monitor. It is for this system of indicators that the informa-
tion collection subsystem and the nomenclature of budgets should be adjusted.

The unification of such indicators is impossible for all TEs. It is for-
med individually for each enterprise, taking into account the scale, types and
characteristics of its operational activity. However, it is worth highlighting
the main principles of forming a system of such indicators, which include:
the principle of rationality (the system of indicators should not be too cum-
bersome); the principle of combining financial and non-financial indicators;
the principle of conditionality of financial and non-financial indicators (the
financial indicator is considered as a result and the non-financial indicator as
a potential influencing factor that can improve or worsen the financial indi-
cator); the principle of relevance (indicators are differentiated by centres
of responsibility and provide for the possibility of influence of the centre
of responsibility on the selected indicators).

A variant of the system of such indicators for a retail enterprise
1s presented in Table 5.
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Table 5

The system of target indicators of operational activity according
to the main business processes of the trade enterprise

Upper-level operational

business processes/financial

responsibility centre/
functional department

Main financial indicators

Main non-financial indicators

Market research/cost
centre/marketing
department

The amount of marketing research
costs.

The total cost of the "market research
process".

The ratio of the increase in NSR*

to the costs of marketing research
and the cost of the process

Growth of new regular customers
(with loyalty cards).

Frequency of transactions with one
loyalty card

Purchase of goods/cost
center/purchasing
department

The amount of expenses

for the purchase of goods by product
groups and suppliers.

The total cost of the "purchase

of goods process".

The ratio of the rates of increase

in costs for the purchase of goods
and NSR

The average date of performance

by product group.

Frequency of violation of terms

and conditions of order fulfilment.
The number of procurement
transactions that were not completed
on time

Transportation of goods/
cost center/ transport
department

The amount of transport expenses.
The level of transport expenses
to the cost of transported goods

The average term of transportation
of goods by product groups/transport
companies (if the goods are not
transported by the supplier).
Frequency of violation of terms of
transportation of goods

Storage of goods/cost
centre/warchouse

The amount of costs for storing
goods.

Average costs for storing goods
by product group.

Average inventory turnover period
by product group

The average time of unloading and
warehousing goods by product group.
Percentage of spoilage of goods during
storage.

Average time for internal logistics
(movement from warehouse and
merchandising))

Sale of goods/ revenue
centre/ sales hall
(commercial department)

The amount of NSR.

The rate of growth of NSR

by product groups/sales channels.
Average amount of one check.
The average amount of one order
by other sales channels.

Average level of trade allowance
by product group/product portfolio

The average time of service

of one customer by a cashier.

Share of turnover by sales channels
(offline, online).

Share of turnover by self-service
terminals.

The average time to complete one
order for online sales

*NSR — net sales revenue.

Source: compiled by the authors.

The profit centre, which is the enterprise in general, can be created
within the planning and economic department, and financial service, depen-
ding on the organizational structure of the enterprise. Accordingly, these
services form generalized target indicators of the efficiency of operational
activity, among which it is advisable to single out the amount and levels
of marginal income, EBITDA, EBIT and indicators of profitability of NSR,
operating assets according to these profit indicators.

According to the target indicators, a system of reports and budgets
is being developed. Their formation must comply with four principles:

o the identity of the reporting forms and budgets, that is, the nomen-
clature of the report indicators, their list and number must be coordinated
with the relevant parameters of the budgets;
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« the combination of financial and non-financial indicators in the system
of reports and budgets, where the latter is presented as an appendix to micro-
or synthetic reports/budgets. For example, the report/budget of online sales
by product groups will contain the indicator of the average order fulfilment
time, the number of orders, and the average cost of the order in the last line
for reference;

o continuity and flexibility. Continuity involves the constant process
of accumulating information about the business processes of operational acti-
vity, the possibility of tracking it in real-time, which is possible when using
modern ERP systems, and constant adjustment of the budget system by the
conditions of the external and internal environment. Flexibility involves the
possibility of modifying the settings for deepening, changing the analytical
sections of information collection and the formation of budgets;

e counter-process and communication activities, which involve the deve-
lopment of budgets simultaneously "from below and from above", their coor-
dination in the process of communication action between individual FRCs
and the controlling service, which corresponds to the most modern concept
of communication planning.

The implementation of these principles during the development
of reports and budgets will allow ensuring the assessment of deviations in the
operational, tactical and strategic contours of management, to quickly res-
pond to changes in the external environment, to make corrections in the nomen-
clature of reports/budgets, to form effective personnel motivation systems
aimed at constant upgrade and improvement of processes operational activity.

Conclusions. The high level of competition and the instability of the
external environment imposes new requirements on the management of the
company’s operational activities. This requires the introduction of manage-
ment technologies capable of constantly monitoring the perfection of the busi-
ness model, initiating measures for its continuous improvement to maintain
competitiveness, optimize the use of resources, and increase the value of the
enterprise. It becomes especially relevant in crisis conditions when the
survival of the enterprise depends on the adaptability of the business model.

The introduction of the POC of operational activity requires the crea-
tion of the necessary organizational and analytical support, which should be
based on the target indicators of business processes that the trading company
seeks to monitor. Their formation is an individual process and is determined
by the specifics of the operational activity of the TE, however, it must follow
the outlined principles of formation. An approximate list of such indicators
for a retail trade enterprise is presented. An important element of such pro-
vision is the FRC system, which should be projected onto the person respon-
sible for the main business processes. Differentiated approaches to such
projection are proposed depending on the basic organizational structure of
the PT, the mechanisms of interaction between the FRC and the controlling
service are revealed, the principles of forming reports and budgets of the TE
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and within the process-oriented controlling of operational activities are defi-
ned, which creates a methodical basis for its introduction into the practice of
enterprise management trade.

Further research will be aimed at revealing modern tools that can be
used to implement process-oriented controlling of operational activities at trade
enterprises, given that most of such recommendations are rather general.
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Introduction. The effectiveness of modern
management of business structures directly de-
pends on the analysis of potential risks and asses-
sment of the probability of their occurrence. Risk
management tools are of particular importance
in optimizing the functioning of supply chains of
trade enterprises.

Problem. Russia’s full-scale military inva-
sion of Ukraine significantly changes appro-
aches to supply chains organization, requires
their promptly reformatting. This necessitates an
analysis of the key risks associated with the
operation of martial law and the consequences
of their impact on supply chains in trade.

The aim of the article is to determine the
nature of the risks of functioning of trading
companies’ supply chains under martial law and
to substantiate the practical tools of logistics
management aimed at minimizing losses as a re-
sult of their occurrence.

Methods. The methodological apparatus of
the research consists of general scientific met-
hods (system analysis, determination of direct
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Bcemyn. Eghexmusnicme cyuacnozo meneoic-
MeHmy RIONPUEMHUYbKUX CIPYKMYP HANPIMY
3anexcumsb 6i0 AHANIZY MOICTUGUX PUSUKIE MA
OYiHKU tiMosipHocmi ix Hacmanua. Ocodnugozo
SHAYEHHs THCMPYMEHMU YAPAGLIHHA PUSUKAMU
Habyearomv npu onMuMizayii YYHKYIOHY8AHHS
JAHYI02I8 NOCNAYAHHS NIONPUEMCING MOP2IBII.

Ilpoonema. Pociiicoke nogHomacuimadHe 8itico-
KO8€ 6MOpeHeHHs 8 YKpaiiy 3HAUHOI0 MIPOIO 3MIHIOE
nioxoou 00 opeanizayii 1aHYI2I8 NOCMAYAHHS,
8UMA2A€E ONEPAMUBHO20 iX nepehopmMamy8aHHsI.
Lle nompebye ananizy Kiou08UX pusuUKis, nog 's-
3aHUx 3 0i€l0 BOEHHO20 CMAHY, MA HACAIOKIG iXx
BNAUBY HA NAHYIO2U NOCMAYAHHS 8 MOP2IGJIL.

Memoto cmammi € 8U3HAYEHHA Xapakmepy
PUBUKIG PYHKYIOHYBAHHS TAHYIO2I68 NOCMAYAHHS
MOP20BETbHUX KOMNAHIL 8 YMOBAX BOEHHO20 CINAHY
ma OOIPYHMYBAHHS NPAKMUUHUX THCIPYMEHMIG
JIO2ICMUYHO20 MEHEeOHCMEHMY, CNPAMOBAHUX HA
MIHIMI3aYi0 empam y pe3ya1bmami iX HACMAaHHAL.

Memoou. Memoodonoeiunuii anapam 00Ci-
02ICEHMsL CMAHOGISIMb 3A2AbHOHAYKOG] MEMoou
(cucmemHo20 aHANIZY, GUSHAYEHHS NPAMUX mMd
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and reverse relations between economic pheno-
mena and processes, comparative analysis) and
special economic methods (statistical-analyti-
cal, qualitative and quantitative analysis, situa-
tional analysis).

Results. It was determined that the logistics
industry was one of the first to feel the con-
sequences of military actions and the urgent
need to rebuild the established mechanisms of
logistics services of trade flows. The main groups
of risks that affect the operation of trade com-
panies supply chains in war conditions have
been studied, the main forms of their mani-
festation and consequences have been assessed.

Conclusions. Considering the acute impact of
the military invasion of Ukraine on the function-
ning of trading companies’ supply chains, the
necessity of flexible and diversified transfor-
mation of their logistics strategies has been
determined. The importance of risk monitoring
and the development of alternative action plans
for various scenarios has been proven.

Keywords: supply chain of trade company,
martial law risks, logistics route change,
logistics management, supply chain risks.

JEL Classification: D81; L81

360POMHUX 36 A3KI8 MIJC eKOHOMIUHUMU AGUWAMU
ma npoyecamu, NOPIBHAILHO2O AHANIZY) MA che-
YIAIbHI eKOHOMIYHI Memoou (Cmamucmudto-
AHATTMUYHUL, SIKICHO20 MA KIIbKICHO20 aHANi3Y,
cumyayitiHo2o anauisy).

Pezynomamu  oocnioxcenna. Jlocicmuuna
2any3b OOHICI0 3 Nepuiux 8i0uyaa HACIIOKU 6ili-
cbKoGUX Oill I HazanbHy nompedy 6 nepedyoosi
YCMANEHUX MEXAHIZMIE JI0ICMUYHO20 00CTY208)-
8aMHsL MOP2OBENLHUX NOMOKIG. JJocniddiceno oc-
HOBHI 2pYnU pU3uKie, AKi 6 yMO8ax GIUHU 6NJIU-
8aI0Mb HA (YHKYIOHYBAHHS IAHYIOIE NOCIMAYAHHS
nionpuemMcme mopeieini, 0OIPYHMOBAHO OCHOBHI
dopmu ix nposgy ma Hacrioku.

Bucnoexu. 3sadicarouu Ha ecocmpuii énius
BILICbK0B020 8MOPeHeHHs 8 VKpainy Ha ¢yHKyi-
OHYBAHHA NAHYIO2I8 NOCMAYAHHS NIONPUEMCINE
mopzieni, 8usHAYeHO HeobXIOHICMb 2HYUKoi ma
cmpamezitl. Jlo6e0eHo 6axicaugicms MOHIMOPUH2Y
PU3UKIE Ma po3pobNeHHs albmMepHAMUBHUX Na-
Hi6 Ol /15l PI3HUX CYeHAapiie po36umKy nooii.

Kniouoei crosa: naHmor rnocradyaHss Top-
TOBEJIBHOTO I NPHEMCTBA, PH3HKH BOEHHOTO CTaHy,
3MiHa JIOTICTUYHOTO MapIupyTy, JOTiCTHYHHH
MEHEIDKMEHT, PU3HKH JIAHIIOT1B IIOCTaYaHHS.

Introduction. The analysis of risks and assessment of the probability

of their occurrence is the traditional, familiar function of the management of
business structures. The scientific achievements that offer the whole arsenal
of approaches, methods and models for practical use in the risk management
strengthen this direction of managerial activity constantly.

The functioning of supply chains has also demonstrated the need to
introduce the factors of unpredictability, instability and uncertainty in time
into their management model for a long time, which are dictated by the
changing and risky environment of the global economic system.

Therefore, the course chosen by logistics management to optimize
supply chains and their processes with an emphasis on timely delivery,
minimizing stocks and costs requires the more detailed study of external
risks, variable modeling of situations when they occur.

Problem. As the Russian full-scale military invasion of Ukraine
demonstated, the vast majority of management systems did not go beyond
their knowledge and demonstrated either the absence of a plan of action in
the conditions of martial law as such, or an unpreparedness for its immediate
implementation. Since trading companies are at the forefront of meeting the
needs of the population in finished products, it is their supply chains that
needed the most rapid reformatting in view of the huge number of risks of
uninterrupted, reliable, efficient functioning.

Analysis of recent research and publications. The study of the risks
of supply chains of trading companies is the direction of scientific interests
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of a number of domestic and foreign scientists, including N. Trushkina,
K. Kitrish, D. Lambert, V. Vitlinsky, V. Skitsko, I. Palamarchuk, O. Sush-
kova [1-5] and others.

In particular, these authors explore epy current trends in supply chain
management of trade enterprises in the view of digitalization and globa-
lization of economic relations; approaches to the formation of risk mana-
gement systems in supply chains, etc.

However, they mostly reveal the general principles of risk mana-
gement in trade, among which much more attention is paid to the factors of
the economic, social and technological environment. The practical expe-
rience of risk management in this area is studied by such figures of the
managerial link of business structures as: A. Alekseev, S. Mukoid, L. Kom-
arova, Y. Poenko, M. Bugayev, A. Golimbovsky, S. Yeremeyev, A. Zhuk,
P. Savchuk [6-10]. But such materials do not reflect the complex nature of
risk management systems in the supply chains of trade enterprises in an
unstable political environment. There are practically no works devoted to the
impact of military conflict risks on the functioning of supply chains in trade.
Approaches to the formation and functioning of risk management systems
for military operations of trade enterprises are scientifically unfounded.

The aim of the article is to determine the nature of the risks of supply
chain functioning of trade enterprises under martial law and to substantiate
practical tools of logistics management aimed at minimizing losses as the
result of their occurrence.

Methods. The theoretical and methodological basis for writing the
article was formed by the modern scientific concepts and theoretical
developments on the effective organization of supply chains under the
influence of various risks, analytical studies of the Oxford Economics Global
Forecasting Center, the United Nations, GMK consulting organization, the
Association of Retailers of Ukraine, statistical data of the World Bank,
the State Statistics Service of Ukraine. The methodological apparatus of the
study consists of: general scientific methods (system analysis, determination
of direct and reverse links between economic phenomena and processes
(in particular, when analyzing the impact of risks on changes in supply
chains), comparative analysis (to study risk groups, forms of their mani-
festation and consequences for supply chains).

To achieve this goal, special economic methods were also used, which
made it possible to conduct the comprehensive analysis of the problem of
supply chain risks in war conditions: statistical and analytical, qualitative and
quantitative analysis, situational analysis for determining the main guidelines
for optimizing supply chains, taking into consideration the complex impact
of risks caused by war.

Results. The war in Ukraine canceled most of the usual, optimized
mechanisms of management in all sectors of the economy. The logistics
industry as the separate sector of the business environment, aimed at ensuring
the functioning of other spheres of society, was one of the first to feel the
ISSN 1727-9313; eISSN 2616-5856. SCIENTIA FRUCTUOSA. 2022. No 6 51
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consequences of hostilities and the urgent need to restructure the established
processes, methods and mechanisms of logistics services for material flows.
Disruptions in the functioning of logistics supply chains were felt by every
consumer, whose demand for goods and services is not fully satisfied, with
the significant delay and without the guarantees.

The set of martial law risks that directly affect the parameters of the
functioning of supply chains of trade enterprises is quite wide.

Infrastructure risks — destruction, damage or inaccessibility as the
result of hostilities or occupation of territories of logistics and trade infra-
structure facilities — transport, warehouse, trade, communication. Thus, only
in the Kyiv region, according to the CEO of Ekol Logistics Ukraine and the
director of Logistics Plus, about 400,000 m2 of warehouses were destroyed
or damaged. This is 20 % of all warehouse area in Kyiv and the region [8].

Logistics providers and trading companies suffer huge losses
of investments in these infrastructure facilities. For example, the destruction
of a warehouse complex with an area of 100 thousand m2, which belongs
to one of the Dragon Capital companies, caused losses of EUR 45.8 million,
and for the Good Wine company, whose goods were stored in this warehouse,
the losses have already been estimated at EUR 15 million [8]. In generalized
form, the structure of the main losses of retail chains during the first two
months of the Russian full-scale military invasion of Ukraine is presented
in Figure 1.

Main items of direct losses % in the total amount of losses

B Destruction - damage to building premises,
shops, engineering networks

4 Destruction - damage to equipment

41%
B Loss of commodity balances in commercial

premises

D Destruction - damage to warehouse,
industrial, office buildings and equipment

B Loss of inventory balances in warehouses

E Other losses

Figure 1. Structure of direct losses of trade networks as a result of hostilities
as of 23.04.2022

Source: compiled by the authors based on [11].

Thus, the largest share in the structure of losses falls on losses caused
by damage to retail areas, equipment, as well as loss of inventory in stores
and warchouses [11]. By product groups, food chains suffered the most — 60 %
of losses in the industry, fashion retailers (clothing and footwear) — 11 %,
sellers of electronics and household appliances — 7 % [9].
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Trade participants will continue to experience the increase of costs
associated with infrastructure risks: due to the forced change of routes and
delivery methods, loss of sales due to the inability to deliver products to
points of sale, incomplete product range due to supply disruptions. These
circumstances require the rapid change in the configuration of supply chains
and processes in them, which usually means higher logistics costs.

The destruction or blocking of access to warehouses and retail faci-
lities requires additional logistics operations to evacuate and relocate inven-
tory. Trade companies also experienced negative consequences due to disru-
ptions and uneven supply, shortages of goods and reduction of the range of
products offered to consumers due to the destruction or blocking of ware-
houses and production facilities of suppliers.

In order to reduce the level of concentration of inventory in the ware-
house areas of distribution centers or in cases of their destruction or ina-
ccessibility, trade enterprises began to make wider use of the practice of
direct deliveries from manufacturers to stores, as well as to create the system
of hub stores where suppliers delivered their products. During March—May
2022, there was a fairly positive dynamics of the retail sector recovery in the
country (Figure 2).

R,

T,

%

oo March 2022 April 2022 FZZZI May 2022 cceceee- Trend line in May 2022

Figure 2. Dynamics of retail sector recovery in Ukraine
in March-May 2022 (% of operating facilities)

Source: compiled by the authors based on [7; 12].

Thus, the largest percentage of operating facilities currently charac-
terizes the sectors of food and non-food products, pharmaceuticals and gas
stations. The trend line presented in Pic. 2 trend line in May 2022 allows us
to highlight those sectors that managed to significantly resume their work
within 3 months. Among them are jewelry, clothing and footwear, and
entertainment centers [7]. At the same time, 5 % of the total number of retail
facilities of Ukrainian food chains remained in the occupied territories [12].
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Due to the damage or inaccessibility of certain transport infrastructure
facilities, the emergence of roadblocks, the transport component of supply
chains has also undergone significant changes: the length of product delivery
routes and delivery time have increased , that is why the speed of travel has
decreased. Thus, the logistics director of the Volyn poultry farm (TM "Epikur"
and "Cheboturochka") noted that the route to Kyiv increased by 43 %, and to
Kharkiv and Dnipro — by 24 % and 9 % respectively [6].

Contractual risks associated with the inability to fulfill contractual
obligations between supply chain participants. For trading companies, these
are most often suppliers and logistics service providers. Therefore, in the con-
ditions of war, the flexibility of the supply chain is manifested in the ability
to quickly change the composition of participants and partners.

Trade enterprises were forced to revise the contractual terms of rela-
tions with their suppliers. First of all, it concerned the leveling of strict
requirements to comply with the established delivery schedules and estab-
lishing priority under the Pick by Line (PBL) delivery schemes, shortening
the terms of procurement plans often to a weekly or even daily level, moving
away from fixed volumes and assortment of purchases, introducing flexible
terms of settlements with suppliers of goods and services. Since the begin-
ning of the war in Ukraine, most suppliers of trade enterprises have switched
to advance payments and pickup.

Economic and financial risks are external factors affecting the level
of costs and added value, as well as the ability to manage financial flows in
the supply chains of trade enterprises — financial, settlement and foreign
exchange transactions. General economic risks are manifested in the supply
chains of trade enterprises through:

« reduction in demand due to a decrease in the purchasing power of the
population; reduction in the supply of goods due to a reduction in GDP;

« restricted access to credit resources for supply chain financing;

e rising energy prices and restricted access to them;

« depreciation of the national currency and a number of others.

Thus, the sharp rise in fuel prices immediately affected the cost
of commercial freight transportation, which almost doubled by the end of
March 2022, which also affected food prices, which increased by an average
of 4 % [13]. In particular, the increase in tariffs for rail transportation is
significant. Thus, railway tariffs for the transportation of mineral fertilizers
and chemical cargoes increased by 41.7 %, grain cargoes — by 15 % compared
to the first quarter of 2021. In general, tariffs for freight transportation by rail
increased by 25.4 % in the first three months of 2022 [14].

Significant consequences for trade operations are caused by financial
risks, which are manifested primarily through restrictions on currency con-
version, which makes it impossible to pay for imports, setting limits on cash
and non-cash payments, the transition to prepayment in working with supp-
liers of products and logistics services. It is also worth noting significant
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difficulties in the work of collection logistics. Risks of this group also cause
changes in the composition of supply chain participants, especially suppliers,
reduce the volume of trade flows and reduce the level of profitability of trade
in general.

The impact of this group of risks can also be traced in the analysis of
the dynamics of foreign trade operations, which has undergone significant
changes under martial law (Figure 3).
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Figure 3. Dynamics of export-import of goods of Ukraine
in June 2021 — May 2022, million US dollars

Source: compiled by the authors based on [15].

The results of the analysis of trends presented in Figure 3, indicate the
significant reduction in the volume of export-import operations in March—
May 2022 compared to the same period of the previous year [15]. In par-
ticular, the reduction in imports leads to changes in the structure of the range
of supply and sales, the need to replace certain components and finished
goods with domestic analogues. Also, the main obstacle to making payments
for imports were, firstly, restrictions on the nomenclature of imports (estab-
lishing a list of critical imports) and, secondly, currency conversion. In par-
ticular, during the war, imports of clothing and footwear that do not belong
to critical imports decreased by almost 60 % [10]. Moreover, foreign supp-
liers, given the high level of risks, also began to work mainly on the pre-
payment basis. Therefore, the reduction of imports due to the termination of
trade relations with Russia and Belarus, blocking of a number of transport
routes from other countries became the main prerequisites for replacing a
significant part of foreign suppliers with local ones.

Failures in the collection logistics also forced trade enterprises to give
preference to non-cash payments with consumers. Moreover, stores of some
retail chains, such as Fozzy Group, Eva, provided consumers with the
opportunity to withdraw cash at the cash desk, which turned out to be a very
convenient service for the population, given the problems with cash
withdrawals from ATMs, and also allowed companies to reduce the amount
of cash and be less dependent on its cash collection.
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Social risks that involve changes in the characteristics of demand in
the country during the war. First of all, we are talking about the rapid change
of priorities in the structure of consumption, which are absolutely shifting
towards essential goods. Accordingly, trade enterprises should revise the
structure of the trade range of products, as well as approaches to the
formation of stocks. Social risks are also associated with meeting demand
with goods of proper quality, which often poses the threat due to the inability
to ensure proper storage conditions. The conditions of martial law also make
the participants of the supply chains of trading companies socially vulnerable
in the context of their inability to maintain a socially oriented level of prices
for goods and services.

In addition to the significant decline in consumer demand in Ukraine
since the beginning of the Russian-Ukrainian war, which resulted from the
mass migration of Ukrainians and the loss of income, trade enterprises note
significant changes in the structure of demand. They are typical for all
sectors, but have their own characteristics, taking into consideration the
specifics of each of them. Thus, as noted by the Director of Logistics of the
Milk Alliance Holding, baby food and long-term storage products have
become popular, while niche produ In general, market participants indicate a
tendency to simplify the trade assortment. Suppliers and manufacturers have
also largely revised their product mix matrices in favor of goods with shorter
production cycles. Moreover, especially at the beginning of Russia’s military
invasion of Ukraine, the assortment of trade enterprises was often determined
more by the available commodity resources of producers rather than the
needs of the end consumer.cts and products with a short shelf life have
experienced a decrease in demand [6]. In general, market participants indi-
cate the tendency to simplify the trade assortment. Suppliers and manu-
facturers have also largely revised their product mix matrices in favor of
goods with shorter production cycles. Moreover, especially at the beginning
of Russia’s military invasion of Ukraine, the assortment of trade enterprises
was often determined more by the available commodity resources of
producers rather than the needs of the end consumer.

Most trade enterprises, seeking to meet consumer demand for certain
products, with the supply of which there were difficulties, began to pay
special attention to the search for analogues of these products from alter-
native sources of supply. Thus, in the retail network "Varus", according to
the director of logistics, the launch of an automatic ordering system with
certain restrictions and changes was announced, algorithms are being
developed and implemented: search for analogues and substitution of goods
to meet the needs of customers in certain groups of goods; formation of
orders for the movement of goods between the DC according to the format
of the vehicle [6].

The hostilities also affected the retailer’s logistics — transportation
prices almost doubled, which, together with other factors, affected the cost
of products for the end consumer, which, in turn, also significantly affects
changes in demand for various categories of products (Figure 4).
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Figure 4. Changes in consumer prices for selected products in Ukraine
in January—June 2022 compared to January-June 2021, %

Source: compiled by the authors based on [16].

Figure 4 shows only those groups of goods, the percentage of change
in consumer prices for which exceeds 19-20 %, as, in our opinion, this makes
it possible to analyze the main reasons for their rise in price. Among them, it
is worth highlighting the reduction in imports (mainly related to fish and
vegetables), the lack of supply from the occupied southern territories (vege-
tables), and supply chain disruptions due to infrastructure risks. Instead,
changes in consumer prices in the analyzed period in the clothing and
footwear segment amounted to 5.5 % [16].

Operational risks are the probable occurrence of events and situations
that will lead to the destruction of the established processes in the supply
chains of the trade enterprise, will make it impossible to effectively perform
logistics operations for transportation, warehousing, procurement and distribution.

During the military operations, operational risks had the greatest impact
on the organization of cargo transportation. In particular, due to the emergence
of roadblocks, blocking of certain sections of transport routes, the introduction
of curfews and limited access to the Internet in certain places, there was a need
for constant reconstruction of routes, the use of maps, the search for hitchhiking
and smaller vehicles, the organization of sites for consolidation of cargo and the
implementation of cross-docking delivery schemes.

The hostilities also affected the retailer’s operational warehouse
logistics. Thus, the priority of shipments has changed (in particular, in rela-
tion to goods for humanitarian headquarters and the needs of the Armed For-
ces of Ukraine and terrorist defense); PBL technologies have become more
widely used, while the level of long-term storage in warehouses has decre-
ased; evacuation operations of warehouses from the combat areas have become
relevant. Significant changes in the organization, schedules and duration of
operational processes in warehouses occurred due to difficulties with their
provision with personnel, the significant part of which had migrated.
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Operational activities in the supply chains of trade enterprises related
to procurement and inventory have also changed significantly. First of all,
procurement planning cycles have been significantly shortened in accordance
with the almost daily adjustment of sales ratios and tracking of warehouse
balances. Procurement procedures and technologies, ordering algorithms are
being reviewed and simplified.

One of the bottlenecks for the supply chains of trade enterprises
became stocks, which, according to the latest trends in logistics management,
are "optimized", that is, focused on short-term income generation by liqui-
dating them. Therefore, many companies, having no safety stock, were not
ready to meet the existing demand.

In distribution channels, trade enterprises focus on the diversification
of participants, resorting to the mediation of dealers and 3PL providers use
various forms of trade (including "from the wheels"), and, in an effort to quickly
replenish working capital, intensively sell off the remaining of products.

Reputational risks associate with the formation of the impression of
consumers and supply chain partners about the trading company as an insuf-
ficiently reliable partner or seller in the event of supply failures, lack of the
necessary goods or non-compliance with its quality indicators. The conse-
quence of reputational risks may be a change in the structure of material flow,
assortment, composition of suppliers, etc.

The reputational risks may also be incurred by trade enterprises as the
result of their mistakes in the context of compliance with the patriotic sen-
timents of consumers. For example, if the company has not tracked and
continues to sell products of the aggressor country or manufacturers that have
not left the Russian market. Thus, in order to prevent the sale of such goods
in the process of planning the assortment and order formation, the algorithm
of temporary blocking of certain goods is being revised in the company
"Varus". Appropriate adaptation and trend decisions to change the range of
products are also made by manufacturing companies. Thus, with the begin-
ning of the war, Kyivkhlib renamed the Belarusian bread to Ataman bread,
and added new products — Palianytsia bread and Myrny loaf.

In general, the impact of different groups of martial law risks
on supply chains is presented in the 7able below.

Table

Risks of martial law for supply chains of trade enterprises

Group

of risks Form of manifestation Implications for supply chains

Loss of investments in warehouse and trade
infrastructure;

loss of product stocks;

violation of delivery terms;

incomplete assortment;

increase in the range and time of delivery;
Changes in the configuration and composition
of supply chain participants

Destruction, destruction, restriction
of access to warchouse and com-
mercial facilities;

Infrastructural | destruction and blocking of transport
infrastructure;

damage or blocking of suppliers’
production infrastructure.
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and financial

unstable functioning of the banking
system;

restrictions on currency conversion;
restrictions on cash and non-cash
transactions

End of the Table
Grgup Form of manifestation Implications for supply chains
of risks
Failure to comply with delivery schedules;
Failure to comply with contractual | reduction of procurement planning time;
Contractual | obligations between supply chain | shortage of supplies;
participants change of terms of settlements with suppliers
of goods and services
Decrease in the level of demand and Incr.eaémg the transport component in  supply
supply, including due to the fall chains;
in GDf" Reducing the level of profitability of supply
restricte,d access to credit resources; chains;
Economic > | shortage of working capital to finance supply

chains;

reduction of the share of imports in the structure
of the assortment;

inability to make settlements with suppliers
of goods and services, as well as consumers

Changes in the structure of con-

Shifting the emphasis in the sales structure towards
essential goods, long shelf life and the emergence

sumption; of excess stocks of other categories of goods;
Social difficulties in meeting demand with | the need to find analogues of products for which
goods of proper quality; there is a deficit from alternative sources of supply;
inflationary processes increased need to minimize costs in order to main-
tain a socially oriented level of prices for goods
. . Operational reconfiguration of TMS (Transport
Obstacles to the timely execution p gu‘ ( P
o L Management Systems);
of logistics operations; . L .
S . . reformatting of logistics processes in warehouses
. inability to perform certain logistics | . S . .
Operational . in terms of execution time and list of operations;
operations; simplification of procurement algorithms and
difficulties with staffing of pro- puticatiol p &
cesses in supply chains technologies;
diversification of distribution channels
Exclusion from the range of goods originating
from the aggressor country and manufacturers that
Increasing patriotic sentiments of con- | continued their activities in its territory;
. sumers and their demands regarding | replacement of products with names associated
Reputational

the country of origin of goods and
their names

with the aggressor country;

introduction of new products in the assortment that
meet the patriotic sentiments of consumers;
increasing the share of goods of Ukrainian origin

Source: developed by the authors.

Trade enterprises in Ukraine during the martial law period have

generally demonstrated the ability to respond quickly to challenges, draw
conclusions and make reasoned, often innovative, decisions. In general, com-
panies have become more vertically integrated, with a reduced product range
and wider cooperation with suppliers and other counterparties.

Before outlining the most urgent and relevant areas of supply chain
management in the field of trade during martial law, we will give a few theses
on the results of a series of round table discussions "Restoration of supply
chains of the food industry in the conditions of martial law and post-war
situation in Ukraine" of the main players of domestic retail on their vision of
promising management approaches in the organization of logistics support
for their activities [6]:

o "Communication is the main tool in unpredictable times for business" —
Marketing Director of "Kyivkhlib";
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« "In my opinion, the optimal solution is a combination of centralization
and decentralization" — Logistics Director of Milk Alliance Holding;

« "Under any circumstances: should build clear communication, have
a backup plan "B", think and work flexibly, and hold on to people — team,
partners and customers" — project manager of the warehouse logistics depart-
ment of Fozzy Group.

Thus , in the realities of wartime the reformatting of supply chains for
trade enterprises should take place primarily in the plane of relations with
suppliers: firstly, by diversifying the composition of suppliers with the
allocation of a larger share of local (domestic) suppliers, and different for
different places of sale; secondly, by making adjustments to contractual
relations and the format of communications with suppliers: shifting the
emphasis on warehouse storage at suppliers (responsible storage); optimi-
zation of transportation systems; prompt changes in the schedules, volumes
and range of supplies; coordination of the parties’ responsibilities in case of
emergency, joint development of the action plan. The next segment of the
perspective plan for the development of supply chains for trade enterprises is
the identification and implementation of appropriate operational tools and
measures: tools for automatic ordering; accounting and adjustment of stock
levels; transportation technologies related to cross-docking schemes, dra-
wing up plans and routes of transportation; creation and functioning of ope-
rational distribution points, etc. The given is that in the conditions of war the
trade enterprises are faced with the urgent need to promptly make adjust-
ments to the mechanism of functioning of their supply chains, they must
necessarily implement and improve the practice of risk management. More-
over, in addition to assessing the risks of military operations, developing
scenarios and drawing up an action plan for each of them, the vision of the
role and practice of risk management should radically change, which should
become a kind of "nerve" center in the company, the center of development
strategies and crisis response strategies.

The challenges of military operations will provide for further changes
in the organizational structure of risk management systems of trade enter-
prises with the allocation and strengthening of the role of specialists in
political and military risks. The question of studying the behavior of consu-
mers in the conditions of martial law in order to find adequate response
measures in the supply chains of trade enterprises is of particular importance.

Conclusions. The military invasion in Ukraine showed, especially in
the first month, that the most acute problems with the functioning of supply
chains were felt by large trade enterprises and retail chains. This is primarily
due to the high level of concentration in the supply chains; in particular, in
terms of available logistics capacities (warehouses, distribution centers),
stock levels, number of suppliers, freight volumes, etc. This situation is due
to the course of economy of scale, optimization of processes, costs and stocks
chosen by many trade enterprises before the war. As a result, such trade
enterprises lose flexibility.
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The main way out of the crisis for trade enterprises should be the
transformation of the supply chain management system towards flexibility
and diversification of logistics strategies, assets, participants, processes. The
particular emphasis should be placed on establishing the new format of
communication with suppliers and partners. And, most importantly, the prac-
tice of monitoring risks and developing alternative action plans for different
scenarios must be implemented.

The further research of supply chains of trade enterprises should be
aimed at systematizing approaches to the organization of risk management
systems under the risks of military conflicts. The promising direction for fur-
ther research is to determine the decision-making algorithm, as well as the set
of the measures aimed at managing supply chains in trade under martial law.
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THE INFLUENCE
OF SOCIAL CAPITAL
ON NETWORK EFFECTS

Introduction. The current social and eco-
nomic changes caused by networking relations
in the economic system are a significant element
of contemporary scientific research aimed to
identify the essential characteristics of such new
concepts as "network economy" and "social ca-
pital". This situation has resulted from the deve-
lopment of Internet technologies, the increasing
role of intangible assets in value creation, and
the need to study the state involvement in these
processes, which identifies the level of their
development.

Problem. The impact of social capital on the
economic system has been observed in various
patterns of economic system relationships, and it
is amid the network economy that this impact is
clearly revealed through the changes in the mani-
festation of network effects. It is necessary to spe-
cify such changes for the effective organization
of economic relations under the conditions of the
network economy as well as for the determina-
tion of the role of social capital in them.

The aim of the article is to identify the
relationship between social capital and the net-
work economy and determine in which interact-
tion patterns of the economic system social
capital changes (or levels) the manifestation of
network effects.

Methods. In the course of the research, the
Jfollowing methods were used: analysis, genera-
lization, comparison, analogy, scenario constru-
ction, graphic, and microeconomic analysis
(marginal utility curve).

Results. In the course of the research, there
has been revealed the relationship between the
levels of social capital and network readiness, as
well as theoretical and practical aspects of the
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BILJINB
COLIIAJIBHOT'O KAINITAJY
HA MEPEXEBI E®EKTU

Bemyn. CoyianbHo-eKoHOMIUHT 3MIHU Cb020-
O€HHs1, SIKI 3yMOBILEHI Mepedcesi3ayicto 6I0HOCUH
6 eKOHOMIUHIU cucmemi, € 3HAYYWUM eleMeH-
MOM CYYACHUX HAYKOBUX PO36IOOK WOOO BUSG-
JIEHHS CYMHICHUX XAPAKMepucmuKk makux KOH-
yenyiu, ax "mepeoicesa exonomixa" ma "coyi-
anvruil kaniman". Taka cumyayis obymoenena
PO3GUMKOM ~ [HMEPHEeM-MeXHON02IU, NOCULEH-
HAM PO HemMamepianbHux YUHHUKIE y CMEo-
DeHHI sapmocmi ma HeoOXiOHICMIO 00CHIONCEH-
HA 8KJIIOYEHHS 0epacas y Yi npoyecu, wo ioeH-
mughixye pisenv ix po3eumxy.

Ilpobnema. Bniue na exonomiuny cucmemy
COYIanbHO20 KANnimasy NOMIYeHUl y PI3HUX MoOe-
JISIX B3AEMOBIOHOCUH €KOHOMIYHOL cucmemu i came
8 YMOBAX MEPEINHCEBOT EKOHOMIKU 8IH ACKPABO BUAG-
JIAEMbCSL Yy 3MIHI NPOsA8y Mepedicegux eqhexmis.
Konxpemusayia maxux 3min HeobXiona ons egex-
MUBHOI Op2aHi3ayii eKOHOMIYHUX B3AEMOBIOHO-
CUH 8 YMOBAX MEPeNCe8oi eKOHOMIKU ma GU3HA-
YeHHs POl COYIaNbHO20 Kanimary 6 HuXx.

Mema cmammi — uABUMU B83AEMO38 30K
COYIanbHO20 KAnimany ma Mepedicesoi eKoHo-
MIKU, 8USHAUUMU, 8 AKUX MOOENAX 83AEMO0ii eKo-
HOMIYHOI cucmemu CoylanbHull Kanimai 3MiHIOE
(abo Hisenioe) nposie mepedcesux eghexmis.

Memoou. Buxopucmarno maxi memoou: ana-
T3y, Y3a2aNbHeHH s, NOPIGHAHHSA, AHAN02IT, NoOY-
008U cyeHapiro, epagiunull, MIKpOeKOHOMIYHO20
aumanizy (kpuea epaHuyHoi KOpucHocmi).

Pe3ynomamu oocnioxncenna. YV xooi docii-
0JICEHHsL BUSBILEHO B3AEMO38 130K MIJC PIBHAMU
COYIanbHO20 KAnimany ma Mepedncegoi 20mog-
HOCMI, A MAKOdC PO3TSIHYMO MeopemuyHi ma
NPAKMUYHI MOMEHMU 6 OKpecleHill npobrema-
muyi. Pezynomamu ananizy npupoou gpopmyeanns
Pi3HUX MoOenell 83AEMOBIOHOCUH eKOHOMIYHOL
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outlined issues. The findings obtained while
analyzing the nature of the formation of various
relationship patterns of the economic system and
the role of social capital in those patterns show
that social capital determines the manifestation
character of network effects (positive and nega-
tive) in such patterns.

cucmemu ma poji coyiaibHo20 Kanimany 6 Hux
ceiduamn, Wo coyianbHull Kaniman U3HA4AE Xa-
pakmep nposgy mepedicesux epexmis (no3umus-
HULl MA He2amueHuil) y maxKux MoOesx.
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Conclusions. The components of social capi-
tal are identical to the elements of network via-
bility. Thus, social capital becomes a key mana-
gement object in the network economy. The obtai-
ned results of the research will form the basis for
further scientific research on the social capital
management system of an enterprise in the
network economy.
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Introduction. The term "network" is important in the social and
economic environment. Observing the global trends in socio-economic
development, it is possible to note that the key moments of public and
economic activity are concentrated around networks. Involvement in the net-
work is an opportunity of access to new knowledge, important information,
and limited resources, which, in the modern world, is necessary for gaining
competitive advantages at the level of both an individual and an organization,
an enterprise, the state. According to UNCTAD experts, the share of the
network economy in the world’s GDP is approximately 15.5% [1].

Awareness of the economic significance of networks and the need to
develop network relations has resulted in shaping a new social order — the
network economy. This economic phenomenon is formed through digital
technology, contacts (connections), interaction rules and trust. Technological
development (digitalization) and public openness (development of social
capital) are the drivers of integration of the network economy of a particular
country. And it is the level of development of these two components that
determines the prospects and pace of this process for the country.

Problem. Due to the long-term and effective performance of the
network economy, it has become possible to identify its common action
regularities and impact on the economic system. Scientists have determined
that the network economy produces the network good and creates network
effects. In scientific discourse, there is a thesis that the evolution of the mo-
dern economic system owes to the influence and development of intangible
factors, particularly through social capital, which the World Bank recom-
mends to include when assessing national wealth.

The nature of networking is closely related to the performance of
social capital, which broadly effects the network in various ways. In this
context, two questions arise: how to organize economic relations in the
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network economy and what is the role of social capital in the given relations?
To answer these questions it is necessary to determine the impact of social
capital on the manifestation of network effects in the interaction patterns of
an economic system.

Analysis of recent research and publications. The role of social
capital under the formation of the network economy is currently quite a
relevant issue among domestic scientists. Thus, N. Kovshun, N. Koba and
M. Koba [2], while studying the impact of social capital on the performance
of network structures in the context of digitalization, note that it is social
capital that ensures high economic efficiency of network structures through
a synergistic effect achieved as a result of interaction of their individual
participants.

L. Vaganova and A. Humenyuk [3] study the issues related to the
organization of economic activity in the network economy and highlight
particular shortcomings of a network company and a network management
structure existing specifically in personnel management and interaction with
counterparties (i.e. difficulties associated with social capital management in
these interaction patterns).

In 2020, L. Yeliseyeva reaches a conclusion that under the conditions
of information and network transformation of the economy, the role of social
capital increases.

Among foreign scholars, the research on the following aspects of the
outlined issues is notably demanded: value chains in network structures;
monopolization of markets through the action of network effects; level of
countries’ network readiness; social changes that take place in countries due
to digitalization (change of social capital), etc. Such studies were conducted
by: M. Kenney, B. Olalla, M. Jablonski, A. J. Wood, T. Koch [5-9] and
others who studied the way the network economy affects the mentioned
above aspects, and vice versa, how it manifests itself and under what prin-
ciples it functions in these environments.

The analysis of scientific papers showed that they focus mainly on the
theoretical substantiation of the relationship between the development of
social capital and the network economy. At the same time, the impact of
social capital on the performance of the network economy in various
interaction models within an economic system is not specified.

The aim of the article is to identify the relationship between social
capital and the network economy and determine in which interaction patterns
of the economic system social capital changes (or levels) the manifestation
of network effects.

The results of the study form the basis for further scientific research
in the field of development of the social capital management system of an
enterprise under the network economy.

ISSN 1727-9313; eISSN 2616-5856. SCIENTIA FRUCTUOSA. 2022. Ne 6 65



ENTERPRISE

Methods. The following methods were used: analysis, generalization,
comparison, analogy, scenario construction, graphic, microeconomic ana-
lysis (marginal utility curve).

Results. Networking is referred to a change in worldview, an
increasing role of social capital, digitalization of social and economic pro-
cesses, penetration of Internet technologies into everyday life and business
environment, etc. Such social and economic transformations became an area
of academic interests among foreign scholars back in the 1990s when there
were outlined some basic features of the development of the network
economy [10-14]. Ukrainian scientists also studied these issues [15-23].

The conceptual foundations of the network society were substantiated
by M. Castells, who refers to the network economy as a synthesis of the
information and global economy which is characterized by the development
of information and communication networks where the paramount impor-
tance belongs to information flows [10]. In his work "New Rules for the New
Economy", K. Kelly formulated 12 rules for the network economy perfor-
mance [11]. J. Bradford De Long, and M. Froomkin articulated the differ-
rences between network management and market and hierarchical forms [12].
C. Shapiro and H. Varian, M. Katz describe network effects [13; 14].

Reflecting on the works of scientists seeking the grounds or starting
point for the formation of a network economy, it should be noted that all of
them focused on defining the major characteristics of the post-industrial
economy, which were determined by D. Bell [24]. In other words, the main
prerequisites for the formation of a network economy were as follows: awa-
reness of human capital and its importance in value creation; transition from
tangible to intangible production (the predominant role of the service sector);
informatization of society, possession of information as one of the com-
petitive advantages of both an individual and a private or public institution;
technological progress, advent of the Internet and other technological inno-
vations that have proven their effectiveness.

The advent and spread of the Internet is a transition point to a new
social system: this fact changes not only the form of cooperation itself (ser-
ving as a new business tool), but also the philosophy of doing business, when
the ability to be flexible and adaptive to rapid changes becomes important. It
is this characteristic that is best manifested in the economic players (count-
ries) with a high level of social capital, which implies a high level of trust,
communication, an effective institutional environment (having clear norms,
rules and sanctions) and established business traditions. From Table 1, it follows
that there is a relationship between the level of social capital and the network
readiness of countries. The highest social capital index during the years 2019-
2021 rages from 60 to 64, whereas the network readiness — from 80 to 82.

66 ISSN 1727-9313; eISSN 2616-5856. SCIENTIA FRUCTUOSA. 2022. Ne 6



ENTERPRISE

Table 1

Ranking of countries on the Social Capital Sub-index in the Global
Sustainable Competitiveness Index (GSCI)

and Networked Readiness Index (WEF) in 2019-2021

Index/rank
Country WEF GSCI
2019 2020 2021 2019 2020 2021
Ukraine 48.91/67 49.43 1/64 55.70 1/53 41.3/87 44.4 1/82 43.9/85
Poland 61.46/37 61.80 1/33 64.33 1/33 50.2/32 53.11/34 53.71/33
Sweden 82.65/1 82.75 1/1 81.57/2 58.4/4 61.6/3 62.41/3
Finland 80.34/7 80.16/6 80.47 1/5 58.8/1 61.6 1/4 62.3 1/4
Denmark 81.08/6 82.191/2 81.24/3 55.3/11 57.8 1/14 60.4 1/9

Source: generated on the basis [25; 26].

The countries with the highest level of social capital — Scandinavian
countries — also have the highest level of network readiness (see Table 1).
Poland is ranked quite high in both indices and, at the same time, there is
observed interdependence in growth. The situation in Ukraine is similar, but
the indices are lower than those of the neighbouring country.

The formation of the network economy is directly related to the advent
of the Internet as a tool allowing to reduce the impact of time, territorial, and
other restrictions on the physical exchange of information, as well as to the
social capital level in the country as an indicator of society’s readiness to
accept new innovative realities of the time.

The fundamental characteristic of the network economy which differs
it from the previous economic systems is the development, transfer, and
creation of added value of goods and services in networks, particularly on the
Internet at a large scale, as well as through integrated partner and client
networks [20; 27].

Thus, the network economy, which has some essential differences from
the previous system, changes the hierarchical forms of economic relations.
N. Mazina points out that the main mechanism used by business entities to coor-
dinate their activities in the network is formal and informal collective agree-
ments (relationships) which are supported by operational information exchange
online, unlike the hierarchy where this function is performed by the plan. In
addition, information is a management resource in the network where informal
relations play a decisive role, and horizontal operational relationships are also
available [19]. This management pattern makes the organization flexible for
positive changes and responsive to possible crisis phenomena. Therefore, it is
social capital that becomes the key object of management since it is the com-
ponents of social capital that ensure the network performance. R. Putnam [28]
singled out the following components of social capital: moral principles and
norms, social values (trust) and network of social infrastructure (ways of
communication and information exchange).

The main feature of the network economy is that it produces a network
good (NG), which differs from the ordinary one in the fact that the former
neglects the law of diminishing marginal utility. Identification of differences
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between ordinary and network goods is described by A. Hrytsenko and
Ye. Pesotska [15] who highlighted the following essential characteristics
of the network good:

« the value depends on its prevalence;

« the marginal utility of each additional NG item increases (the law of
increasing marginal utility). Consequently, the price that the consumer agrees
to pay for NG increases;

o the production of only the first item of good requires greater costs.
The marginal production costs of all subsequent ones are significantly
reduced, approaching zero (reducing marginal costs);

« increased profits due to network expansion and network traps;

o the subjects’ attitude towards goods directly depends on the availa-
bility of the same goods from other entities (economic interdependence of
NG owners) [15].

The specific feature of determining the NG value is that it depends on
its prevalence. The greater the number of users of such a good is, the more
benefit it brings to each individual user as well as to the owner of this good.
In other words, the increase in social capital among customers is an important
element in building the competitiveness of a business. This is a key feature
of the network economy, which is influenced by social capital.

Looking at the emergence, development and further existence of NG
in economic life led to identifying the features of its performance. A key fea-
ture of the NG performance, as well as the network economy in general, is
the network effect. With this in mind, there have also been identified several
other features that provide a network effect. Their list and characteristics are
presented in Table 2.

Table 2
Specific features of NG performance
Specific features Characteristics
External network When engaging each new subject into a network, its value increases significantly
effects for other participants
As a rule, NG is interconnected with another good, and only in their relationship
Complementarity does it provide a network effect. For example, a mobile phone without a SIM card

will not be NG even with an increase in the number of users
For a network economy, the standard is the "language" through which network
members understand each other. Common NG characteristics make it possible to
interact and communicate with other network participants, as well as significantly
expand the possibilities of using the good
The pre-described NG properties make consumers dependent on the environment
of the network to which they are affiliated. This takes place due to the high costs
Lock-in effect (or inability) of terminating contracts; monopolization of markets; spending time
and money on training new standards in case of abandoned previous ones, etc. For
example, this situation is present when placing goods on well-known marketplaces
This effect also applies to the production of ordinary goods, but in the case of NG,
Economies of it turns out to be much more effective: the cost of producing the first unit of such
production scale a good is much higher than the subsequent ones. Electronic and network
technologies reduce the cost of copying digital information to almost zero

Commonality

Source: generated on the basis [15].
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On the one hand, the features mentioned in 7Table 2, are a logical result
of the development of the economic system. However, on the other, they
enforce new rules of efficient business conduct for modern enterprises and
organizations. It is due to the change of importance or added criteria of busi-
ness efficiency in the conditions of the network economy (for example, speed
of decision making, access to information, digitalization of business pro-
cesses, etc.) that there are set up new business entities — network structures.
They are the companies that, based on Internet technologies, integrate in
order to use their peculiarities, resources, specific advantages over others for
implementation of certain joint projects [17].

While analyzing scientific sources on the given issue, there has not
been defined any specified manifestations of network effects in various rela-
tionship patterns in the economic system. It may seem that they are the same
in all patterns and give a positive result. However, there are intangible adjust-
ting factors, in particular social capital, which changes the nature of network
effects in different models of communication of the economic system
subjects. Levelling its impact can lead to biased assessments of economic
processes under the formation of a network economy and to false future
forecasts as well.

Interaction patterns in an economic system can be arranged as follows:
"business to business" (wholesale trade, electronic exchanges, network struc-
tures, etc.); "business to consumer" (retail, online stores, services, etc.); "busi-
ness to government" (public procurement market, legislative regulation, etc.);
"citizen to government" (e-government); "consumer to consumer" [18]. It is
necessary to separate the concept of network entrepreneurial structures where
the participants are enterprises (business), and that of organizational network
structures which can be formed at different levels of interaction, where, apart
from business, there are other participants of an economic system
(organizations, the state, consumers, etc.) or business is not involved at all.

The penetration of the network economy into these interaction patterns
changes their form and content. The change in form occurs due to the entry
of Internet technologies, i.e., digitization of business processes, government
and banking services, interpersonal communication, etc. takes place. Regar-
ding the content, digitization occurs due to an increase in the level of social
capital at the macro level (largely due to trust, institutional environment,
enhance of informal forms of communication, etc.) and the desire to increase
the network of useful contacts.

With the basic features of the performance of the network economy
and social capital, it becomes possible to find some exceptions in the mani-
festation of the network economy. This applies mainly to the activities of
enterprises and organizations as a periphery of circulation of intangible fac-
tors of development (including social capital).

While studying the integration of the network economy into the social
and economic environment, the main focus is on the "business to business"
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model which involves the formation of entrepreneurial network structures. It
is the results of their activities that are a source of information for statistics
and indicate the contribution of the network economy to GDP.

However, a company interacts with a number of other counterparties
that indirectly influence this macroeconomic indicator and have peculiarities
of their own. Considering the interaction patterns of an individual company,
we can distinguish five interrelated levels of relations among the following:
consumers; work team; state; suppliers (business that provide raw materials
and do not have the purpose of creating a joint product); other companies (in order
to build a network structure where companies unite to create a common product).
The structure is similar to the common patterns of interaction in the economic
system but it includes a level of interaction within the business entity itself
(that is within the work team, due to which added value is formed) as well as
interaction with suppliers (detailing the "business to business" model, which
can be of two types: relations with suppliers or other companies).

To consider the process of forming labour resources of an enterprise,
where social capital is constantly present and the network effect may be
manifested, we will use the microeconomic analysis tool — the marginal
utility curve (Figure).

A
TU

TU — individual total utility from the

TU . .
use of social capital

MU — individual marginal utility from
the use of social capital,

q — number of group members.

v
_Q

MU

Curve of the individual
marginal utility of an ""Olson small
group' member

A

q Source: author generated

v

The social capital of an enterprise is characterized as a "small group"
whose goal is to maximize the well-being of its members. In the example in
Figure there is considered a separate division of an enterprise, or its branch,
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where its working team is formed as a centre for the social capital perfor-
mance creating a collective good (a bonus for achieving the stated goals of
the enterprise). Thus, we have the following characteristics of this group:

« a limited number of members;

« a collective good is formed (suppose that the company sets itself cer-
tain goals for a specified period, provided that they are achieved, this division
will be awarded a fixed total bonus which will be distributed among the team
members);

« to achieve the set goals and obtain a collective good, each member’s indi-
vidual contribution (their knowledge, skills, connections, time, etc.) is necessary.

In small groups, the result of effective work of social capital (genera-
ting a collective good) is distributed among a small number of participants,
while bringing greater benefits to an individual participant. In such a situa-
tion, the incentives to invest in the social capital of the group by an individual
participant are quite strong [4].

The total utility from the results of social capital action increases to a
certain saturation point (i.e. 4 — the maximum satisfaction of a participant’s
needs with the optimal number of participants) (see Figure). Once this point
is reached, the total utility will decrease since there will be fewer benefits
provided for an individual participant by social capital. In addition, with an
increase in the number of participants, the problem of "the ticketless"
increases — there are those who enjoy the collective good, but do not con-
tribute to obtain it.

The situation in Figure is described with a fixed level of social capital
in the "Putnam group" (state), that is, there exists historically established
social capital and a certain state of the institutional environment.

As for the other interaction patterns of the economic system, the
actions of the network economy laws are fully revealed and give a positive
effect in the "business to consumer" model when it comes to increasing the
client base. A striking example is the Google search engine, which is a free
resource for consumers, which draws their attention, and which is why the
number of users is growing. Understanding this, the company compensates
for its costs through advertising, the placement of which is beneficial to the
business since there is a confidence that the advertised product will be noticed
by a significant audience. Thus, a network trap is created for customers using
Google services [29].

Similar features are inherent to the "citizen to government" model
where e-government technologies are being actively introduced. The more
citizens trust and use electronic public services, the faster the digitalization
of society as one of the elements of the development of the network economy
will take place. In addition, it will help reduce the effects of such negative
developments in the economy as corruption, shadow economy, etc.
In Ukraine, there has been introduced "Diya" (Action) state instrument, one
of the purposes of which is to fight against corruption: according to the
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Ministry of Digital Policy. Its implementation has an anti-corruption effect
of UAH 2.05 billion per year, and significant savings in 15 fields of the
economy as well as procurement [30].

If looking at the situation of enterprises uniting for common goals
(creating entrepreneurial network structures, for example, chambers of com-
merce and industry, chains of value creation), certain conditions must be ful-
filled for a network effect to occur. In such structures, the real situation is
that with an uncontrolled growth of the number of participants, the effect-
tiveness of this group decreases or the original goal of creating such a struc-
ture is lost. It happens so because with an increase in a group members
(structure), it becomes more difficult to achieve coordinated actions since the
values and motives for joining of each participant may vary. Under such
conditions, it is more difficult to determine common values, monitor com-
pliance with these guidelines and, in case of a critical situation, quickly make
effective decisions. Therefore, for the effective operation of such network
relationships (structures), a limited (necessary) number of participants should
be determined taking into account the rational needs of such a structure, goals
and capabilities of individual participants.

Thus, understanding the essence of network effects along with their
manifestation in various models of interaction of economic entities is an
important stage for developing a management system in enterprises, organi-
zations and the country. At the same time, social capital is a regulation factor
in building and accumulating contacts as well as an object that requires the
development of management, regulation and control methods.

The constant presence of social capital in the process of networking
interaction patterns of an economic system determines the nature of network
effects. 4 positive demonstration of the network effect for the company that
creates it is possible with the growth of its client base or the number of users
(if it concerns the digitization of administrative services). In this case, a net-
worked good is created and the peculiarities of its functioning are identified
(see Table 2). Also, with the right choice of channels of interaction with the
key consumer, there takes place a growth of social capital, which is mani-
fested through increased confidence in the product, rapid dissemination of
information about it, creating a positive image, etc.

A negative demonstration of the network effect is present in cases of
forming a pool of participants whose aim is to solve certain problems, which
requires the concentration of their personal resources. Such a pool of par-
ticipants includes the following: a working team, entrepreneurial network
structures, public organizations, etc. The nature of such structures lies in the
fact that their activities provide benefits to a large number of people, inclu-
ding non-participants, through the performance of important social and
economic functions. For example, the effective work of one employee is
important for the profitability of the enterprise, and this, in its turn, will
ensure its development and contribute to the economic growth of the country.
At the same time, such structures offer access to limited or poorly available
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resources for their participants. These can be both tangible benefits (bonuses,
distribution of profits, material goods, discounts, benefits, etc.) and intangi-
ble ones (access to information, useful contacts, etc.). Because of this, the
majority has a desire to be included in such a structure. Thus, there is a risk
of losing the values laid down in the purpose of its creation. Under such
circumstances, an increase in the number of participants leads to the problem
of "the ticketless", conflict of interests, stratification of the group, loss of
coordination in actions, decrease in the efficiency of activities, increase in
decision-making time, decrease in social and economic utility, etc.

Conclusions. The importance of the network economy development
at the national level (namely in the context of digitalization and predomi-
nance of informal and horizontal forms of relations) is confirmed by the
studies carried out by leading international organizations. The postulates of
the network economy are a valuable guideline for the development of busi-
ness, state institutions, public organizations, etc. While studying the basic
characteristics of the network economy and social capital, it was found that
the components of social capital are identical to the elements of a network
viability. That is why there is a link between the level of social capital in the
country and the entry speed of the network economy, which is confirmed by
international ratings.

Due to the constant action of social capital in the patterns of inter-
action between economic entities, there takes place a change in the mani-
festation of the network effect that lies in the fact that the growth of a
network’s participants contributes to an increase in its value. While develop-
ping this idea, it is determined that social capital divides the nature of the
network effect manifestation into positive and negative. The positive result
1s present when a client base is built. The negative result is present in the case
of creating a network structure (entrepreneurial or organizational). It is in
such network structures that social capital is a key object of management, so
the results of the study will become a significant basis for further scientific
research on the social capital management system of an enterprise in a
network economy.
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Introduction. Increasing competition bet-
ween banks requires the introduction of banking
products with a new service and economic
design, based on modern software, technology
and information platforms.

Problem. Digitalization is becoming a key
trend in conducting business for banks and their
corporate clients.

The aim of the study is to cluster banks by
the level of digitalization and determine the
relationship between it and indicators of
market power, financial performance and cre-
dit risk.

Methods. Input normalized indicators for
32 banks of Ukraine, determined using the
MINIMAX methodology, were used. The study
was based on correlation-regression and cluster
analysis.
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I3 HOBUM CEpPBICHUM Ma eKOHOMIYHUM OU3AUHOM, SIKI
6a3yI0MbCs HA CYHUACHUX NPOSPDAMHO-IMEXHONIOIUHUX
ma iHghopmayitinux niameopmax.

Ilpobnema. /[udocumanizayis cmae Kuo4o-
8UM MpeHOOM 6edeHHs Oi3Hecy OaHKie ma ix
KOpnopamugHux Kii€eHmie.
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Results. The information base for calcu-
lating the digitalization index for banks in the
focus group was chosen based on the number of:
the number of visitors to banks’ websites, regis-
tered users of banks’ mobile applications (inclu-
ding for legal entities and individuals), branded
online inquiries, banking self-service devices, sub-
scribers of banks in social media networks. When
determining the level of digitalization in corpo-
rate business, only two indicators were used: the
number of registered legal entities that use mo-
bile bank applications and the number of brand-
name online searches for each of them.

Three hypotheses were put forward and their
empirical verification was carried out, accor-
ding to the results of which it was established
that there is a moderate correlation between the
digitalization index and the credit risk indicator
and a low correlation between the digitalization
index and indicators of financial performance
and market power. Among the financial indi-
cators a noticeable correlation was found only
between the level of the interest margin and the
level of digitalization.

Conclusions. For most of the banks in the
focus group, a low level of digitalization is inhe-
rent in the corporate business. It is proposed to
develop a strategy for the development of the
corporate business of banks on a new techno-
logical platform, which will make it possible to
extend digitalization processes not only to typi-
cal, but also to exclusive financial services pro-
vided to corporate clients, taking into account
their individual service.

Keywords: banking business, corporate
segment, ranking method, indicator rank, market
power index, financial indicators, non-perfor-
ming bank loans.
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Pezynomamu oocnioscenns. Ingopmayitinoro
6a3010 051 PO3PAXYHKIE THOEKCY OUONCUMANIZaYiTl
no bamkam oxyc-epynu 06paHo NOKAZHUKU Kilb-
Kocmi: 8i0gidyeauis caiimie OAHKIG, 3apeccmpo-
BAHUX KOPUCHTYB8AHI8 MODITbHUX 000AMKi8 O6AHKIE
(v momy uucni 0ns opuOuyHUX ma QizuuHux ocio),
OPeHO0BUX OHTALIH-3aNUMIB, OAHKIBCLKUX NPUCIPOIE
Ccamoobcye08y6anHs, NIONUCHUKIE OAHKIB Y coyi-
anvHux mepexcax. Ilpu susnaventi pigHs Ouodcu-
manizayii 8 KOpnopamueHomy OI3Heci GUKOpUC-
MaHo e 08a IHOUKAMopU — KITbKICb 3apeccmpo-
BAHUX TOPUOULHUX OCID, WO KOPUCIYIOMbCA MO-
OinbHUMU 000aMKaMU OAHKIB, | KITbKICIb HOULYKOBUX
OPEHO08UX OHNALIH-3ANUMIG NO KONCHOMY 3 HUX.

Bucynymo mpu cinome3u ma npoeedeno ix
eMRnipu4Hy NnepegipKy, 3a pe3yibmamamu AKOi
B8CMAHOBNCHO HASBHICMb NOMIPDHO20 KOpeaayili-
HO20 363Ky MIidC THOEKCOM OuodcCumanizayii
Ma NOKA3HUKOM KPeOUMHO20 PU3UKY | HU3bKO20
36 SI3KY MIIC THOCKCOM OUONCUMATIZAYTT MA NOKA3-
Hukamu (iHancosol pe3yibmamueHocmi i pum-
k060i nomyacrnocmi. Ceped pinancosux nokas-
HUKIB B8CMAHOBNICHO NOMIMHUU KOpeIsyitiHUull
38 ’5130K MINbKU MIJIC PIBHEM NPOYEHMHOT MAPICT
ma pigHem Oudxcumanizayii.

Bucnoexu. /[na 6invuwocmi 6anxie poxyc-
2pynu 8 KOPnopamusHomy Oi3Heci RPUMAaMaHHUM
€ HU3LKUL pieeHb ouddcumanizayii. 3anponomo-
8AHO PO3POOAAMU CIMPAERT0 PO3BUMK) KOPHO-
pamusHozo 0iznecy OAHKIE HA HOBIU MEXHON0-
2lunill naamehopmi, sIKa dacmov 3mMo2y M nowiu-
pumu npoyecu OUONCUMANi3ayii He MilbKu Ha
munoei, ane i eKCKIo3UeHi (hinancosi nocayau,
Wo HAOAMbCs KOPROPAMUBHUM KIIEHMAM 3
VPAXYBAHHAM THOUBIOYWILHORO IX 00CTTY208YBAHHSI.

Knwuoei croea: GaHKIBChKHI Oi3HEC, KOP-
MOpaTHBHUI CErMEHT, METOJ] PaH)KyBaHHS, PaHT
MOKa3HHKA, IHIEKC PUHKOBOT MOTY>KHOCTI, (iHaH-
COBI IOKA3HHUKH, HENPAIIOI0Yl KpeuTn OaHKy.

Introduction. The corona crisis and the war in Ukraine necessitated

the widespread introduction of electronic sales channels for banking pro-
ducts, which led to a change in the forms of interaction between banks and
clients. Digitalization is of particular importance, which opens up new
business opportunities for banks and their corporate clients, helps reduce
transaction costs and generate additional income, improves customer service,
and improves business processes; provides a number of other significant
preferences for both parties.

Problem. The strengthening of competition between banks requires
the introduction of banking products with a new service and economic
design, which are based on modern software, technology and information
platforms, which will contribute to the growth of the added value chain for
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providers and consumers of electronic banking services. In view of the above
digitalization is becoming a key trend in conducting business for banks and
their corporate clients.

Analysis of recent research and publications. Over the past decade,
many publications have appeared on digitalization in various spheres of
social life. This problem is especially actively discussed among scientists
who study it in the banking business. Foreign scientists made significant pro-
gress in the field of digitalization of banks: F. Diner, M. Spachek, Z. Lihua,
J. Strauss, F. Zabala, B. Sliusarchyk, F. Forcadel, E. Arakil; and domestic
ones O. Lysiak, Yu. Lazarenko, O. Krukhmal, S. Reverchuk, V. Kovalenko.

In the scientific works of foreign scientists, a wide range of issues
related to digitalization is considered, in particular:

« assessment of the impact of digital transformation on the performance
of banks in Vietnam; based on the results of the research, the author made a
conclusion — the larger the banks are, the stronger the impact of digital
transformation on their indicators [1];

« identification of barriers and reasons for the discrepancy between the
expected and actual consequences of digitalization in the banking sector [2];

« identification of the prerequisites for the digital transformation of
banks and various ways of its implementation, based on the results of the
analysis of which it was established that the digital transformation should be
based on mature technologies, focus on the client experience and be sup-
ported by fintech talents [3];

« establishing the dependence between the bank’s reputation and its digi-
talization, which gave the authors a reason to conclude on the need for a com-
bination of technological (that is, digital) and reputational resources in order
to obtain the expected results [4];

« conducting an analysis of Chinese banks with a higher efficiency of
investments in science and technology, evaluating their digital maturity and
digital transformation experience, as well as substantiating the conclusion
that investments in digitalization contributed to a significant increase in the
efficiency of banks, among which there is heterogeneity, as well as providing
them with recommendations on the need to develop medium- and long-term
strategic plans in the field of digitalization, which will focus not only on
improving existing banking products and market opportunities, but also
include the formation of its infrastructure [5];

« identification of threats related to operational risk management in the
process of digitalization of banking services [6];

« evaluating the impact of reliability, security and speed of remote ban-
king services in the Republic of North Macedonia on customer satisaction [7],
as well as the effectiveness of electronic banking services on the profitability
and stability of Islamic banks in Indonesia [8]. The issue of digitalization in
banks is also discussed among domestic scientists in various aspects:

« management of banks’ competitiveness in conditions of digitalization
of the economy [9];
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o determining the prospects of Internet banking as a direction of digita-
lization [10; 11];

« outline of directions for the development of banking business in the
conditions of the digital economy [12; 13; 16];

« determination of the impact of digitalization of the economy on the reve-
nues of the banking sector of Ukraine and the competitiveness of banks [14; 15];

« assessment of the impact of digitalization of the economy on the finan-
cial stability of banks [17].

The results of the analysis of the works of domestic scientists proved
the existence of only isolated publications in which the current state of ban-
king services for corporate business was investigated and a comparative
analysis of digital banking services was provided [18].

Instead, the impact of digitalization on the key indicators of the cor-
porate segment of Ukrainian banks remains unexplored, which has not only
theoretical, but also practical significance for developing a strategy for its
further development based on a digital platform.

The aim of the study is to cluster banks by the level of digitalization
and determine the relationship between it and indicators of market power,
financial performance and credit risk.

Methods. The factual basis for the study was the notes to the financial
statements of "Business Segments" of banks of Ukraine, which are actively
engaged in servicing corporate clients.

Input normalized indicators for 32 banks of Ukraine were used,
the share of which in lending to legal entities is 88.6 %, attraction of deposits
15 94.07 % of their total volume in the banking system of Ukraine. The study
was also based on correlation-regression analysis when establishing the
closeness of the relationship between the level of digitalization and indicators
of financial performance, market power and credit risk; cluster analysis —
when grouping banks by levels of digitalization, financial performance,
market power and credit risk.

Results. The corporate segment plays a key role in the activity of
banks, which is evidenced by the high share of attracted deposits from legal
entities and loans granted to them (Figure).
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Dynamics of the share of loans and deposits of legal entities
in their total volume by banks of Ukraine in 2017-2021, %

Source: developed by the authors according to [19].
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The share of deposits of legal entities in the deposit portfolio of
Ukrainian banks in 2021 compared to 2017 increased by 6 %, which is explai-
ned by the higher interest of banks in attracting less expensive resources from
legal entities compared to individuals. Instead, the share of loans to legal
entities in the loan portfolio of Ukrainian banks is gradually decreasing. This
1s due to the coronavirus crisis, which led to a drop in business activity and a
decrease in the income of enterprises, which negatively affected their
creditworthiness. As a result of military events, this negative trend continues.
A decrease in the share of loans granted to legal entities led to a decrease in
interest income and expenses of banks. Moreover, if the interest income of
Ukrainian banks decreased by 44.2 % during the studied period, then the
interest expenses decreased by only 23.1 %.

The mentioned reasons forced banks to look for opportunities to
increase the effectiveness of corporate business through a set of measures,
among which digitalization plays an important role.

Diagnostics of the level of digitalization in the banks of the focus group
was carried out according to the following indicators and information sources:

« number of visitors to bank websites (Similarweb website) [20];

« number of registered users of bank mobile applications, includingfor
legal entities and individuals (bank website data);

« number of branded online inquiries (Semrush website data) [21];

« number of self-service banking devices (the NBU website);

« number of followers of banks in social networks, including: on Insta-
gram and Facebook (social network data).

The level of digitalization in the corporate segment, based on the
available public information, can be estimated based on two indicators: the
number of registered legal entities that use mobile bank applications and the
number of branded online searches for each of them.

Depending on the values of these indicators, banks are assigned a
number of points from 1 to 3 according to the gradation given in the Table 1,
which presents the results of the distribution of focus group banks by the
level of digitalization of the corporate segment, carried out using the Python
software product.

Table 1
Clustering of focus group banks by the level of digitalization
in the corporate segment
Digitalization level Digitalization index Number of banks in the cluster
1 —high (3 or more points) 3.0 2
2 —average (from 2 to 2.99 points) 2.0 3
3 —low (from 1 to 1.99 points) 1.0 27

Source: developed by the authors using Python.

The first cluster (Table 1) includes JSC CB "PrivatBank" and JSC
"Oshchadbank", the second — Ukrsibbank, PUMB, Alfa-Bank, the third —
27 banks, which is 84 % of their total sample. This means that most banks in
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the focus group have a low level of digitalization in the corporate segment.
JSC CB "PrivatBank" and JSC "Oschadbank" are leaders in the banking
system of Ukraine in terms of the level of digitalization both in general and
in the corporate segment in particular, as they provide a wide range of remote
banking services and have mobile applications that are used by a large num-
ber of customers.

Digitalization of services in Ukrainian banks, similar to global trends,
received the greatest development not in the corporate, but in the retail
segment. This situation arose due to several reasons:

firstly, natural persons use typical banking services, for which it is not
difficult to formalize business processes in an electronic format;

secondly, the number of clients of natural persons is much larger than
that of legal entities, in relation to whom banks most often apply an individual
approach;

thirdly, the costs of customer service in the retail segment, as a rule,
are higher per unit of assets than in the corporate segment, which determined
the need for the priority implementation of digital technologies in the retail
business.

In view of the above, it is important to find out in which direction it is
appropriate to develop digitalization in the corporate business of banks and
its connection with market power, credit risk and basic financial indicators.
For this purpose, three hypotheses were put forward and their empirical
verification was carried out with the help of correlation-regression analysis
and the MINIMAX method, according to which all indicators for banks in
the focus group were normalized according to the formula:

X’i' _ Xij _ijin ,
g X jmax — X j min

where X"jj— is the normalized value of indicator j of bank i;

Xij— 1s the actual value of indicator j of bank i;

Xj min — 1s the minimum value of indicator j for the minimum value of indicator j
in the group of surveyed banks;

Xj max — 1s the maximum value of indicator j for the maximum value of indicator j
in the group of surveyed banks.

Normalized indicators are integrated into a complex indicator reflec-
ting the position of each bank using the arithmetic mean method.

When interpreting the tightness of the correlation dependence, the
Chaddock correlation level scale was used [22].

The first hypothesis assumes the existence of a relationship between
the level of digitalization and indicators of market power in the corporate
segment. When calculating the market power index, the methodology of the
analytical department of YouControl was used, which is based on indicators
that comprehensively reflect the bank’s market share, its place in the sector
and growth dynamics compared to competitors [23].
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The conducted correlation analysis made it possible to establish a
moderate correlation between the market power index and the digitalization
index, as the correlation coefficient is within 36%. This means that the level
of digitalization in the corporate segment does not significantly affect the
bank’s market share in the deposit and credit market, as well as the pace of
its change. Obviously, in this case, other factors play a significant role, in
particular, the rating and trust in banks, the closeness of their ties with
corporate clients, consideration of their business interests, the level of ban-
king service, tariff policy, as well as the form of ownership of banks.

Further analysis showed that in terms of market power, only two state-
owned banks Ukreximbank and Ukrgazbank are the leaders in the market
power index. At the same time, these banks have a low level of digitalization.
Among the state banks, JSC CB "PrivatBank" stands out, which has the
highest level of digitalization, but an average level of market power (Table 2).

Table 2

Results of clustering of focus group banks in the corporate segment
by the level of market power

Level Index of market power Number of banks in the cluster
High (3 or more points) 3.085 2
Medium (from 2 to 2.99) 2.36 18
Low (up to 2 points) 1.40 12

Source: developed by the authors using Python.

The second cluster includes 56 %, the third — 37.5 % of the total
sample of focus group banks. Among the banks of the second cluster, there
are 2 banks with a high level of digitalization, 3 with an average level, and
13 with a low level of digitalization. Among the banks of the third class, those
with a low level of digitalization prevail, that is, almost 45 % of their total.

The content of the second hypothesis boils down to the existence of a
correlation between the levels of digitalization and financial performance in
the corporate segment. Financial indicators for the corporate segment, which
are calculated on the basis of the note to the financial statements "Business
segments", have been reduced to a single index of financial performance.

The correlation coefficient between the financial performance index
and the digitalization index is 0.19, which indicates a weak correlation
dependence. The correlation between individual financial indicators and the
digitalization index is illustrated in the Table 3.

Table 3

Correlations between individual financial indicatorsbanks of the focus group
in the corporate segment and the level of their digitalization

. Net income/ | Income/ Expenses/ Interest | Digitalization
Indicators . .
Assets Expenses | Commitments | margin Index
Net income/Assets 1.000000 | 0.538230 0.472915  10.403072| 0.024337
Income/Expenses 0.538230 1.000000 0.178214 0.409392| 0.096264
Expenses/Commitments 0.472915 0.178214 1.000000 ]0.189525| 0.127509
Interest margin of corporate semgent | 0.403072 0.409392 0.189525 1.000000 | 0.505666
Digitalization Index 0.024337 | 0.096264 0.127509  10.505666 | 1.000000

Source: developed by the authors using Python.
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Table 3 show that there is only a moderate correlation between the
indicator of the bank’s interest margin and the level of digitalization (corre-
lation coefficient — 0.51). There is a weak correlation between the level of
digitalization and other financial indicators. The cluster distribution of banks
according to the level of financial performance is given in the Table 4.

Table 4

Results of clustering of focus group banks in the corporate segment
by the level of financial performance

Level Index of financial performance Number of banks in the cluster
High (2 points) 2 1
Medium (from 1.5 to 1.99) 1.69 4
Low (from 1 to 1.49) 1.09 27

Source: developed by the authors using Python.

A high level of financial performance is characteristic of IBOX
BANK JSC, which at the same time is characterized by a low level of digi-
talization. The second cluster included 1 bank with a high level of digitali-
zation (JSC KB PrivatBank) and 3 banks with a low level, and the third
included 1 bank with a high level (JSC "Oschadbank"), 3 with a medium
level (JSC "PUMB", JSC "Ukrsibbank", JSC "Alfa-Bank"), and 23 with
a low level of digitalization, that is, almost 85 % of their total number.

Interpretation of the third hypothesis — there is a relationship between
the level of digitalization and the share of non-performing loans in the loan
portfolio of the corporate segment, which characterizes the level of credit risk
of banks.

The data of the conducted correlation analysis indicate that there is a
moderate correlation between the level of credit risk and the level of digita-
lization, as the correlation coefficient is equal to 0.48. The clustering of the
banks of the focus group by the level of credit risk is shown in the Table 5.

Table 5

Results of clustering of focus group banks in the corporate segment
by the level of credit risk

Cluster Average level of credit risk Number of banks
High level (more than 0.66) 0.79 4
Average level (from 0.33 to 0.66) 0.48 5
Low level (from 0 to 0.32) 0.11 23

Source: developed by the authors using Python.

The first cluster includes 2 banks with a high level of digitalization
(JSC PrivatBank, JSC Oschadbank) and 2 banks with a low level of digita-
lization. The second includes 1 bank with an average level (JSC "Alfa-Bank")
and 4 — with a low level of digitalization; the third cluster included 2 banks
with an average level (JSC "PUMB", JSC "Ukrsibbank"), as well as 21 banks
with a low level of digitalization, which is almost 78 % of their total number.

So, currently digitalization in the corporate segment for the majority
of Ukrainian banks has little effect on both their market power and financial
performance, which determines the need for active development of electronic
services for corporate clients.
ISSN 1727-9313; eISSN 2616-5856. SCIENTIA FRUCTUOSA. 2022. No 6 83



BANKING

The effect of digitalization should be manifested in an increase in the
level of loyalty of corporate clients to the bank, which will contribute to the
growth of the profitability of the corporate segment at an acceptable level of
risks. For this purpose, banks need to expand the list of services to legal
entities on new technological platforms, introduce a flexible pricing mecha-
nism, and create attractive cross-selling packages of electronic services.

In the corporate business strategy, banks should focus on reducing the
share of non-performing loans in the loan portfolio, increasing the interest
margin due, first of all, to reducing interest costs; increasing the efficiency of
operational risk management, as well as typifying the types of electronic
services most used by legal entities and providing exclusive financial servi-
ces based on new technological solutions.

Conclusions. Increasing competition in the market of electronic finan-
cial services, increasing risks from the external environment, and reducing
margins require consideration of how digitalization affects market power,
financial performance, and risks of the corporate segment of banks. For this
purpose, three hypotheses were proposed and empirically tested using the
Python software product. A moderate correlation between the digitalization
index and the credit risk indicator and a low correlation between the digita-
lization index and indicators of financial performance and market power were
revealed. Among the financial indicators, a noticeable correlation was estab-
lished only between the level of interest margin and the level of digitalization.

It was determined that a low level of digitalization is inherent in most
banks of the focus group in corporate business. In view of this, it is proposed
to develop a strategy for the development of corporate business of banks on
a new technological platform, which will allow them to extend digitalization
processes not only to typical, but also to exclusive financial services provided
to corporate clients, taking into account their individual service. Reducing
the level of credit risk, increasing the efficiency of operational risk manage-
ment, reducing the level of operating costs and increasing the quality
of customer service should be important vectors of the strategic development
of the corporate business of Ukrainian banks.
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Introduction. Systemically important banks (SIB)
play an important role in stability of the do-
mestic banking and financial system since their
activities significantly affect the country’s finan-
cial system and the economy as a whole.

Problem. Domestic banking system constantly
functions in a mode of stress and uncertainty In
conditions of war, therefore the National Bank
of Ukraine pays special attention to the activities
of systemically important institutions. Ensuring
the proper functioning of SIB depends on the
level of their capitalization, which is why the
capitalization of systemically important banks is
an extremely urgent issue today.

The aim of the article is to determine the
ability of SIB to meet capital adequacy require-
ments as a factor of ensuring the stability and
reliability of the domestic banking system and its
macroeconomic stress resistance under martial law.
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KANITAJIBAIISA
BITUMBHSIHUX CUCTEMHO
BAXJIIMBMX BAHKIB B YMOBAX
BINCBLKOBOI ATPECII P&

Bemyn. Bacomy ponv y cmabinbHocmi ma
cmitikocmi 8imyusHaAHOl bankigcobkoi ma Qinan-
€080 cucmem 6idizparomv CUCINEMHO BAHNCIUEI
oanku (CBB), oisnvuicme aKux cymmeeo Gniu-
8a€ Ha inancosy cucmemy Kpaiuu i Ha eKOHO-
MIKY 3a2aN0M.

Ilpoonema. B ymosax sitinu ¢imuu3sHsaHa 6aH-
KIBCbKA CUCmeMa NOCMILIHO QPYHKYIOHYE 6 Pedicumi
cmpecy ma Hegusnayenocmi. Biomax, Hayionany-
Hutl 6ank Yxkpainu npudinse ocobnusy yeazy Oisiib-
HOCI CUCIEMHO 8AXCIUBUX YCMAH08. 3abe3neyeHHs.
Hanexcno2o ynxyionyeannss CBE 3anecumsb 6i0
pi6Ha iX Kanimanizayii, Wo € 8Kpau akmyaibHum
NUMAHHAM CbO20OEHHS.

Mema cmammi — 6cMaH0BIEHHS 30AMHOCI
CBE suxonyeamu eumozu 00 O0CMAMHOCMI
Kanimany sx @akmopy 3abesneyenus cmabiny-
Hocmi ma HaditiHOCMI 8IMYU3HAHOL OAHKIBCLKOT
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Methods. Methods of theoretical genera-
lization, analysis and synthesis, grouping, sys-
tem approach were used in the paper.

Results. The value of the capital standards of
domestic SIB during the period of martial law
was investigated, a comparative analysis of ca-
pitalization indicators of SIB of Ukraine with
their normative and forecast values under basic
and adverse macroeconomic scenarios was car-
ried out according to the results of the NBU
stress testing. Banks that show signs of an unfa-
vorable macroeconomic scenario have been iden-
tified, and recommendations have been developed
regarding the need to take additional measures
to increase the stress resistance of banks.

Conclusions. In conditions of war, the SIB of
Ukraine fulfills the requirements regarding the
target values of the capital standards and has a
sufficient margin of safety due to the appropriate
level of capitalization, although the implementa-
tion of the basic macroeconomic scenario turned
out to be impossible, which caused lower than
forecast capital indicators. Therefore, the regu-
lator should pay additional attention to those
banks that demonstrate negative trends for the
implementation of an unfavorable macroeconomic
scenario at this stage and prepare a set of mea-
sures for their recapitalization in advance.

Keywords: capital, capitalization, capital
requirements, risks, systemically important banks,
stress testing.
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cucmemu ma il MAKPOEKOHOMIUHOL cmpecocmili-
KOCMi 8 YMOBAX BOEHHO20 CIMAHY.

Memoou. Buxopucmaro memoou meopemuy-
HO20 Y3a2aibHeHHsl, AHATI3Y ma CuHmesy, epyny-
BAHH3, CUCIMEMHO20 NIOX00)Y.

Pesynemamu 0ocnidxncenns. /locniosceHo 3Ha-
ueHHs Hopmamugie xanimany eimuusmanux CBB
y nepioo 0ii BOEHHO20 CMAHY, NPOAHANIZ08AHO THOU-
xamopu kanimanizayii CBb Yxpainu 3 ix Hopma-
TUSHUMU TA NPOSHOSHUMU 3HAYEHHSIMU 30 OA3068UM
i HeCNpUAMIUBUM MAKPOEKOHOMIYHUMU CYEHAPIIMU
8I0NOBIOHO 00 pe3yIbmamie Cmpec-mecny8anHs.
HFY. Busnaueno damnxu, sKi Maromos 03HaKu pea-
J3aYii HeCNPUAMAUBO20 MAKPOEKOHOMIUHO20 Cle-
HAPI0, pO3PoOIEHO peKoMeHOayii Wooo HeobXio-
HOCMI 82CUMMSL Q0OAMKOBUX 3aX00i8 O/l Ni08uU-
wennst cmpecocmitikocmi CBP.

Bucnoexu. B ymosax sitinu CBE Ykpainu suxo-
HYIOMb 8UMO2U U000 YINbOBUX 3HAUEHb HOPMA-
mueié Kanimany ma Maiomv OOCMAMHIN 3anac
MIYHOCMI 30605KU HANCHCHOMY DIGHIO KANIMAi-
3ayii, xoua peanizayis 6a306020 MAKPOEKOHOMIY-
HO20 CYEHapIIo BUABUIACS HEMOJICTIUBOIO, WO 00Y-
MOBUTIO HUMICHT 3G NPOSHO3ZHI NOKA3HUKU KANIMATY.
Biomak, pezynamop nosunen npuoiisamu 000am-
KO8y yeazy mum OaHKAM, SKI 83#ce HaA YbOMY emani
OeMOHCMPYIOMb He2amueHi meHoeHyii Oist peaii-
3ayii HeCNPUAMIUBO20 MAKPOEKOHOMIYHO20 CUEHA-
Piio ma 3a64acHo ni02omyeamu KOMIIEKC 3aX00i8
w000 ix dokanimanizayii.

Knwuoei cnoea: Kamitan, KaliTaai3amis,
HOPMATHBHU KaImiTaldy, PU3UKH, CUCTEMHO BaX-
JIMBi OaHKH, CTPEC-TECTyBaHHSL

Introduction. With the beginning of hostilities on the territory

of Ukraine, the domestic banking system functions in a mode of stress and
uncertainty. Banks quickly adapt to functioning in the conditions of martial
law, continuing their activities, trying to fulfill their obligations to customers
and comply with regulations. The National Bank of Ukraine actively supports
banking system stability. Systemically important banking institutions play
a significant role in the country’s banking and financial system stability.
Problem. The activity of systemically important banks (SIB) has a
significant impact on the financial system, it can cause damage to it under the
condition of their improper functioning and negatively affect country’s
economy as a whole. Therefore, the NBU pays special attention to the activities
of systemically important institutions, especially under martial law, and this is
primarily due to the need to preserve the financial stability of the country.
Analysis of recent research and publications. Domestic scientists
study the impact of the SIB activities on the banking system stability and the
country’s economy as a whole in their works. Y. Vladyka, L. Bezugla,
L. Turova revealed issues regarding the functioning of SIB and their impor-
tance for ensuring the stability of national banking systems and the global
financial system with the aim of maintaining the economy in the conditions
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of a financial and economic crisis and ensuring economic and social
development [1]. L. Bondarenko, I. Ukhova investigated the state of SIB and
their concentration in the banking system of Ukraine in the aspect of mono-
polization of the banking market by state SIB and accumulation of a signi-
ficant share of problem loans in them. According to the research results, the
close connection of SIB with the macro system was proven, and the total
consequences of the influence of SIB on lending to small and medium
enterprises were revealed, which, in turn, are closely related to the growth
of GDP and exports [2].

The aim of the article is to determine the ability of SIB to meet capital
adequacy requirements as a factor of ensuring the stability and reliability of
the domestic banking system and its macroeconomic stress resistance under
martial law.

Methods. Methods of theoretical generalization, analysis and syn-
thesis, grouping, system approach were used in the paper. The information
and analytical base of the research includes materials of the National Bank
of Ukraine, scientific articles, etc.

Results. A systemically important bank (SIB) is a bank that meets the
criteria established by the National Bank of Ukraine and whose activities
affect the stability of the banking system [3]. The National Bank of Ukraine
determines the list of systemically important institutions every year and
carries out enhanced supervision over them. The failure of SIB can damage
the financial system and negatively affect the economy as a whole. Increased
attention and enhanced supervision of the regulator over the activities of
systemically important institutions under martial law is due to the need to
preserve the financial stability of the country.

The methodology for determining SIB is based on the recommen-
dations of the European Banking Authority (EBA) — Guidelines on criteria
to assess other systemically important institutions (O-SIIs) [4]. The
National Bank of Ukraine determines SIB every year based on data as of
January 1 from among banks operating in Ukraine (except banks classified
by the National Bank as insolvent).

The regulator determines SIB based on the value of the bank’s systemic
importance indicator, which is calculated according to the following criteria:
size of the bank; degree of financial relationships; directions of activity [5].

It should be noted that the bank’s system importance indicator was
determined until the middle of 2021, but due to restrictions related to the
COVID-19 pandemic, it was temporarily suspended.

For SIB, the NBU establishes additional requirements in order
to reduce the probability of their bankruptcy. Such requirements include
establishment of a buffer of systemic importance and compliance with the
increased standard value of the maximum amount of credit risk per
counterparty H7 (no more than 20 %, the general requirement is 25 %).

As of June 1, 2022, the list of the systemically important banks of
Ukraine includes: JSC "A — BANK", JSC "ALFABANK", JSC "KredoBank",
JSC "OTP Bank", JSC "State Savings Bank of Ukraine", JSB "Pivdenny Bank",
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JSC CB "PrivatBank", JSC "First Ukrainian International Bank", JSC "Raiffeisen
Bank", JSC "TascomBank", JSB "UKRGASBANK", JSC "The State Export-
Import Bank of Ukraine", JSC "UKRSIBBANK", JSC "Universal Bank" [6].

Since 2018, the National Bank of Ukraine has been assessing the
stability of banks, which involves conducting stress testing for a list of banks
determined by the National Bank. Based on the results of stress testing, the
estimated indicators of the banks’ financial statements are identified and the
required level of capital for three years after the reporting date is determined
under the basic and adverse macroeconomic scenarios.

In 2021, 30 banks, whose assets make up more than 93 % of the assets
of the banking system of Ukraine, underwent stress testing. Stress testing
made it possible to analyze in detail the state of the banking sector after the
crisis of 2020 and predict the resilience of banks to possible adverse events
in the future. Stress testing was carried out according to the basic and unfa-
vorable scenarios. Banks went through crisis phenomena in 2020, so the NBU’s
assumption of an adverse scenario for stress testing was moderately negative,
but sufficient to assess the resilience of the banking sector to deep and long-
term crises.The adverse scenario was developed by the NBU in such way that
it was comparable to the scenarios of leading central banks:

e decreasing on one standard deviation of real GDP in 2021 compared
to the basic scenario. Consequently, GDP decreases by 2.2 % in the first year,
by 1.7 % in the second year, and then gradually recovers;

e devaluation of the UAH against the USD — 29 % during the three-year
forecast period, the most in the first year — by 16 %;

« inflation will grow moderately due to a decrease in economic activity
and a decrease in aggregate demand,;

e an important stress factor in an adverse scenario is the growth of fiscal
risks and, accordingly, the yield of government securities [7].

In addition, the stress test traditionally assumes the implementation of
credit and market (interest rate and currency) risks (7able 1).

Table 1
Assumed risks for stress testing of Ukrainian banks in 2021
Risk Mechanism of realization Consideration in the stress test
. This risk is implemented through It is assessed individually for large loans.to big
Credit o corporate borrowers, and on a group basis for other
. the migration of part of the loans . o
risk to the cateeory of non-performin loans. Under the adverse scenario, about 10-15 %
gory P & of hryvnia loans will become nonperforming
The interest rate risk in the adverse scenario
materializes through increase in deposit rates and
This risk is realized due to the increase in the market yields on government and municipal secu-
Interest S . .. L .
: value of liabilities under the adverse scenario rities. Factoring in the negative impact of the
rate risk : e .
at unchanged rates of return on assets macroeconomic conditions on the yields and res-
pectively the value of debt securities is a novelty
of the stress testing methodology
Currency risk arises from banks’ unbalanced It is estimated through the revaluation of the open
Currency . o . o .
risk foreign exchange positions, as well as foreign exchange position and the assumption
indirectly through credit and interest rate risks | that hryvnia will depreciate

Source: compiled by the authors on the basis of sources [7; 8].
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The impact on banks from regulatory changes scheduled for the next
three years i1s assessed separately as part of stress testing for timely eva-
luation of potential implications of novelties for banks and avoiding the
double-counting of this effect.

According to the results of the 2021 stress test, nine banks
successfully passed it. Among them are such systemically important banks
as JSC "ALFABANK", JSC "OTP Bank", JSC "Raiffeisen Bank",
JSC "UKRSIBBANK", JSC CB "PrivatBank", JSC "First Ukrainian Inter-
national Bank" (FUIB) and JSC "A-BANK". According to the crisis
scenario, the number of banks that could potentially face a lack of capital
increased to 20. Among them are such SIB as JSC "State Savings Bank of
Ukraine" (Oschadbank), JSC "The State Export-Import Bank of Ukraine"
(Ukreximbank), JSB "UKRGASBANK", JSB "Pivdenny Bank", JSC
"TascomBank", JSC "KredoBank", JSC "Universal Bank" [9].

Russia’s full-scale war against Ukraine demonstrates crisis conse-
quences for Ukraine’s economy and the banking sector in particular.
Therefore, it is predicted that as a result of the war, the country’s GDP will
fall by more than a third, so the NBU has introduced a number of strict
restrictions on currency transactions and cross-border capital flows. Access
to the international private capital market for the Ukrainian government and
issuers is currently closed. At the same time, for banks, the closure of
external debt markets is not yet critical, because they are funded mainly
within the country and do not depend on external borrowing.

Risks caused by war events were not taken into account during stress
testing, and therefore it is important to analyze the current level of capita-
lization of banks, compare it with forecasts based on the baseline and
adverse macroeconomic scenarios, and determine the need to take addi-
tional measures to increase the stress resistance of SIB using capital mana-
gement tools.

In order to assess the adequacy of the bank’s capital, the National
Bank, in particular, the Instruction on the Procedure for Regulating Banks’
Activities in Ukraine, approved the relevant norms of the bank’s capital,
including: Regulatory capital (R1); Regulatory capital adequacy (sufficiency)
ratio (R2); Core capitaladequacy ratio (R3) [10].

Regulatory capital is one of the most important indicators of banks’
activity, the main purpose of which is to cover the negative consequences
of various risks that banks take on in the course of their activities, and
to ensure the protection of deposits, financial stability and stable operations
of banks [10].

The key component of regulatory capital is core capital. Table 2
shows the core capital values of systemically important banks for 2021-2022.

As we can see from the data in the Table 2, the value of the core capital
of majority of systemically important banks as of June 1, 2022 is close to the
forecast value under the baseline macroeconomic scenario defined in the
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NBU stress testing report, and exceeds the forecast value under the adverse
macroeconomic scenario. The exception is JSC CB "Privatbank", whose
capital volume as of June 1, 2022 is significantly lower than the value under
the baseline and adverse scenarios. JSC "Raiffeisen Bank", JSC "FUIB" and
"OTP Bank" also have lower values of core capital than the values under the
baseline scenario, but exceed the values of the adverse macroeconomic
scenario. At the same time, JSC "Ukreximbank", JSC "KredoBank" and JSC
"Universal Bank" demonstrate positive dynamics regarding the increase of
capital, which exceeds the forecast values according to the baseline and
adverse scenarios.

Table 2

Core capital of SIB and its forecast value under the baseline and adverse
macroeconomic scenarios, UAH million

Forecast value under

Bank data Absolute the macroeconomic scenarios:
Bank deviation baseline adverse
01.06.22]01.01.21 |2022/2021 Absolute Absolute
Ist year . 1st year .
deviation deviation

JSC CB "PrivatBank" 20890.5| 17643 3247 34680 | 13790 | 30731 | -9 840
JSC "State Savings Bank
of Ukraine” (Oschadbank) 13 358.7| 12535 824 14967 | —1608 | 8092 5266
JSC "The State Export-Import
Bank of Ukraine” (Ukreximbank) 8606.8 | 8969 -363 8004 603 966 7 640
JSB "UKRGASBANK" 8679.5 | 8456 223 9298 -618 1786 6 894
JSC "ALFABANK" 8430.7 | 7055 1376 9421 -990 4970 3461
JSC "Raiffeisen Bank" 8300.8 | 6904 1397 11385 | -3084 | 8212 89
JSC "UKRSIBBANK" 75799 | 6245 1335 8016 -437 6803 777
JSC "OTP Bank" 71222 | 7067 55 9371 | -2249 | 7385 -263
JSC "KredoBank" 34942 | 2045 1 449 2509 986 970 2524
JSC "First Ukrainian International
Bank" (FUIB) 75056 | 6224 1282 9561 | —2055 | 6098 1408
JSB "Pivdenny Bank" 24827 | 2263 220 3061 -579 1642 840
JSC "TascomBank" 21063 | 1798 308 2305 -199 945 1161
JSC "Universal Bank" 66393 | 1944 4 695 3726 2914 1549 5090
JSC "A-BANK" 1282.7 790 492 1620 -337 1328 -46

Source:compiled by the authors on the basis of sources [9; 11].

We will analyze the volume of regulatory capital of systemically
important banks. The minimum amount of the bank’s regulatory capital (R1)
must be at least UAH 200 million [10].

Table 3 shows the values of regulatory capital of systemically imp-
ortant banks for 2021-2022.

So, as we can see from the data in 7Table 3, all systemically important
banks fulfill the requirements regarding the size of the regulatory capital,
significantly exceeding its regulatory value.

As of June 1, 2022, the regulatory capital of all systemically important
banks, except JSC CB "PrivatBank", exceeds the forecast value under an
adverse scenario. In addition, JSC CB "PrivatBank" and two more state banks —
JSC "Oschadbank", JSC "UKRGAZBANK", as well as the bank with foreign
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capital JSC "OTP Bank" demonstrate the amount of regulatory capital lower
than its forecast value under the baseline scenario, which indicates the pre-
sence of the influence of destructive factors on the capitalization processes
of these banks.

Table 3

Regulatory capital (R1) of SIB and its forecast values under the baseline and
adverse macroeconomic scenarios, UAH million

Forecast value under

Bank data Absolute |Deviation| the macroeconomic scenarios:
Bank deviation | from the baseline adverse
01.06.22 {01.01.21|2022/2021| norm* Absolute Absolute
Ist year o Ist year o
deviation deviation

JSC CB "PrivatBank" 41750.8| 35256 | 6495 41551 |46245] 4494 [42295| 545

JSC "State Savings Bank
of Ukraine" (Oschadbank) 15876.8 | 17168 | —1 291 15677 |16 322 —445 9539 6338

JSC "The State Export-
Import Bank of Ukraine" | 13154.8 | 13506 | -351 12955 |11 518 1636 1910 | 11245

(Ukreximbank)
JSB "UKRGASBANK" | 9355.0 | 8695 660 9155 9357 =2 1 845 7510
JSC "ALFABANK" 12153.2| 8391 3762 11953 |10486] 1668 6231 5922

JSC "Raiffeisen Bank" 14357.8| 10652 | 3706 14158 [11685| 2673 8512 5 846

JSC "UKRSIBBANK" 9703.8 | 6851 2 853 9504 | 8021 1 683 6 808 2 896

JSC "OTP Bank" 9 058.1 8621 437 8858 | 9232 -174 7 246 1812
JSC "KredoBank" 37369 | 2151 1586 3537 | 2615 1122 1076 2661
JSC "First Ukrainian

International Bank" (FUIB) 12 853.9| 8347 4 507 12654 | 9 866 2 988 6403 6451
JSB "Pivdenny Bank" 4087.0 | 2857 1230 3887 | 3117 970 1702 2385
JSC "TascomBank" 2818.7 | 2619 199 2619 | 2317 501 958 1861
JSC "Universal Bank" 76744 | 2633 5041 7474 | 3726 3949 1549 6125
JSC "A-BANK" 2129.8 | 1061 1 069 1930 | 1622 508 1330 800

* No less than UAH 200 million.

Source: compiled by the authors on the basis of sources [9; 11].

Regulatory capital adequacy (sufficiency) ratio (R2) is established
to prevent excessive transfer by the bank of credit risk and the risk of non-
return of bank assets to the bank’s creditors/depositors [10]. The normative
value of R2 1s set at the level of 10 %. Table 4 shows the values of regulatory
capital adequacy (sufficiency) ratio (R2) of systemically important banks for
2021-2022.

As can be seen from the Table 4, all systemically important banks
fulfill the requirements regarding the size of the regulatory capital adequacy
(sufficiency) ratio (R2). However, the majority of systemically important
banks demonstrate its negative dynamics during the last six months. Thus,
during this period, the regulatory capital adequacy (sufficiency) ratio of
JSC CB "PrivatBank" was reduced by almost half, JSC "Oschadbank",
JSC "Ukreximbank", JSC "OTP BANK", JSC "TascomBank" by one third.
Only JSC "ALFABANK", JSC "KredoBank", JSC "Pivdenny Bank" and
JSC "Universal Bank" demonstrated the positive dynamics of this ratio.
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Table 4

Regulatory capital adequacy (sufficiency) ratio (R2) of SIB and its forecast
values under the baseline and adverse macroeconomic scenarios, %

Bank data Forecast Valu_e under .
Absolute [Deviation| the macroeconomic scenarios:
Bank deviation | from the baseline adverse
01.06.22|01.01.21|2022-2021| norm* Ist | Absolute | 1st | Absolute
year | deviation | year | deviation

JSC CB "PrivatBank" 17.08 28.5 -11.42 7.08 256 | -8.52 23.0 | -592
JSC "State Savings Bank
of Ukraine” (Oschadbank) 13.18 18.4 -5.22 3.18 152 | -2.02 8.5 4.68
JSC "The State Export-Import
Bank of Ukraine" (Ukreximbank) 1491 21.2 -6.29 491 17.1 -2.19 2.6 12.31
JSB "UKRGASBANK" 14.13 15.0 —0.87 4.13 150 | —-0.87 2.8 11.33
JSC "ALFABANK" 13.98 13.4 0.58 3.98 13.9 0.08 8.2 5.78
JSC "Raiffeisen Bank" 15.18 16.9 -1.72 5.18 15.5 -0.32 10.9 4.28
JSC "UKRSIBBANK" 23.21 23.5 -0.29 13.21 | 223 0.91 18.4 4.81
JSC "OTP Bank" 17.73 254 —7.67 7.73 226 | -4.87 17.6 0.13
JSC "KredoBank" 17.08 15.4 1.68 7.08 15.9 1.18 6.5 10.58
JSC "First Ukrainian
International Bank" (FUIB) 16.35 17.9 —-1.55 6.35 16.7 | -0.35 10.6 5.75
JSB "Pivdenny Bank" 17.54 14.3 3.24 7.54 14.4 3.14 7.3 10.24
JSC "TascomBank" 13.70 18.3 —4.60 3.70 142 | -0.50 5.8 7.90
JSC "Universal Bank" 17.46 14.3 3.16 7.46 13.3 4.16 5.6 11.86
JSC "A-BANK" 13.15 13.2 —0.05 3.15 13.0 0.15 10.9 2.25

*No less10 %.

Source: compiled by the authors on the basis of sources [9; 11].

This was also reflected in the compliance of the forecast with the
baseline macroeconomic scenario, thus the majority of banks have lower the
regulatory capital adequacy (sufficiency) ratio (R2) than planned under ordi-
nary operating conditions. This is connected with the growth of risks in the con-
ditions of military actions. At the same time, all systemically important banks
except JSC CB "PrivatBank" have the regulatory capital adequacy (sufficiency)
ratio higher than forecast value under an adverse scenario. This indicates that
these banks have the ability to timely and in full pay off their obligations
arising from trade, credit or other monetary transactions.

The core capital adequacy ratio (R3) reflects the level of protection
of the bank’s assets in terms of the adequacy of the first level capital size, the
main part of the regulatory capital [10]. The normative value of R3 is set at
a level of not less than 7 %. Table 5 shows the value of the core capital
adequacy ratio (R3) of systemically important banks for 2021-2022.

As we can see from the data in the Table 5, all systemically important
banks fulfill the regulator’s requirement regarding the minimum value of the
core capital adequacy ratio (R3). However, the majority of systemically
important banks show a negative trend in the value of this indicator during
the last six months. In this regard, almost all systemically important banks,
except for JSC "KredoBank" and JSC "Universal Bank" could not achieve
the value of the norms that were forecasted under the baseline macro-
economic scenario.

ISSN 1727-9313; eISSN 2616-5856. SCIENTIA FRUCTUOSA. 2022. Ne 6 93




BANKING

Table 5

Core capital adequacy ratio (R3) of SIB and its forecast values
under the baseline and adverse macroeconomic scenarios, %

Forecast value under
Absolute | Deviation| the macroeconomic scenarios:
Bank deviation | from the baseline adverse
01.06.22101.01.21 2022-2021] norm* Ist | Absolute | 1st | Absolute
year |deviation| year |deviation
JSC CB "PrivatBank" 8.55 14.3 -5.75 1.55 192 | -10.65 | 16.7 | -8.15
JSC "State Savings Bank

of Ukraine” (Oschadbank) 11.09 13.4 -2.31 4.09 139 | -2.81 7.2 3.89
JSC "The State Export-Import
Bank of Ukraine" (Ukreximbank)

Bank data

9.76 14.1 —4.34 2.76 119 | -2.14 1.3 8.46

JSB "UKRGASBANK" 13.11 14.6 —1.49 6.11 149 | -1.79 2.7 10.41
JSC "ALFABANK" 9.70 11.3 —-1.60 2.70 125 | -2.80 6.6 3.10
JSC "Raiffeisen Bank" 8.77 11.0 -2.23 1.77 15.1 | -6.33 105 | —-1.73
JSC "UKRSIBBANK" 18.13 21.5 -3.37 11.13 223 | -4.17 184 | -0.27
JSC "OTP Bank" 13.94 20.8 —6.86 6.94 229 | -8.96 18.0 | —4.06
JSC "KredoBank" 15.97 14.6 1.37 8.97 15.3 0.67 5.9 10.07
JSC "First Ukrainian

International Bank" (FUIB) 9.55 13.3 -3.75 2.55 16.2 | —-6.65 10.1 | -0.55
JSB "Pivdenny Bank" 10.66 11.3 —0.64 3.66 14.1 | -3.44 7.0 3.66
JSC "TascomBank" 10.24 12.6 -2.36 3.24 14.1 | -3.86 5.7 4.54
JSC "Universal Bank" 15.11 10.5 4.61 8.11 13.3 1.81 5.6 9.51
JSC "A-BANK" 7.92 9.8 —1.88 0.92 13.0 | -5.08 109 | -2.98

*No less than 7 %.

Source: compiled by the authors on the basis of sources [9; 11].

The value of R3 of some systemically important banks, in particular
JSC CB "PrivatBank", JSC "Raiffeisen Bank", JSC "FUIB", JSC "OTP Bank",
JSC "A-BANK" are even lower than the forecast values of the ratio under an
adverse macroeconomic scenario. This indicates that the dynamics of the
increase of the core capital of banks is lower than the growth of banking risks,
primarily credit risks, which may lead to negative consequences in the future.

Conclusions. We found that all domestic systemically important banks
fulfill the requirements regarding the target values of capital ratios. However,
full-scale military actions led to the impossibility of realization of the baseline
macroeconomic scenario, which led to lower capital figures than were predicted
by this scenario. A general unfavorable trend is observed for banks with
a state-owned form of ownership, and especially for JSC CB "PrivatBank",
which, according to the results of five months of 2022, demonstrated lower
values of capital standards not only under the baseline, but also under the
adverse scenario.

The worst results are observed for the core capital adequacy ratio (R3) —
almost all banks showed values of the ratio lower than those predicted
according to the baseline scenario.

Thus, it can be stated that systemically important banks of Ukraine,
despite the influence of destructive factors during the last four months, have
had a sufficient margin of safety due to the appropriate level of capitalization.
However, the regulator should pay additional attention to banks that already
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at this stage demonstrate tendencies to adverse scenario realize and prepare
in advance a set of measures for their recapitalization in order to avoid
a negative impact on the entire domestic banking system.
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EVALUATION
OF THE BANK’'S
ATTRACTIVENESS
FOR CORPORATE CLIENTS

Introduction. In conditions of high volatility
of the market environment, there is a constant
competition between banks for customers, espe-
cially corporate ones, which generate a signifi-
cant part of their income

Problem. Customers are faced with the ques-
tion of choosing a bank with the best conditions
for their service. And since there is no single list
of criteria or methods that would make it pos-
sible to unambiguously compare the attractive-
ness of banks from the customers’ side, the rese-
arch proposed a method for choosing a bank.

The aim of the article— is to develop an
integrated approach to assessing the bank’s
attractiveness for corporate clients

Methods. The methods of system-structural,
comparative analysis, logical generalization,
scoring, rating are applied.

Results. Banking service for corporate cli-
ents is an integral part of the activities of both
sides. Due to the large number of banks and the
wide variety of their services, clients constantly
face the problem of choosing a bank for service.
The key criteria that influence the choice of
banks by clients and generate opportunities for
their cooperation were determined. A model for
calculating the integral coefficient of attracti-
veness of the bank for corporate clients was

© Herbych L., Netrebchuk L., 2022
The authors contribute equally.

DOI: 10.31617/1.2022(146)08

T'EPBUY Jlroamuia,

K. €. H., IOIIeHT Kadeapu OaHKIBChKOI CITpaBH
JlepkaBHOTO TOPrOBEIEHO-CKOHOMIYHOTO
YHIBEPCUTETY

By Kioto, 19, M. Kuis, 02156, Ykpaina

ORCID: 0000-0002-3560-5777
L.gerbych@knute.edu.ua

HETPEBYYK Jlapuca,

CT. BUKJIaJa4 Kadeapu OaHKIBCHKOT CITPaBH
JlepkaBHOTO TOPrOBEIFHO-CKOHOMIYHOTO
YHIBEPCHTETY

By Kioto, 19, M. Kuis, 02156, Ykpaina

ORCID: 0000-0003-4942-5299
Lnetrebchuk@knute.edu.ua

OLIIHIOBAHHA
[IPUBABJIMBOCTI BAHKY
IJi1 KOPIIOPATMBHMX
KIIIEHTIB

Bemyn. B ymosax eucoxoi eonamuibHocmi
PUHKOB020 cepedosuuja 8i00y8acmuvcs NOCMItiHA
KOHKypenmua 60pomvba misc 6anHkamu 3a Kii-
€HMIB, OCOOUBO KOPROPAMUBHUX, SIKI 2CHEPYIOMb
SHAYHY Yacmuny ix 00xo00is.

Ilpoonema. Ilepeo xnichmamu nocmac nu-
MaHHs 8UO0PY OAHKY 3 HAUKPAUUMU YMOBAMU OIS
€8020 00cny208y8anHA. A OCKIIbKU He ICHYE €0u-
HO20 nepeniKy Kpumepiig uu Memoouku, AKi 0
0038071511 OOHO3HAYHO NOPIGHAMU NPUBAOIUBICIIb
bankie 3 OOKy KIicHmMi8, 8 00CHiONHCeHHi 30iliCHeHA
cnpoba ooIpYHMYeamu Memoouxy eubopy OAHKY.

Mema cmammi — po3podKa iHmMezpo8aHo2o
nioxody 00 OYIHIOGAHHA NPUBAOIUBOCMI DAHKY
07151 KOPNOPAMUBHUX KIEHMIB.

Memoou. 3acmocosano memoou cucmemuo-
CMPYKMYPHO20, NOPIBHATIbHO20 AHAI3Y, IO2IYHO20
y3aeanvHeHHs, OANbHOT OYIHKU, PEUmMUH2Y8aAHHSL.

Pe3ynomamu oocnioxcenus. bankiscoke 00cry-
206YBAHHSL KOPROPATMUGHUX KIIEHMIG € HEGi0 €M~
HOI0 CKIA00B0I0 OISIbHOCII SIK OOHUX, INAK I IHUUUX.
Yepes 3HAUHY KilbKicmb OAHKIG MA 6EUKY PI3HO-
MaHimHicme iXHiX nociye nepeo Kii€eHmamu noc-
mitiHo nocmae npobnema subopy 6anKy o 0ocy-
208y8anHsl. Busnaueno kmovoei Kpumepii, sKi eniu-
6aiomb HA GUOIP KIIEHMAaMU OAHKIGCLKUX yCcma-
HO8 Ma 2eHepyIomb MOACIUBOCMI iX cnisnpayi.
Po3pobneno modens po3paxyHky inmezpanvphozo
Koegiyicuma npusabaugocmi 6aHKy 0/ KOpHo-
PAMUBHUX KIIEHMIB, NPOBEOEHO 11020 PO3PAXYHOK,
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developed, its calculation was carried out. Ba-
sed on the results of this calculation the rating

3a pesyrbmamamu K020 CKIA0CHO pPeumune
banxie Yxpainu.

Bucnoexu. Hassnicms 06 ekmugroi inghopma-
yii npu 8ubOPi OAHKY 0N 00CY208YBAHHSA € KO-
YOBUM MOMEHMOM 8 NPOYECi CIPAMe2iuHo20 nia-
HYBAHH5A OiAbHOCHIE 0)0b-5KO0I 10pUOUUHOT 0CcOOU.
Baotcnusum € 3naxooscenna npocmux iHcmpymenmia
OYiMIOBAHHA OAHKY. 3anponoHo8aHi MemoouyHi
pexomeHOauyii Wooo 3aCMoCcY8aHHs IHMESPATbHO20
Koe@hiyicHma npusHayeHi Ol GUKOPUCMAHHS iX
Y pobomi 3 KOpnopamusHUMU KLEHMamu npu 30ii-
CHeHHI 6UbOpY ba Ky Ost 00CY208Y8AHHSL.

of Ukrainian banks was compiled.

Conclusions. The availability of objective
information while choosing a bank for service is
a key point in the process of strategic planning
of the activities of any legal entity. It is important
to find simple tools for evaluating the bank. The
proposed methodological recommendations regar-
ding the application of the integral coefficient
are intended for use by corporate clients when

choosing a bank for service. ) L
Kniouoei crnosa.: xopnopaTuBHUN KIEHT,

OaHk, npuBaOIIMBICTh, KpUTEpii, PakTopw, iHTE-
TpaJIbHAN KOeQili€eHT.

Keywords: corporate client, bank, attract-
tiveness, criteria, factors, integral coefficient.

JEL Classification: G21, G30, G39

Introduction. In the conditions of high volatility of the market
environment, there is a constant competition between banks for clients,
primarily corporate ones, which generate a significant part of their income.
Banks are trying to analyze the current needs of corporate clients and choose
methods and tools that allow them to be fully satisfied, and increase accor-
dingly the efficiency of the corporate banking department. Therefore, they
constantly review and supplement the product range of services, offer pack-
age services, try to increase their attractiveness through tariff policy,
provision of additional services, improvement of service quality, etc.

Problem. The availability of a wide range of services, conditions and
tariffs of banks for corporate services poses the question of choosing a bank
with the best conditions for clients. And since there is no single list of criteria
or methods that would make it possible to unambiguously compare the
attractiveness of banks from the customers’ side, the research substantiates
the method of choosing a bank.

Analysis of recent research and publications. In the economic
literature, the assessment of the attractiveness of a bank or its services for
corporate clients is considered in quite different ways. Thus, in domestic
scientific sources, attention is mostly focused on deposit and credit services
for corporate clients, certain aspects are devoted to organizational provision
of services to such clients and marketing research. The main trends of foreign
research are the focus on the types of banking services and the quality of
service to corporate clients. Thus, C. Majaski reveals the essence of corporate
clients and corporate banking, taking into account the requirements of the
law, lists the main services for corporate clients and compares them with
services for retail clients [1]. M. Abbasi, G. Ahsani, H. Mohammad investi-
gate the role of corporate banking in the bank’s activity and profitability [2].
B. Singh-Jarrold defines the main principles of banks’ work with corporate
clients and focuses attention on the creation of ecosystems, innovations and
maximum satisfaction of client needs [3]. G. Gotteberg, M. Strauf} identified
the main needs of corporate clients and emphasize the individualization
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of services and the introduction of innovations [4]. C. Gupta [5] cites key
trends in working with clients in general, which can be applied to corporate
clients as well.

Among the domestic scientists who thoroughly research the issue of
banking services for corporate clients, it should be noted D.Balanchuk [6-8],
whose writings formulated the essence of banking services and banking
products, the features of banking services in general and for corporate clients
in particular, defined the term "segment of corporate clients", distinguished
the types of services for corporate clients by banks, revealed the role of cor-
porate business in the activities of banks . N. Maslova, A. Didyk characterize
the problems of servicing corporate clients in domestic banks, give appro-
aches to defining corporate clients, principles of corporate service, principles
of segmentation of corporate clients [9].

D. Kretov [10] focuses attention only on a separate segment of ser-
vicing corporate clients — credit, analyzes the development of lending to cor-
porate clients by domestic banks and cites the main factors affecting it, the
stages of the development of lending processes to corporate clients in Ukraine.
This segment is also emphasized by Ya. Tchaikovsky, analyzing the develop-
ment and current state of bank lending to corporate clients in Ukraine and the
problems in this area. The scientist provided practical and methodological
recommendations for improving the work of banking institutions in the field
of lending to corporate clients in conditions of cyclical economy [11].

Part of the work is devoted to general approaches to the study of the
bank’s client base and the quality of their services. Thus, O. Rats [12] focuses
his attention on ensuring customer loyalty and the mechanism of managing
the bank’s customer base. O. Martsenyuk-Rozaryonova, V. Shmigelska [13],
O. Bodnar [14] analyze the market of banking services in Ukraine under
different conditions. The question of determining the quality of services is
disclosed in the works of V. Volokhatoi [15] and Y. Vergelyuk [16], the latter
focused on quality due to innovations.

Despite the presence of separate fragmentary studies, the assessment
of the bank’s attractiveness for corporate clients is practically not disclosed
in domestic sources.

The aim of the study is to develop an integrated approach to assessing
the bank’s attractiveness for corporate clients.

To achieve the goal, the following tasks were set: to investigate the
range of services offered by banks to corporate clients; determine the criteria
that should be taken into account by corporate clients to determine the
attractiveness of the bank for the purpose of further selection as a service
provider; to develop a method of integrated assessment of the bank’s attrac-
tiveness for corporate clients.

To achieve the goal, the following tasks have been set: research the
range of services offered by banks to corporate clients; determine the criteria
that should be taken into account by corporate clients to determine the
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attractiveness of the bank for the purpose of further selection as a service
provider; to develop a method of integrated assessment of the bank’s
attractiveness for corporate clients.

Methods. To realize the set goal, a set of methods was used for rese-
arching economic processes. When studying the range of services offered to
corporate clients and determining the criteria that corporate clients should take
into account to determine the attractiveness of the bank for the purpose of
further selection as a service provider, the methods of system-structural, com-
parative analysis and logical generalization were applied. When developing
the method of integrated assessment of the bank’s attractiveness for corporate
clients, the point assessment and rating method was used. The research
information base is analytical materials of the National Bank of Ukraine,
published works of domestic and foreign scientists, results of own research and
observations. The study is based on a wide factual base. Public data of all banks
operating in Ukraine as of 01.11.2021 and 01.06.2022 were used for calcu-
lations, which indicates the representativeness of the research results.

Results. Banking service for corporate clients is an integral part
of banks’ activities. When servicing corporate clients, banks focus on provi-
ding both traditional and specific services focused on a specific business
segment. And taking into account the significant scale and various directions
of activity of corporate clients, they have a need to use, as a rule, not one, but
a whole range of services. At the same time, needs for new banking services
arise constantly, taking into account the expansion of activities or changes in
legislation. Therefore, in order to meet the needs of corporate clients as much
as possible, banks pay particular attention to the expansion and renewal of the
range of corporate services.

According to the results of the research of open sources (sites of do-
mestic banks) on the subject of diversification of banking services for cor-
porate clients, a number of features have been identified.

Focus on traditional banking services. Banks demonstrate a focus on
prompt and high-quality performance of standardized operations, primarily
in relation to settlement, cash, and credit services. According to the study of
the Independent Association of Banks of Ukraine (IABU) regarding the
needs of Ukrainian businesses in banking services, it was determined that
corporate clients are primarily interested in a standard package of services:
opening and maintaining a current account in national and foreign currency,
salary project, corporate cards, acquiring, loans, deposits, documentary
transactions (guarantees, letters of credit, collection), collection [17]. This is
confirmed by our research of information from the official websites of banks.

Customer segmentation. In order to increase the efficiency of service,
most banks of Ukraine, when forming a package of services, necessarily take
into account the specifics of the activities of corporate clients. Therefore,
in the information of many banks, there is a segmentation of customers by
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the scope of activity for SMEs and corporate customers. Some banks, within
the framework of their specialization, also divide corporate clients by in-
dustry affiliation (for example, agribusiness, "green" energy, etc.).

Customer-centricity of banks. Service to corporate clients, unlike
individuals, is often associated with taking into account the specifics of their
activities and therefore has an individual character. Banks take into account
the specifics of the client’s industry, the seasonality of its operation, sales
volumes, characteristics of the production cycle and much more and offer
each client service conditions that will satisfy his needs as much as possible.
Taking into account the individual characteristics of the client is mutually
beneficial for both the bank and the client, as it allows the former to avoid
overdue payments for credit transactions as much as possible, to attract the
client’s free resources for deposits, etc., and for the latter to optimize cash
flows with the best benefits.

An important factor in a personal approach to each client is the bank’s
CRM system, which includes data collection and the formation of a single
client profile with complete contact information and all types of its opera-
tions. This makes it possible to form a targeted marketing campaign, improve
sales of banking products and increase customer loyalty to the bank.

It is the individual approach and insufficient transparency of bank
websites do not allow to fully assess the degree of diversification of banking
services of domestic banks.

Complexity of services. The volume and diversity of activities of cor-
porate clients lead to the need for them to use not just one bank service, but
a set of services. Therefore, banks offer them so-called cross-selling, i.e. sales
of additional banking services, adjacent / auxiliary to the main service.
According to D. Balanchuk (with which we agree), it is additional cross-
sellings enables banks not only to increase profits, but also to keep corporate
clients from switching to another bank [6, p. 23].

Interest in the development of the corporate client. A financially capa-
ble corporate client, who constantly expands the range of banking services
used, 1s a source of increased income for the bank itself, therefore most banks
help corporate clients manage their own finances and use their resources
profitably. For this purpose, each segment group of clients is accompanied
by professional managers who know well the relevant market, the primary
needs of their clients or the specifics of their functioning. The business
management service became especially relevant during the global pandemic
of COVID-19, when a significant number of corporate clients found them-
selves in a difficult financial situation.

Online service. The global coronavirus pandemic has made adjust-
ments to the everyday financial habits of bank customers, and more precisely
to the way they pay for goods and services. Quarantine restrictions forced
business entities to more actively use non-cash payments and e-commerce.
The war further strengthened the need for remote service.
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Currently, Internet banking is one of the most progressive services
in the banking sector. Therefore, in Ukraine there is a transition from the classic
branch model to the model of innovative remote banking services, and more
and more operations are carried out without the client visiting a bank branch.

Banks provide a wide variety of services to corporate clients, which
requires them to develop a certain algorithm for choosing a bank. Several
important criteria have been identified that corporate clients should pay
attention to.

Image/reputation of the bank. It is compiled on the basis of reviews of
existing customers, which are published on relevant sites, blogs, etc. In
addition, the bank’s image can be formed as a reaction to previous coope-
ration with a client who is considering the possibility of cooperation in the
future regarding another service. The bank’s image is also formed under the
influence of personal impressions after communication with its represen-
tative. Therefore, banks make significant efforts to maintain their image at a
high level by forming customer service standards, regulations, codes of ethics
and corporate culture

Client values. Recently, there has been a tendency in the world to
conduct business consciously, when profitability is not a fundamental factor,
but the following come first: compliance with environmental protection
standards, emission reduction, introduction of the "carbon footprint", social
guarantees. If the specified values are important for corporate clients, they
choose a bank that implements the appropriate standards for service. In
addition, it should be remembered that, unlike Ukraine, in European count-
ries there are many restrictions on the service of certain types of business. In
particular, if a corporate client chooses a servicing bank with foreign capital,
he should be prepared to refuse to carry out some operations that go beyond
local limits and require a decision by the parent bank.

The recognition/fame of a bank is often the primary factor in choosing
it. The more often the name of the bank appears among advertising cam-
paigns in the mass media, the Internet, polls, articles in magazines or on
billboards, the sooner a corporate client will "remember" this bank when the
need for services arises. Therefore, banks spend significant resources on pro-
motion in the media and ensuring the transparency of their activities. For this
purpose, banks also conduct their own research on the perceptions of poten-
tial customers about the bank and their level of awareness. However, the
corporate client should remember that publications in magazines, interviews
with bank representatives are often ordered for the purpose of advertising its
services and promotion in the market and usually do not testify to the
reliability of the bank as a business partner.

Sometimes the recognition of a bank is directly dependent on the term
of its operation, that is, the longer it operates on the market, the more famous
it is. However, this criterion is not always worth taking into account, since in
history there are numerous cases of bankruptcy of banks with a long period
of operation.
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In practice, the period of operation of a bank does not always affect
its reputation. Any survey among potential customers about the banks they
know will result in an approximately identical list. There are also cases when
newly created banks, with an aggressive policy of promoting their brand on
the market, can become well-known, but dangerous for cooperation. Usually,
it will be extremely difficult for a corporate client to withdraw funds from
such banks.

The range of bank services. The corporate client should study the
opportunities that he will get from cooperation with the bank, and should pay
attention to the usefulness of services, and not to the breadth of their range.
Within the framework of the functioning of a corporate client on the domestic
market, services related to currency exchange operations, international bank
guarantees or cross-border funds transfer systems which are not important
for him. At the same time, when intending to carry out activities outside of
Ukraine, a corporate client should pay attention to this segment of services,
which will help him save time and money thanks to the availability of com-
prehensive banking services. In addition, a wide range of bank services can
reduce their cost for a corporate client, as the cross-selling effect works. In
addition, it should be remembered that there are banks specialize in one
client segment or type of firm, and therefore they do not serve domestic
corporate clients. This applies, first of all, to foreign subsidiaries of foreign
banks operating in Ukraine.

The cost of bank services. It is appropriate for the client to study in
detail the list of bank services and the rates for them in dynamics over the
last one or two years. Almost all of the bank’s services are paid (except for
the advertising period), so a corporate client needs to determine which opera-
tions he performs most often for conducting his business and based on this,
choose the terms of service. For example, if a small business needs cash
payment from its own customers and non-cash settlement with a counter-
party, it needs to carefully consider a tariff plan that provides for loyal
conditions for regular replenishment of the account with cash.

Special attention should be paid to service packages offered by diffe-
rent banks. This information can be requested directly from the bank manager
or obtained from his website. In addition, it is advisable to compare the
bank’s tariffs for several years, which is important for determining its pricing
policy. After all, the bank can offer a temporary minimization of costs only
at the beginning of cooperation, and in the future will increase tariffs and
rates, which will lead to significant losses for the company.

Special attention should be paid to service packages offered by diffe-
rent banks. This information can be requested directly from the bank manager
or obtained from his website. In addition, it is advisable to compare the
bank’s tariffs for several years, which is important for determining its pricing
policy. After all, the bank can offer a temporary minimization of costs only
at the beginning of cooperation, and in the future will increase tariffs and
rates, which will lead to significant losses for the company.
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When choosing a package of services, corporate clients should con-

sider the following factors:

* cost of registration and maintenance per month;

« service package opening time (ideally — 1 day);

» the cost of issuing one payment document (order);

« transaction speed and the amount of extra payment for urgency;

* interest for transferring funds into cash;

* restrictions on the number of transactions and amounts;

« cost of internet banking connection and maintenance;

* the possibility of mobile money management from a smartphone,
tablet, etc.;

» a list of payment security systems used by the bank.

If the corporate client uses a package of banking services, it is neces-
sary to compare their total cost for different banks during a certain time
period (month, year, etc.). However, to get a real amount of potential costs,
the data from the site is not enough, since it is of an advertising nature and
does not provide information about discounts or surcharges that banks apply
to different types of corporate customers. You should use the tariff plans in
pdf or xIs format and study the tariffs in detail.

Business support. Banks develop both their own programs and join
state-wide ones to stimulate the development of small and medium-sized
businesses or support certain industries (for example, the "5-7-9" program
existing in Ukraine, preferential lending to farms, etc.). The availability of
such forms of business support for a corporate client can help him in business
development. Even despite the sometimes uncomfortable conditions of ban-
king services, this bank may turn out to be more profitable for the company
than others. The prevailing opinion among experts is that corporate clients
tend to pay attention not so much to the size of credit rates as to the possibility
of long-term cooperation. Also important are the bank’s methods in collateral
evaluation (first of all, their adequacy and the level of discount in the liqui-
dation value), an individual approach to the client and the adaptability
of credit programs to the needs of the corporate client, taking into account
the operating cycles and seasonality of its activity.

In addition, the bank’s line of credit products for business can be an
important criterion for a corporate client in choosing a bank. Since companies
often need credit/financing for their business, it is easier for a bank to finance
a company whose financial status it can easily check in its own accounting
database. So, if the company is already a client of the bank at the time of the
request, it is easier for it to get this financing.

Reliability and rating of the bank. 1t is determined by key financial
indicators — the size of the bank’s capital, profitability, liquidity and solvency,
etc. At the same time, there are no established criteria for bank reliability,
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there are only recommended indicators and each corporate client can choose
his own set of them. You can also use the existing methods of assessing the
bank’s reliability. It is worth paying attention to the rating evaluation
methods of banks developed in Ukraine, for example, the Mind method, etc.

Bank ratings are determined by the bank’s place in various domestic
and international ratings. This information is available on the websites of
both rating agencies and banks. Before determining the expediency of coope-
ration with the bank, the client should analyze the ratings received by the
bank. It should be emphasized that each rating system has its own scale,
which can be used to assess the probability of bank default. However, quite
often there is a certain dependence: in the range of banks with high ratings,
as a rule, large banks with rather expensive service fall. Therefore, it is
appropriate to find an optimal solution when the bank has a good rating, but
the cost of servicing key services is not too high.

The reliability of the bank is also indirectly indicated by the presence
among its clients of well-known companies with an impeccable reputation.
As a rule, such information (with the client’s permission) is placed in the
annual financial report, the issuer’s report or on the official website

Bank rankings. 1f the bank is in the first places in the ranking, this
indicates that these services are quite popular among the clients of this bank,
therefore, the terms of their provision are favorable. However, this approach
does not always work, especially in relation to state-owned banks, when, as
a result of the application of administrative influence, they artificially incre-
ase the volume of individual transactions. During the analysis, it is worth
reviewing the TOP-30 (or 20; 10) from various sources for the last 3—5 years,
compare them and only then make a decision on choosing a bank.

Availability of bank services and level of service. For a corporate
client, an extremely important factor is the ability to receive a service when
the need for it arises. In addition, the speed of bank transactions and the
duration of the relevant negotiations are also important. However, it should
be remembered that there are also objective reasons for the delay in service,
related, for example, to the need to conduct financial monitoring procedures,
anti-fraud checks, etc.

The availability of services is also characterized by the bank’s avai-
lability of internet and mobile banking software services. Moreover, in some
banks, these applications are general and have a standard set of services,
while in others, separate remote banking programs have been developed,
adjusted to the needs of a specific segment of customers. They are more under-
standable and comfortable to use. For example, a small business entity should
not choose a fully functional bank software module, but its version adapted
to its activity. Recently, banks have been transferring those services, which
until recently were considered to require the presence of an employee, to a
remote format. An example is the online checkout from Raiffeisen Bank.
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The level of a bank’s service is one of the key parameters for choosing
it for servicing a corporate client. However, the concept of "service level" is
quite vague and is based on the company representative’s own preferences.
For example, some clients consider the bank’s reminders of payment dead-
lines or introductions to new services as a client-oriented approach, while
others, on the contrary, have a negative attitude to such calls from the bank.

Corporate clients should not focus on the reviews of individuals,
because, firstly, they are served by different departments, and the level of
service may differ significantly; secondly, the needs of individuals and legal
entities are quite different. Therefore, it is necessary to pay attention to the
complaints of legal entities, and first of all, to the speed of the bank’s res-
ponse to failures in the system and "freezing" of payments, the deadline for
resolving the conflict situation.

Reasonableness of expenses. This criterion 1s determined by the cost
of operations, tariffs for opening and maintaining accounts, transferring
funds, currency exchange, etc. Therefore, a corporate client should analyze
the number and volume of operations in his own business and compare the
costs of conducting them in banks, taking into account various offers.

Location of the bank. 1t should immediately be taken into account
which method of organization of interaction the corporate client chooses.
Location is not important when using internet banking. However, for now,
some operations for individual corporate clients involve periodic visits to the
bank, so the corresponding financial and time costs should be taken into
account. This may be most relevant for companies that attract significant
amounts of loans or often carry out cash transactions. It is also relevant for
companies that have a "salary" card project (primarily, if there is a need to
place ATMs on the territory of the enterprise). And, although in the future
these criteria will not be important, for now the presence of banking
institutions in a certain location can minimize the likelihood of technical
problems (for example, when a single representative office closes).

Bank size. According to experts, there is a certain dependence between
the scope and size of the activities of the corporate client and the bank,
primarily in relation to the ratio of its balance currency and the balance
currency of the servicing bank. For example, for retail trade enterprises, the
ratio is 1:80, for all other enterprises — 1:70. After determining the required
bank size, the client receives a list of 15-20 potential options. At the same
time, a deviation of +£15-20% is allowed. Such information is easy to obtain
on the website of the National Bank of Ukraine in the "Supervisory Statistics"
section which presents data on all functioning banks, as well as from the
public reporting of the corresponding bank. It is quite difficult to say whether
this principle always works, but it can be unequivocally stated that the bank’s
capabilities, for example, in financing a corporate client’s project will be
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quite dependent on the size of its assets, capital, and resources. And the needs
of customers also globally depend on the scope of their activities.

Sources of bank financing. This criterion is most important for corpo-
rate clients who want to keep a significant amount of funds in their accounts
or open a term deposit. For example, if a bank’s balance sheet shows that
a significant part of the funds are in current accounts, there is a significant
concentration of client funds belonging to certain industries, or in its assets
a significant amount of funds issued in unsecured loans, then such a bank is
in potential danger, as it may lose liquidity at an unfavorable moment.

Organizational structure and owners of the bank. This criterion is
important for understanding exactly how decisions are made in the bank, who
is responsible for resolving conflict situations, etc. Therefore, for a clear
understanding of the bank’s decision-making system and the development
of an algorithm for building communication with it, corporate clients should
pay attention to its organizational structure. Information about who is a part
of the bank’s top management can be obtained on its website. One of the
signs that everything is going well with the bank’s decision-making system
1s the membership of the head of the business department in the bank’s board,
and the credit risk manager — in the risk management division. The bank is
also trustworthy if it implements the "principle of a single window", when
the client is assigned a personal manager who solves various issues.

Regarding the owners of the bank — the corporate client should also
check the information from the website of the bank itself or the National
Bank of Ukraine. At the same time, it is worth paying attention to the share
of the owners, since the majority owners (those with a significant share — 10%
of the authorized capital) have an influence on decision-making in the bank,
appointment of officials. In addition, bank owners influence the choice of the
bank’s business model, market segments, etc. Even market behavior often
depends on the leadership style of its key owners. Sometimes the choice of
a servicing bank is influenced by political motives related to the bank’s owners.

lllegal banking operations. Choosing a bank, you need to understand
whether it is engaged in servicing fictitious enterprises, transferring funds to
cash, illegal withdrawal of currency, etc. Such services increase the bank’s
risks, and as a result, the risk of loss of funds increases for the company
served by it. In Ukraine, the work on financial monitoring is quite serious,
but there are still banks that do not comply with the legislation. A fairly
simple way to check the bank’s willingness to participate in such operations
1s to offer a "gray scheme" to a bank employee, and if he agrees, it will be
a signal that it is not appropriate to associate his cooperation with this bank.
In addition, fines and lawsuits against the bank by the supervisory authorities
may also indicate non-compliance with the legislation by the bank. Such
information can be easily found upon request on the website of the National
Bank of Ukraine or in the Register of Court Decisions.
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Duration of the bank’s operating day. This criterion is important for
companies working with foreign partners. And although the operating day
depends primarily on the work of the SEP (and Ukraine is moving to a 24/7
work standard), the length of the operating day is still important when
working with counterparties working in other time zones, as it affects the
timing of transactions.

Compatibility of operating systems. Taking into account the needs for
the development of information technologies in business and banks, it is
currently not enough to perform simple functions of online interaction and
payments through Internet banking. Due to the presence of ERP company
management systems among bank clients, there was a need to work in several
remote environments at once and considering that corporate clients work
with several banks at the same time, there is a need to integrate banking
platforms with non-banking company management systems. That is, corpo-
rate clients seek the so-called seamless integration, when there is a full ban-
king functionality integrated into the enterprise management system. Howe-
ver, the issues of compatibility of these systems are important here.

We have provided a fairly large list of criteria for choosing a bank,
which cannot always be "digitized", so we will try to apply the rating of the
main criteria of banks’ work using the integral rating method.

In order to form an integral rating of banks of Ukraine regarding the
service of corporate clients, an author’s model for calculating the integral
factor of attractiveness of the bank was built. Five factors have been identi-
fied for this model, which, according to the authors, are evidence of the
bank’s attractiveness to corporate clients (Table). We understand that there
are many more factors that influence a customer’s choice of bank, but not all
of them are quantifiable or widely publicized. Therefore, the factors that any
corporate client can obtain from public reporting have been chosen.

To construct the rating, a scoring method was used, where the values
of the evaluated factor are first ranked (that is, they are placed in order of
decreasing importance), and then a specific weight coefficient is determined
for each factor, which reflects the relative importance of this factor. In the
future, points are summed up for all factors, taking into account their
significance.

Within each factor, four ranges of values are selected. Each of these
ranges 1s assigned points from 1 to 4. At the same time, it is assumed that
each factor equally affects the attractiveness of bank services for corporate
clients. With this in mind, each factor is assigned a weight of 0.2, which in
the end gives 1. Factors and their calculation formulas for determining the
integral coefficient of attractiveness of bank services for corporate clients are
given in the Table.
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Table
A Methodical approach to determining
the bank’s integral attractiveness factor for corporate clients
Factor Indicator Formula Scoring ranges Fa§t0r
weight
The assor’tment A variety of types Net Profit / 17 and over — 4
of the bank’s range | of bank services . . from 13to 16 -3
. Risk-weighted 0.2
of services for for corporate assets from9to 12 -2
corporate clients (As) clients 8 and less — 1
The bank’s place
Profitability of bank | among the banks >10%—4
activity taking into | of Ukraine in terms 5-10% -3
account the risks of the volume NP/Ra 1-5% -2 0.2
of assets (Pa) of corporate <1%-1
clients’ deposits
The bank’s place
The size among the banks 10-1 place — 4
of the deposit of Ukraine in terms 20-11 place -3 02
portfolio of corporate|  of the volume 30-21 place —2 ’
clients (Dp) of loans for 31 place and below — 1
corporate clients
The bank’s place
The size of the loan | 2MONg the' banks 10-1 place — 4
: of Ukraine in terms 20-11 place —3
portfolio of corporate - 0.2
clients (Lp) of the volume 30-21 place —2
p of loans for 31 place and below — 1
corporate clients
The bank’s place
Costs at the request among the. banks 10-1 place — 4
of Ukraine in terms 20-11 place — 3
of corporate - 0.2
clients (Cr) of the volume 30-21 place —2
of loans for 31 place and below — 1
corporate clients

Source: developed by the authors.

Thus, it is appropriate to calculate the integral coefficient of
attractiveness of the bank for corporate clients (CA ) according to the
formula:

CA=02-As+02-Pa+02 Dp+02-Lp+0.2-Cr

According to the developed methodology, the integral coefficient of
attractiveness of Ukrainian banks for corporate clients was calculated. Data
from the supervisory statistics of all operating banks of Ukraine as of
November 1, 2021, published on the official website of the National Bank of
Ukraine, as well as information on services for corporate clients published
on the official websites of Ukrainian banks, were used for the calculation.
According to the results of the calculation, a rating of banks was constructed
(Figure 1), in which banks with the largest value of the integral coefficient
have the highest degree of attractiveness of services and banks with the
lowest value of the coefficient have the lowest value.
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AB "UKRGASBANK"
Raiffeisen Bank JSC

JSC "PUMB"

JSC CB "PrivatBank"

JSC "Oschadbank"

JSC "Ukreximbank"

JSC "ALPHA-BANK"

JSC "OTP BANK"

CREDIT AGRICOLE BANK JSC
JSC "UKRSIBBANK"

JSC "PROCREDIT BANK"
TASKOMBANK JSC

PJSC "BANK VOSTOK"

JSC "KREDOBANK"

JSC "UNIVERSAL BANK"
Joint Stock Bank "Southern"
BANK ALLIANCE JSC

JSC "ING Bank Ukraine"

JSC "CITIBANK"

JSC "SBERBANK"

JSC "BANK KREDIT DNIPRO"
MTB BANK PJSC

JSC "MEGABANK"

JSC "KIB"

JSC "KRYSTALBANK"

JSC "IBOX BANK"

JSC "PRAVEX BANK"

PJSC "CB "AKORDBANK"
JSC "Deutsche Bank DBU"

JSC "SEB CORPORATE BANK"
AKB "CONCORD" JSC

PJSC "Prominvestbank"

JSC "A - BANK"

JSC "MIB"

JSC KB "GLOBUS"

JSC AKB "Lviv"

JSC "BANK OF INVESTMENTS AND SAVINGS"
FIRST INVESTMENT BANK JSC
JSC "BANK 3/4"

JSC "INDUSTRIALBANK"

JSC AB RADABANK

JSC "Poltava-bank"

GRANT BANK JSC

JSC "Idea Bank"

JSC "PIRAEUS BANK MKB"
JSC "CREDITVEST BANK"
JSC "CREDIT EUROPE BANK"
AB "CLEARING HOUSE"

JSC "RVS BANK"

JSC "SKY BANK"

JSC "UKRBUDINVESTBANK"
JSC "MetaBank'

JSC "ASVIO BANK!

JSC "ALTBANK

JSC "EPB

Policombank

PJSC "BANK FAMILY"

JSC "BTA BANK!

BANK "UKRAINIAN CAPITAL" JSC
UNEX BANK JSC

JSC "COMINVESTBANK"

JSC "BANK TRUST-KAPITAL"
JSC "ALPARI BANK"

JSC "BANK Sich"

JSC "MOTOR-BANK"

JSC "OXI BANK"

JSC "AP BANK!

BANK PORTAL JSC

BANK FORWARD JSC

JSC "BANK AVANGARD"

JSC "Ukrainian Bank for Reconstruction and Development"

Figure 1. Rating of Ukrainian banks by the value of the integral coefficient
of attractiveness of bank services for corporate clients as of November 1, 2021

Source: compiled by the authors.

The conducted calculations showed that as of November 1, 2021, the
following banks had the highest level of attractiveness for corporate clients:
JSC "Ukrgasbank", JSC "Raifteisen Bank", JSC "PUMB", JSC CB "PrivatBank",
the value of the integral coefficient for which was the largest and was
3.8 (Figure 2). A rather high level of attractiveness had: JSC "Oschadbank",
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JSC "Ukreximbank", JSC "Alfa-Bank", JSC "OTP Bank", JSC "Credit
Agricol Bank", JSC "Ukrsibbank", JSC "Procredit Bank", JSC "Taskombank",
PJSC "Bank Vostok", for which the value of the integral coefficient was
in the range from 3.0 to 3.6.

JSC CB "PrivatBank"

JSC "Oschadbank"

JSC "Ukreximbank"

AB "UKRGASBANK"

JSC "PUMB"

Raiffeisen Bank JSC

JSC "OTP BANK"

CREDIT AGRICOLE BANK JSC
JSC "ALPHA-BANK"

JSC "UKRSIBBANK"
TASKOMBANK JSC

JSC "PROCREDIT BANK"
Joint Stock Bank "Southern"

JSC "KREDOBANK"

JSC "CITIBANK"

PJSC "BANK VOSTOK"

BANK ALLIANCE JSC

JSC "UNIVERSAL BANK"

JSC "MEGABANK"

JSC "BANK KREDIT DNIPRO"
JSC "ING Bank Ukraine"

JSC "PRAVEX BANK"

MTB BANK PJSC

JSC "KIB"

JSC "Deutsche Bank DBU"
PJSC "CB "AKORDBANK"
AKB "CONCORD" JSC

JSC "IBOX BANK"

JSC "BANK OF INVESTMENTS AND SAVINGS"
JSC "BANK 3/4"

JSC "PIRAEUS BANK MKB"
JSC "KRYSTALBANK"

JSC "SEB CORPORATE BANK"
JSC "A - BANK"

JSC AKB "Lviv"

JSC "MIB"

JSC KB "GLOBUS"

JSC "INDUSTRIALBANK"

JSC "RVS BANK"

AB "CLEARING HOUSE"

JSC AB RADABANK

JSC "Poltava-bank"

GRANT BANK JSC

JSC "UKRBUDINVESTBANK"
JSC "MetaBank"

PJSC "BANK FAMILY"

JSC "CREDITVEST BANK"
JSC "SKY BANK"

UNEX BANK JSC

FIRST INVESTMENT BANK JSC
JSC "ASVIO BANK"

BANK "UKRAINIAN CAPITAL" JSC
JSC "ALTBANK"

JSC "COMINVESTBANK"
Policombank

JSC "BANK TRUST-KAPITAL"
JSC "BTA BANK"

JSC "ALPARI BANK"

JSC "OXI BANK"

JSC "EPB"

JSC "CREDIT EUROPE BANK"
JSC "Idea Bank"

JSC "BANK Sich"

JSC "MOTOR-BANK"

JSC "AP BANK"

BANK PORTAL JSC

BANK FORWARD JSC

JSC "BANK AVANGARD"

JSC "Ukrainian Bank for Reconstruction and Development"

Figure 2. Rating of Ukrainian banks by the value of the integral coefficient
of attractiveness for corporate clients as of June 1, 2022

Source: compiled by the authors.
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As of June 1, 2022, there have been significant changes in the
activities of all Ukrainian banks, which were caused by stressful events
caused by full-scale military operations and a long state of war. Despite this,
all banks, with the exception of JSC "Megabank", which was declared insol-
vent as of June 2, 2022, continued their activities, but their results signi-
ficantly worsened. Thus, due to the realization of credit and other risks, losses
of banks in the occupied territories, the activities of many banks became
unprofitable. If on November 1, 2021 there were five unprofitable banks in
Ukraine, then on June 1, 2022 there were 23 out of 69. But this did not
significantly affect the attractiveness of banks for corporate clients, for whom
the stability of the bank’s activities, the availability of its services, timeliness
of payments, etc. In unfavorable conditions of development during the
analyzed period, general growth is observed general growth of the loan
portfolio and funds of clients of Ukrainian banks.

Although among the latter there was an increase in the amount of
funds on demand and a reduction in term funds. An important role in this was
played by the uninterrupted operation of banks during the war, their sufficient
liquidity and the continuation of the provision of most services, including
credit and deposit.

The calculation of the proposed integral coefficient as of June 1, 2022
confirmed the preservation of the attractiveness of the services of Ukrainian
banks for corporate clients. The results of the analysis show that there was an
overall slight decrease in the value of the integral coefficient: if on 11/01/2021
its value varied from 1.0 to 3.8, then on 06/01/2022 — from 1.0 to 3.6. There
were also insignificant changes in the location of banks in the rating.
In particular, the top twenty banks in the rating remained unchanged with
insignificant movement among themselves. Thus, Privatbank, which was on the
second rung as of November 1, 2021, moved to the first as of June 1, 2022,
losing 0.2 points compared to the previous rating. Among the other banks in
the top twenty, the value of the integral coefficient of JSC "Raiffeisen Bank"
and JSC "Alfa Bank" underwent the most significant changes, which lost
0.6 points each and moved down two steps in the rating compared to the
previous result. Such a deterioration in results is due to the fact that the parent
companies of these banks did not stop their activities in the aggressor
country, and as a result, both banks experienced a significant reduction in
their market share in terms of customer funds, in particular, time deposits. As
for other banks, with an overall slight reduction (0.2-0.4) in the value of the
integral coefficient of attractiveness of Ukrainian banks for corporate clients,
their position in the rating practically did not change. The value of the integral
coefficient and the place in the rating of the last ten banks remained
absolutely unchanged.

Such results show that the significant deterioration of the macroeco-
nomic situation caused by the war in the country did not significantly affect
the attractiveness of banks for corporate clients, and due to the smooth opera-
tion of the banking system, clients did not lose trust in it.
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Conclusions. The availability of objective information when choo-
sing a bank for service is a key point in the process of strategic planning of
the activities of any legal entity. With significant amounts of such infor-
mation, it is important to find simple bank evaluation tools. The proposed
methodological recommendations on the application of the integral coeffi-
cient are intended for use in working with corporate clients when choosing a
bank (banks) for service. Their presentation was based on a scientific study
of the work of domestic banks. A specific list of criteria characterizing bank
offers, as well as the relative importance of these criteria and the bank selec-
tion algorithm, can be selected by the corporate client according to their own
needs. The proposed method has a recommendatory character.
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PREDICTIVE INFORMATION
IN INTEGRATED REPORTING

Introduction. Recent trends in business
management involve the use of methods that
rely on value creation as a result of managing
production, financial, human, and natural re-
sources, as well as intellectual and social
capital in a short-, medium- and long-term
perspective. This approach applied to corpo-
rate reports is supported by integrated repor-
ting.

Problem. The use of prospective informa-
tion in integrated reporting promotes effective
strategic decision-making and increases the
significance of the study of forward-looking
information disclosure in financial statements.

The aim of the article is to study new
directions of forward-looking information dis-
closure in the framework of integrated repo-
rting and identify current trends in non-
financial reporting.
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[NIPOTHO3SHA TIH®OPMAIIIA
B IHTET'POBAHIM 3BITHOCTI

Bemyn. Cyuacnumu mpenoamu ynpasniu-
CbKUX NPAKMUK € 3ACMOCY8AHHA KOMNAHIAMU
nioxodis, sKi 6pAX08YI0Mb CMEOPEHHS YIHHOCTI
6HACTIOOK YNPAGIIHHA SUPOOHUYUMY, QIHAHCO-
BUMU, TIOOCOKUMU, NPUPOOHIMU pecypcamul, d
MaKodiC IHMeNeKMyaltbHUM ma COYIamIbHUM Kani-
Manamu npomsAcoM KOPOMKO-, CepeOHbo- ma
00620CMPOK0B020 Nepiodis. Yminenuam yvozo
nioxody y npaxmuyi KOpHNOpamueHo20 36imy-
BAHHA € IHMe2Posane 36iMy6aHH.

Ilpobnema. Buxopucmanus npoerosHoi iHgop-
Mayii’ 8 iHMezpoBaHoMy 36imy8aHHi CIMEopIoE Heob-
XIOHI nepedymosu Osl NIOBUEHHS. eqeKMUBHOCMI
VXBANEHHA CMpAmeiuHux pileHb ma aKmyauizye
00CTIONCEHHs. NEPCHEKMUBHO OPIEHMOBAHO20 PO3-
Kpummist inghopmayii' y (hinancosivl 36immocmi.

Memoro cmammi € 00CNIONCEHHS HOBIMMIX
HANPAMIE NEPCHEKMUBHO OPIEHMOBAHO20 POSKPUIMMIA
iHGhopmayii y cucmemi iHmMe2po8aH020 36imy-
6aHHA ma [OeHMu@iKayis Cy4YacHux mpeHoie
HaoaHHs HehiHancoBoi 36imHOCHI.
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Methods. A combination of methods and
approaches is applied, namely: dialectic, syn-
thesis and comparative methods; system and
institutional approaches, method of generali-
zation, unity of historical and logical methods.

Results. The prospective data, specified in
most sections of integrated reports, contains
both financial and non-financial information,
qualitatively and quantitatively illustrates the
direction of the company’s development in a
short-, medium- and long-term perspective.
The forward-looking information serves as
one of the sources of assessing the entity’s
potential to maintain continuous operation.
Under martial law and in terms of the COVID-19
pandemic in Ukraine, continuous operation as
the basis for financial reporting is gaining
critical importance. The article highlights the
requirements to adjust business forecasts and
plans when preparing corporate reports.

Conclusions. The research on retrospective
information disclosure focuses on the concept
of integrated reporting, which allows for
forecast indicators to support the correlation
between current and prospective outcomes of
the enterprise’s activity and to determine the
factors that change and retain the value of a
business in a short, medium and long-term
perspective.

Keywords: prospective information, inte-
grated reporting, non-financial reporting, conti-
nuous operation.

JEL Classification: G39, M41

Memoou. 3acmocosarno cykynnicme memo-
0i6 ma nioxoois, a came: OlANeKMUYHUN, CUH-
me3y ma NOpPiGHANbHULL, CUCHEeMHULL ma IHCmu-
MYYIUHUL nioxoou, y3a2aibHelb, EOHOCMI iCmo-
PUYHO20 MA J02IUHO20 NI0X00i8.

Pezynomamu docniosrcenna. 1lpoerosna inghop-
Mayiss, wo UCBIMII0EMbCA 8 bibuocmi po30inie
iHMe2poeanux 36imie, Micmumo K (QIHAHCOBY,
mak i He@inancogy iHgopmayiro, SIKICHO ma Kilb-
KICHO onucye Hanpsmu po3gUmKy KOMNAHii y Ko-
POMKO-, CepedHbo- ma 00620CMPOKOSIll NePCnex-
musi. IlepcnexmusHo opienmosana iHgopmayis
cnyeye 0OHUM 13 0Jicepen OYIHIOBAHHS 30AMHOCHIE
cyb’ekma 20cno0aproBanHtsl NPOOOBHCYBAMU CEOHO
OisibHicmb Ha De3nepepeHill ocHo8l. B ymosax oen-
Hoeo cmary ma nanoemii COVID-19 6 YVxpaini 6e3-
nepepsHicms  OBLIbHOCME SIK OCHO8A  CKIAOAHHS.
@inancosoi 36imHocmi HAbYBae KPUMUYHO20 3HA-
uenHs. Y3azanvheno pexomenoayii ujooo HeobXxio-
HoCmi KopueysanHs Oi3Hec-npocHO3i6 ma NiaHie 6
YMOBAX EKOHOMIYHOI HEBUSHAUEHOCMI ) KOHIMEKCMI
opmysantst KOpROPAMUEHOL 36iMHOCIMI.

Bucnoexu. [locnioocenns numane pempo-
CNEKMUGHO20 PO3KpUmmsl iHghopmayii nos ssame
3 PO3BUMKOM KOHYenyii iHmezposano2o 36imy-
8aHH5, 5Ke HA OCHO8I NPOZHOZHUX NOKA3HUKIG
nepeobavae OOTPYHMYBAHHA 38 A3KY MIdHC NOMOY-
HUMU | MAUOYMHIMU pe3yTbmamamu OisaibHOCMI
nionpuemcmea ma ioeHmughikayiro enaugy Ha
3MIHY 6apmocmi NiONpueMcmeaq, a maxoxc ii
30epedscents y KOpomKo-, cepeoHbo- ma 00820~
CMPOKOBILl nepcneKmuagi.

Knwuoei cnoea: nporHos3Ha indopmariis,
iHTEerpoBaHe 3BITYBaHHS, He(iHAHCOBA 3BITHICTb,
NpUHOUT Oe31epepBHOT AisTIbHOCTI.

Any serious predictive statement is based,

implicitly or explicitly, on historical procedures.
If not, then it belongs to the same category as the

horoscope in this morning’s newspaper.

Niall Ferguson
" Civilization: The West and the Rest "

Introduction. In current economic realities, when financial and pro-

duction assets represent a smaller part of the market value of a business,
financial analysts use new approaches to figure out how value is created and
how to sustain long-term success. Some companies are establishing new
management practices that consider the value creation as a result of managing
production, financial, human, and natural resources, as well as intellectual
and social capital in a short-, medium- and long-term perspective.
Integrated reporting stems from the globalization processes of the eco-
nomy and information space in terms of Sustainable Development goals
(SDGs), comprising three components: economy, environment and social
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sphere. To assess the achievement of sustainable development goals, certain
indicators (financial and non-financial) have been determined to be subject
to disclosure in reporting [1].

The primary objective of non-financial reporting is to illustrate soci-
ally significant aspects of the enterprises’ activity in a comprehensive manner
for the concerned party. The most common methodology is the Global Repor-
ting Initiative (GRI). This document provides the list of indicators for the
reporting information disclosure in terms of social, environmental and eco-
nomic activities of enterprises. GRI-reporting helps identify challenges and
risks of the company, as well as opportunities for its development. The first
reports of this type were generated in the early 2000s. Today in developed
countries, non-financial reports based on GRI standards are submitted by
more than 4 000 large and small companies [2].

The research outcomes show that since 2008, 88 non-financial reports
complying with certain criteria of integrated reporting have been prepared by
leading Ukrainian companies [3]. In 2019, 31 companies among the highest
tax-paying businesses of Ukraine published their Management Reports,
7 companies specified the goals of sustainable development on the corporate
sites, whereas 26 businesses reported on their own development strategies on
the websites (the vast majority of the companies are state-owned). Moreover,
4 companies developed non-financial reports featuring some aspects of GRI
standards, 6 businesses published non-financial reports according to GRI stan-
dards for 2019, in particular, JSC "FUIB", LLC "Nova Poshta", JSC "Karls-
berg Ukraine", JSC "Farmak", JSC "Ukrgazbank", NJSC "Naftogaz
of Ukraine" [4]. In 2020 the prevalence of non-financial reporting remained
insignificant, only 12 companies published the designated reports [5]. There-
fore, the issue of implementing integrated financial reporting in Ukraine
is relevant, as is the adoption of innovative world experience into domestic
non-financial reporting practices.

Problem. One of the key differences of the current model of corporate
integrated reporting is the requirement to submit not only retrospective but
also prospective and strategic information, as well as the statements about
potential risks and current goals. The use of prospective information in inte-
grated reporting contributes to high efficiency of short-, medium- and long-
term decisions.

The challenge to target the accounting system to generate data on the
directions of the enterprise’s development, its sustainability in the future,
factors affecting its prospective value is supported by promoting international
accounting community and companies to facilitate implementation of inte-
grated reporting system, management accounting, etc., in other terms, there
is a shift to vision of the future.

Analysis of recent research and publications. The issue of inte-
grated reporting in the terms of sustainable development is studied by such
scholars as T. Yefymenko, L. Lovinska, Ya. Oliynyk [1], S. Lehenchuk [3],
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S.Holov, V. Kostyuchenko, R. Kuzina, V. Zhuk, L. Hutsalenko, U. Marchuk,
V. Tsaruk, N. Svichkar, Ye. Kobets [6—10] and others.

Considering theoretical background of corporate business develop-
ment, Yu. Umantsev states that "corporations with business strategies based
on principles of openness, transparency and social value, will solely be com-
petitive in the current market"[11, p.45]. Certain aspects of non-financial repor-
ting system in Ukraine were highlighted by K. Bezverhiy [12], S. Korol [13].
An 1mportant area of research is the issue of developing and using pro-
spective information in the system of integrated reporting of the enterprise to
outline business prospects and factors affecting the value. Issues focused on
prospective information in reporting are examined by the following Ukrai-
nian scholars: M. Koryagin, P. Kutsyk [14], A. Ozeran [15]. Yet, more pro-
found studies on disclosure of forward-looking information in corporate
reports are carried out by foreign researchers: P. Dey, R. Mahboub),
M. Kunc, M. Giorgino, F. Barab¢), E. Menicucci) [16-19].

The aim of the article is to overview up-to-date patterns of disclosure
of forward-looking information in integrated reporting and to assess current
tendencies in non-financial reporting.

Methods. An array of methods and approaches is applied: dialectic,
synthesis and comparative methods; system and institutional approaches,
method of generalization, unity of historical and logical methods. The rese-
arch background consists of works by Ukrainian and foreign scholars regar-
ding theoretical and methodological issues on integrated reporting, as well as
hand-on practices of domestic companies upon preparation and disclosure
of non-financial reporting, particularly consistent with GRI standards.

Results. As defined by the Value Reporting Foundation, integrated
reporting covers all essential information about management, operational
performance, business strategy and prospects, considering economic, social
and environmental aspects of the framework in which it operates [20]. Such
reporting should provide a clear and accurate conception of how the company
is currently creating value and how it is going to generate it in the future.
Consequently, integrated reporting is developing as one of the tools of trans-
parent corporate management. The goals of integrated reporting are:

« improving the quality of data available to investors to mitigate the
information gap between managers and external stakeholders, and ensure
more efficient capital allocation;

e promoting a more comprehensive approach to corporate reporting,
regulated by different standards and involving a range of factors that signi-
ficantly affect the potential to create value over time;

« developing integrated thinking, decision-making and actions, aimed
at creating value in a short-, medium- and long-term perspective [21].

In Ukraine sustainable development is under way with regard to enfor-
cing the European Union legislation, in particular, the regulation 2013/34/EU
"On annual financial reports, consolidated financial reports and affiliated
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reports of certain types of enterprises" dated June 26, 2013 (Regulation
2013/34/EU, section 5 "Management Report") and International Financial
Reporting standards (IFRS) into the national regulatory framework. Non-
financial reporting is a tool to achieve a balance of economic, social and
ecological imperatives [22]. One of the mechanisms of non-financial repor-
ting in Ukraine is the preparation of the management report provided by the
Law of Ukraine "On Accounting and Financial Reporting in Ukraine" [23].
Such a report is intended to provide financial and non-financial information,
specifying current situation and development prospects of the enterprise, and
determine major performance risks.

Financial disclosure and transparency for Ukrainian companies is still
anew and quite complex process. Associated regulatory documents are at the
stage of development (primarily for financial institutions). These processes
are managed by the NBU and the National Securities and Stock Market
Commission. Since March 2020 , the new Code of Corporate Governance
has required Ukrainian companies to disclose information about elaboration
of ESG projects. The National Bank of Ukraine is scheduled to implement
environmental, social and management approaches to the system of corporate
management of banks starting from 2022 , and non-bank institutions from the
end of 2024. Meanwhile, the information about the company’s mission, vision
and values is published on websites (or in non-financial reports) by 35 com-
panies (62.5 %), Codes of Ethics are displayed by 33 companies (59 %), Stra-
tegies of Development are posted by 19 companies (34 %). Only 17.8 % of com-
panies integrated sustainable development goals into their business strategy.
9 companies (in particular, JSC "Ukrgazvydobuvannya", LLC "Nova Post",
JSC "Karlsberg Ukraine", JSC "Kyivstar", FE "Coca-Cola Beverages Ukraine
Limited", DTEK) have disclosed appropriate information on their websites [5].

The use of Forward-looking Information (FLI) in integrated reporting
1s determined by the first principle of the International standards of Integrated
Reporting (ISIR): strategic focus and future orientation [21]. According to
this concept, the forward-looking information is intended to illustrate key
performance indicators of the business strategy, disclose the prospects for the
value creation over time, and to show how this value affects development of
capital. Forward-looking perspective is a distinctive feature of integrated
reporting compared to financial reporting (Figure ).

ISIR requires to disclose information in the following areas:

management: assessing the entity’s potential to create value in a
short-, medium- and long-term perspective;

a company’s business model;

risks and opportunities, in other terms, how the company manages
specific risks and opportunities;

strategy and allocation of resources: vision of the future and what
steps should be taken to implement it;

operating activities: how successful the company is in achieving its
strategic goals over the reporting period and the impacts on capital;
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forecasts: potential challenges of a company to execute its strategy
and prospective operational performance;

basis of preparation: approach to determine the list of issues to
include into the integrated report [21].

Term
Term .
. . Short Short, medium
Financial 0 Integrated and long
reporting /
Predictability Predictability
The focus on retrospective Prospective focus, formation of
performance and financial risks of indicators requires consideration of
the past period does not ensure strategic goals and all types of risks. It
highly accurate forecasting of the ensures forecasting of the company’s
company’s development development over a short-, medium-,
and long-term perspective

Figure 1. Forward-looking focus in integrated reporting
Source: [10].

Forward-looking orientation is also one of the key principles to pro-
mote the value of the Report on Management (Management Report), inten-
ded to disclose information on past events, management decisions, certain
circumstances and performance outcomes, taking into account how they can
influence future activities. This principle considers management strategy and
goals, future events, circumstances, opportunities and risks based on assump-
tions and potentially can have significant impact on the company’s develop-
ment, financial position and performance [15]. However, according to this
principle, the management report does not provide for forecasting, since the
forward-looking information can affect such crucial qualitative characteristic
as relable representation. Therefore, the Management Report includes the
management goals for the company’s development and ways to pursue them.
Since the procedure of forecasting is based on several scenarios, while
methodological approaches to calculate prospective data for reporting
entities and reporting users may differ, this may mislead the latter. The high
degree of information relevance in financial statements is a key to the deve-
loping of new forecasts and provides an opportunity to confirm or adjust pre-
liminary forecasts, etc. This, as the author notes, is the essence of the forward-
looking information, and the Management Report strengthens the prognistic
context of financial reporting and, and, therefore, its relevance [15]. The con-
ceptual basis of IFRS stipulates that the relevant financial information is able
to influence the decisions made by users, i.e. it has a prospective value or sup-
ports it, or possess both characteristics. The accuracy and validity of information
are fundamental qualitative characteristics of financial statements [24].
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However, some foreign scholars believe that since economic environ-
ment is too dynamic and unpredictable to depend only on past information,
public companies disclose FLLI about their prospects, which may bring com-
petitive advantages. The FLI contains economic and non-economic forecasts
related to information that affects future business operations, specifically,
expected sales or revenues for the next year, forecast cash flows, potential
net profit, etc. Non-economic forecasting involves non-financial information
related to risks, business plans, uncertainty and estimates that significantly
impact actual and anticipated outcomes. Therefore, according to P.Day, FLI
is defined by the terms "assessment", "expectations", "estimate", "forecasting"
or other terms that require explication in the commentaries provided by the
management [16; 17].

Based on the International Standard on Assurance Engagements 3400
"Examination of prospective financial information", the term prospective
financial information means financial information based on assumptions
about events that may occur in the future and possible actions by an entity [25]. The
prospective financial information can be provided in the form of a forecast,
a projection or a combination of both, for example, a one year forecast plus
a five year projection. Forecasts are prepared to meet various needs of users,
in particular:

» to assess the feasibility of investment projects;

« as a guide for potential investors;

» financial report for owners, regulatory institutions and other con-
cerned parties;

* as a forecast of cash flow for creditors, etc.

A projection means prospective financial information prepared on the
basis of hypothetical assumptions about future events and management
actions which are not necessarily expected to take place; or a mixture of best-
estimate and hypothetical assumptions. The prospective financial informa-
tion should cover financial reports and may be prepared as an internal mana-
gement tool or to be submitted to third parties" [25].

Previously, the issue of prospective information disclosure in corpo-
rate statements posed concern for businesses. Such concerns are related to
the risk of disclosing competitively sensitive information, in particular
regarding the forecast of key performance indicators. The management
documents of PricewaterhouseCoopers (PwC) specify that companies
should deal with the disclosure of forward-looking information with a proper
understanding of the significance and information needs to report on pers-
pective performance. Instead of adressing a respective question "What are
we going to report?", the company is required to focus on: "What should we
leave undisclosed?" [26]. Typically, non-financial information explicitly
indicates future trends in financial performance. PwC in Global-forward-
looking-guide identifies 7 key points (pillars) of disclosure:

« information about the company’s primary assets (tangible and non-
tangible) involved to accomplish strategic goals;
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« risks and insecurities that may predetermine the long-term perspec-
tive, the company’s policy on liquidity risk management, market and credit
risks, their impact on business activity, and tools to optimize such exposure;

« relationships with stakeholders specifying the concerned parties that
are particulary important to the company. The explanations should contain
information on the nature of relations, current profile of important stake-
holders and relationship management;

* quantitative data on trends and factors influencing the future deve-
lopment of the company. For example, demographic data for insurance com-
panies, buying habits for consumer goods or services companies, etc.;

» assuming that prospective information cannot be 100 % reliable, it is
appropriate to refer to the sources of information and any uncertainties, taken
into consideration when developing forecasts, for investors could estimate
the degree of reliability of such information;

* setting goals for key performance indicators used by business
management;

« identifying correlation between the reporting data on long-term goals
and the strategies for their achievement. That is, the assessment of the poten-
tial for achieving strategic goals according to the reporting data [26].

Based on the survey of a number of integrated reports generated by
international companies (Mitsubishi heavy industries Group, Hitachi, Ned-
bank Group, Sasria [27-30]), specified by the value Reporting Foundation [20],
common practices of using prospective information in integrated reporting are
as follows:

« in mid-term business planning: setting target financial indicators
(revenues, operating profit, free cash flows, post-tax profit, self-capital
profitability) and key impact factors;

« focusing on the company’s strategy: the assessment of revenues,
investments and patterns of certain areas of activity in a 3—6 year perspective,
highlighting key assumptions, challenges and decisions that will impact
business and are considered in the forecast;

« determining target quantitative measures of strategy execution: For
example, the ratio between proceeds, assets and market value of the company
(Mitsubishi heavy industries Group);

* concerning operational activities: identification of key medium-term
priorities for particular entities, description of steps to be taken to achieve
them, and assessment of the prospective performance (forecasting financial
performance for a 2-year-perspective);

* regarding environmental and resource-saving initiatives: long-term
forecast for reducing carbon emissions into the atmosphere, as well as the use
of water and other resources;

« qualitative assessment of potential risks and opportunities beyond busi-
ness sector and time horizons, description of corresponding strategic steps.

The methodological guidelines for the preparation of the Management
Report specified by the regulation "On Prospects of Development" require to
provide information on "the prospects of the company’s further development
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in view of the potential risks and challenges" [31]. The practice of disclosing
prospective information in the reports of the leading companies of Ukraine is
illustrated in the Table below.

The review of the best integrated reporting practices enables us to
figure out that the prospective information used in most sections of the inte-
grated report contains both financial and non-financial information, quali-
tatively and quantitatively indicates the direction of the company’s develop-
ment in the medium- and long-term perspective. The integrated reporting
mainly discloses the enterprise’s prospective cash flows, which is of key
importantance for investors and creditors for more effective assessment of
investment and loan decisions and, optimization of the capital redistribution,
accordingly.

Table
Disclosure of prospective information in the companies’
Management reports
Report title/ . . . Type
Company section Disclosure of perspective information of information
Projects on extension and modernization
of telecommunication networks
Prospects for development of related
Management report/ .
PJSC S and supplementary business areas .
" " strategic directions of . . . . Non-financial
Ukrtelecom Further increase in operational efficiency
development . . . .
(upgrading of service portfolio, alternative
telephony, management and automation
of business processes)
L Scientific and educational objects
" " Sustainability
JSC "Farmak Report/Future perspective of the company.
P persp Environmental objects
Investment directions
Funds
Annual Report/Company Internet access in 100% of built-up areas
JSC Development: Plans and e
" " . Competitive infrastructure for development
Ukrposhta! Goals until 2025 .
Kev proiects of electronic commerce, etc.
Y proj Modernization of logistics network
Mobile offices, etc. .
- — Non-financial
Medium-term plans/activities .
. . and financial
in the following areas:
risk management;
locomotive management;
JSC Integrated report E;sgﬁreg}f:tf
"UkrZaliznytsia" JSC "UkrZaliznytsia" . . poliey;
international cooperation;
environmental protection and environmental
safety;
investment activity;
investment projects
LLC Management report / Estimate of network groth until 2024. _ .
e " L Prospects of the growth of the grocery trade Financial
Silpo-Food Projections . .
market in Ukraine

Source: compiled by the authors according to the companies’ reports [32—36].

The importance of generating forward-looking information is sup-
ported by the fact that, when preparing financial reports, the manangers are
supposed to assess the potential of the company to continuosly maintain its
operation. Such potential is assessed by both retrospective and prospective
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information [37]. When determining the validity of the assumption for con-
tinuous activity, the management staff should consider all available future-
related information — at least over twelve months since the end of the repor-
ting period. At the same time, the thoroughness of the inspection is deter-
mined in each case by specific facts. If the company consistently gained pro-
fits from its activity in the past, if it has open access to financial resources,
it can be appropriately assumed without a detailed analysis that it will pre-
serve continuous operation in the future. Under other conditions,the manage-
ment is recommended to examine a number of factors affecting the profi-
tability status and growth, payment terms of debt obligations and potential
extended fund facilities [37].

The COVID-19 pandemic and military situation in Ukraine have added
emphasis to assessing the potential to continuosly maintain business opera-
tions and the reliability of estimates upon assumptions regarding continu-
nuous performance. Continuous operation as a core to financial reporting acquires
critical importance. Unpredictable scenario of upcoming events makes it extre-
mely difficult to forecast the future. In this regard, to certify the potential for
maintaining continuos operation, the company KPMG has provided guide-
lines to reinforce the reliability of the prospective information (Figure 2).

Updating budgets, business forecasts, and assessing susceptibility to changes
based on detected risk factors and various possible scenarios. However, it is
important to consider at least one serious, but likely negative scenario.

Outlining achievable and realistic action plans and concerns about continuous
operation.

Elaborating clear and reliable disclosure of reporting information, including
concerns determined during the assessment of continuous operation.

Figure 2. List of measures to reinforce the reliability of forward-looking
information when assessing the validity of continuous operation

Source: [38].

When making projections and conducting assessment, the manage-
ment staff are recommended to take into account a number of factors, including:

* the company’s ownership structure and possible impact of sanctions
on the company;

» geographical location of the company and areas of its operations,
in particular, the signs of significant transactions and investments in the
Russian and Belarusian markets, combat zones in Ukraine; destructive
influence of military actions on the major business processes of the company;

* the impact of the war on the company’s business counteragents and
troubles in supply chains;
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» access to funding by the parent company; projected values of cove-
nants stipulated by loan agreements;

* the structure of assets and liabilities in terms of the company’s vul-
nerability to currency and liquidity risks;

» availability of stocks, fixed assets and other assets on the territory
of the Russian federation and Belarus, in combat zones, the possibility
to manage them [38].

In view of the listed factors and reinforcement measures adopted
by the companies regarding the reliability of the prospective data is the key
to relevant information, which is subject to disclosure in corporate reports.

Conclusions. The entity’s disclosure of social and economic aspects
of its performance allows for determination of a number of risks threatening
their sustainability, consequently, it is important for managing changes while
achieving specified strategic goals. Non-financial reporting is a tool to ensure
the balance of economic, social and environmental business imperatives.

The study of systemic aspects of retrospective information disclosure
is related to the concept of integrated reporting, which uses forward-looking
indicators to support correlation between the enterprise’s current and pro-
spective performance, determination of influence on the change of the growth
of'its value, as well as its further retaining in a short-, medium- and long-term
perspective.

Under conditions of gradual changes in the management paradigm,
which imposes new requirements to financial accounting as a core infor-
mational facility supporting decision making, the issue of reliability and
relevance of accounting information as input data for financial forecasting
1s gaining significance, which will positively contribute to appropriate strategic
management decisions. Furthermore, prospective data plays a critical role
in the assessment and disclosure of reporting information concerning the
accountability objects with uncertainties in prospective finantial events.

The survey of theoretical and methodological background and prac-
tices of corporate reporting justifies the importance of further research in the
accounting system to determine advance approaches to foster elaboration
of prospecting information necessary for decision-making under conditions
of increasing insecurity, growth in external economic unsertainty exposed
to enterprises.
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INTERNAL AUDIT
OF ENTERPRISE COSTS

Introduction. Restaurant enterprises are an
important sector in the formation of the national
economy, which ensures the safety of the
population’s consumption in food and con-
tributes to the gross domestic product and tax
revenues to the state budget. At the same time,
the economic activity of restaurant enterprises is
accompanied by the commission of a significant
number of offenses related to the manipulation
of costs. An effective tool for ensuring proper
oversight of costs and counteracting economic
violations and abuses is internal audit.

Problem. Effective internal audit of costs
of restaurant enterprises requires the develop-
ment of an audit process model that reflects the
most significant tasks and the sequence of their
implementation by an internal auditor.

The aim of the article is development and
substantiation of the internal audit model of
enterprise costs on the process approach basis.
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BHYTPIWHIN AYIUT
BUTPAT IININPUEMCTBA

Bcemyn. ITionpuemcmea pecmopanto2o 2oc-
no0apcmea € 8aXCIUBUM CEKIMOPOM HAYIOHATbHOT
EKOHOMIKU, W0 3abe3neyye nompedy HACeneHHs
¥V Xapyy8aHHi ma pobums 6HECOK V (POPMYBAHHS
8a106020 GHYMPIUHBLO20 NPOOYKMY | NOOAMKOBUX
HAOX002HceHb 00 Oeparcagozo b1o0cemy. Boono-
4ac, 20CNOOAapCbKa OLSUILHICHb RIONPUEMCING PeCo-
PAHHO20 20CNO0apCMBa CYNPOBOONCYEMBCI 3HAY-
HOIO KiTIbKICIIO NPABONOPYUIEHD, NO8 S3AHUX 3 MAH-
NYTIIOBAHHAM sumpamamil. Jliceum iHcmpymeHmom
3abe3neuents HANeHCHO20 KOHMPOIO 3d GUMpPA-
mamu ma npomudii 20cno0apCcbKUM NOPyUeHHAM
[ 3N0BHCUBAHHSM € GHYMPIWHILL AyOUm.

Ilpoonema. EgpexmusHne nposedeHHs GHYMI-
PIWHbO20 ayoumy eumpam RiONPUEMCIMG Pecmo-
PaHHO20 2ocnooapcmea nompebye po3poodneHHs
MOOei ayOumopcbKo20 npoyecy, wjo sidobpaica-
mume HaubOinbwi cymmesi 3a80aHHA Mma NOCTi-
006HICMb IX GUKOHAHHSL GHYMPIUHIM AYOUMOPOM.

Mema cmammi — po3pobieHHs ma 0OIpyH-
MYBaHHs MOOeNi GHYMPIUHBLO2O ayoumy 6u-
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Methods. Such methods of theoretical and
empirical research as dialectical, induction,
deduction, analysis, synthesis, abstraction, and
extrapolation were applied. Methods of building
analog models, and system and structural were
used for building a model of the internal audit
process of enterprise costs.

Results. Based on the study results, the theo-
retical foundations for structuring the internal
audit process of the restaurant business costs
have been improved by developing a model that,
as part of the organizational and preparatory
stage, provides for the implementtation of hypo-
theses and versions of violations with costs, the
risk of which arises in the business processes
implementation of enterprises: the supply and
posting of raw materials and purchased goods,
cooking, drinks and their sale. A list of versions
of violations that cause information distortion
about the restaurant business costs is proposed.

Conclusions. The developed model of the
internal audit process of restaurant enterprise
costs will contribute to the internal audit impro-
vement of costs in terms of time, labor intensity
and increase the probability of detecting illegal
actions in case of their presence.

Keywords: internal audit, costs, model
of the internal audit process.

Jel Classification: M42

mpam RiIONPUEMCIMEA PEeCMOPAHHO20 20CHO0AD-
cmea Ha 3acadax npoyecHo2o nioxooy.

Memoodu. 3acmocosano memoou meopemuu-
HO20 MA eMNIPUYHO2O OOCTIONCEHHS: OlAIeKmMUY-
HUtl, HOYKYIL, OeOyKyii, aHanisy, cunmesy, abcmpax-
yii, excmpanosyii — 015l aHAi3y HAYKOGoI iimepa-
mypu, noby008u aHan0208ux Mooenell, CUCHeMHO-
CMPYKMYpHULL — 0751 NO6YO08U MOOEi BHYMPIli-
HbO2O ayoumy eumpam nionpuemMcmaad.

Pe3ynomamu 0ocnioxycennsn. 3a pezynoma-
Mamu nPo8edeH020 OOCHIONHCeHHS 800CKOHALEHO
meopemuymi OCHO8U CMPYKMYypusayii 6Hympiui-
Hb02O ayoumy eumpam RIONPUEMCMEA Pecmo-
PAHHO20 20CNOO0APCEA UWIAXOM DPO3POONEHHS
MoOeni, KA Y MedwHcax opeaHizayitiHo-nio2omog-
4ol cmadii nepedbauac imniemenmayiio 2ino-
me3 ma 6epciti Nopyuienb 3 BUMPAMamu, pusux
BUUHEHHA AKUX BUHUKAE NI 4ac 30iliCHeHHs
20CN00apCbKUX NPOYecie niONpUEMcms: nocma-
YAHHA Ma ONpubYMKYSAHHA CUPOBUHU [ NOKYN-
HUX Moeapie, 6U20MOBIEHHA CMpaes, Hanoie ma
ix peanizayii. 3anpononogano nepenix eepciii
BUUHEHHS NOPYUIEHb, AKI 3YMOGNIOIOMb BUKPUB-
JIeHHs1L IHGhopmayii npo eumpamu nionpuemMcmesd
PECOPAant020 20CnO0ApCmaa.

Bucnoexku. Po3pobaena moodenv  enympiui-
HbO20 ayounty eumpam NiONPUEMCIBA PeCMOpPaH-
HO20 20CNO0apCmed cnpusamume B00CKOHATEHHIO
BHYMPIUHBLO20 AyOUmy 8UMpam 3a Yaco8um napa-
Mempom, mpyooMicmKicmo ma Nni08UWEHHIO
UMOBIDHOCII  USIGNEHHS HENPAGOMIPHUX  Oill
Yy pasi ix HasagHocmi.

Kniouoei cnoea: BHYTpILIHIH ayauT, BU-
TpPaTH, MOZIEIIb BHYTPIIIHBOTO ayJIHTY.

Introduction. Restaurant enterprises are an important sector of the

national economy, which, on the one hand, provides the population with food
needs, and on the other hand, contributes to the formation of gross domestic
product and the tax revenues to the state budget. In the current economic
conditions, significantly complicated by the consequences of the COVID-19
pandemic and the war in the country, the efficiency of any restaurant business
is determined by the achieved level of profitability. Expenses are a factor that
directly affects the profitability level of any enterprise, determines the
financial result of economic activity and the same possibility of functioning
in the market of a business entity. At the same time, the manipulation of
expenses is a tool for committing a significant number of economic offenses:
theft of property, fraud with financial statements, understatement of the taxable
base with income tax, etc. Internal audit is an effective tool for ensuring
proper control over costs and counteracting economic violations and abuses.

Problem. Conducting an internal audit of activity costs is especially
important for business companies, associations of business companies,
network enterprises, where there is a significant probability of information
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distortion due to large financial flows and the risk of abuse by hired
management. The effective conduct of an internal audit of PRG costs requires
the development of the audit process model, which will reflect the most
significant tasks and the sequence of their execution by the internal auditor.

Analysis of recent research and publications The theory and prac-
tice of internal audit were studied by both domestic and foreign scientists, in
particular T. Kamenska, A. Korkushko, L. Kushnir, N. Spitsyna, S. Krav-
tsova, A. Shot, A. Yanchev, D. Shekhovtsova [1-5]. Scientists, who are studying
internal audit based on the process approach mainly focus on the development
of methodological procedures for its implementation in relation to various
objects, which are most often corporate governance, risks, internal control,
fraud. [1-4]. Such scientists as A. Yanchev and D. Shekhovtsova, considering the
organization of internal audit of the enterprise’s expenses, allocate resources,
processes, economic results (expenses, cost), as well as management accoun-
ting and cost management systems as part of its objects [5, c.122].
T. Kamenska, A. Korkushko, L. Kushnir, A. Shot pay considerable attention
to the study of the features of planning and organizing internal audit in enter-
prises. [1; 2; 4]. N. Spitsyna and S. Kravtsova substantiate the main theo-
retical aspects of internal audit and its differences from external audit [3].
Recognizing the importance of scientific achievements of scientists, we note
the lack of comprehensive developments in modeling the internal audit pro-
cess of PWG costs and, at the same time, their need for applied application
of the obtained theoretical generalizations, which indicates the relevance
of the study of this topic.

The aim of the article is to develop and justify the internal audit model
of the restaurant business costs on the basis of the process approach.

Methods. Methods of theoretical and empirical research were applied:
individual, applied, deduction, analysis, synthesis, abstraction, extrapolation —
for the scientific literature analysis; building production models, system-
structural — for building models of internal audit processes of enterprise costs.

The information base of the study is the legal acts of Ukraine on
economic activity, accounting, audit; documents of international professional
organizations on audit and internal audit of enterprises; scientific works of
leading foreign and domestic scientists, periodicals.

Results. Internal audit is one of the main forms of financial control,
mandatory for the state and banking sector and proactive for other economic
entities, in particular PRG. As defined in International Standard on Audi-
ting 610 "Using the Work of Internal Auditors", an internal audit is an
evaluation activity organized by or provided as a service to a division of an
entity. Its functions cover, among other things, checking, evaluating, moni-
toring the adequacy and effectiveness of internal controls. [6]. This regula-
tion also defines the functional purpose of the internal audit unit as a unit of
the enterprise "which performs assurance and consulting activities designed
to assess and improve the effectiveness of the entity’s management, risk
management and internal control processes" [6, c. 673].
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The content characteristics and purpose of internal audit are also
presented in the MSPPVA: "internal audit contributes to the achievement
of the organization’s defined goals with the help of a systematic, consistent
approach to evaluating and improving the effectiveness of the processes
of corporate management, risk management and control [7]. That is, internal
audit, first of all, is a process organized and integrated into the economic
activity of the enterprise. The internal audit process of costs is an element
of the enterprise’s internal audit system, which reflects the implementation
of control procedures in accordance with the accepted methodology.

Achieving the goal of internal audit of the company’s costs largely
depends on the correct determination of the sequence of tasks provided for in
the control process. Considering this, we will consider the scientists’ views
regarding the content characteristics of the internal audit process by struc-
turing it into stages (stages, phases).

Exploring the content of the internal audit process, T. Kamenska sug-
gests highlighting such stages as "defining the subject area", "planning",
"checking the internal control system", "gathering and documenting evi-
dence", "completing the check", "monitoring the implementation of recom-
mendations" [8, c. 326].

As part of modeling the internal audit process of expenses, A. Yan-
chev and D. Shekhovtsov proposed the following phases: planning, collec-
ting audit evidence, documenting the internal audit and its results [5, c. 122].
Similar in terms of content are the stages of internal audit identified by
M.Shukhman: organization and planning, conducting, summarizing and
implementing the internal audit results [9, c. 107]. We mainly share this
position, since it allows us to distinguish successfully between the internal
audit tasks by the nature of the actions performed. However, in relation to the
last stage, we note that the internal audit prerogative is not the imple-
mentation of the results, but monitoring the implementation of the recom-
mendations formed based on the control event results.

Internal audit should be considered a process of sequential execution
of tasks within the organizational, preparatory, methodological and final
stages (Figure 1).

Presented in Figure I model of the internal audit of PRG costs reflects
the sequential implementation of tasks, the actual results of which will
change the control process content and accordingly modify the composition
of the methodical procedures to be applied. The expediency of distinguishing
individual stages of internal audit is determined by the significant difference
in the content and work nature of the entity performing the internal audit at
certain intervals of the control process

The result of the work at each stage is summing up and compiling
effective information used in the next stage of the internal audit process, and so
on until completion. After analyzing the work results, the internal auditor, after
completing each stage, must decide whether he is moving in the right direction
or some aspects (for example, the work plan) should be revised.
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The organizational stage of the internal audit of the company’s expenses,
in accordance with its name, involves the performance of a set of tasks related
to the definition of the object, purpose, tasks, establishment of materiality
criteria and audit risk assessment, plan and program preparation of the internal
audit, organization of the control measure process. In particular, within the
organizational and preparatory stage, the list of tasks is supplemented by the
formulation of hypotheses of typical violations regarding the display of expen-
ses in the accounting and reporting of the business entity (Figure 2).

Illegal formation (recognition) of expenses (including
prime cost) in the accounting system

Overestimation of the expenses amount in the
accounting and / or reporting system of the enterprise

Hypotheses violated
with costs

Understatement of costs in the accounting and / or
enterprise reporting system

Incorrect distribution of expenses by expense items in
the enterprise's reporting

Figure 2. Hypotheses of violations that lead to information distortion
on the business entity expenses [author’s development]

Formulation of hypotheses regarding possible violations at the stage of
preparation for conducting a control measure allows the internal auditor to plan
an internal audit of expenses in the most risky areas that require increased
attention, and accordingly reduce the time for conducting a control measure and
increase the probability of detecting illegal actions in the event of their presence.

On the basis of the mentioned hypotheses, the versions of committing
violations with the operational activity costs according to the economic
processes of PRG have been developed (Table).

According to P(S)BO 16, expenses are recognized either together with
the disposal of assets or with an increase in liabilities [10]. Since expenses
are an economic indicator that is directly related to a decrease in assets and/or
an increase in liabilities, after detecting signs of violations in the part of
expenses, we form versions that will one way or another relate to these
objects. Accordingly, the distortion of information about expenses in accoun-
ting or reporting may be caused by illegal actions regarding the manipulation
of the assets/liabilities of the business entity. Versions of violations regarding
economic transactions that affect the formation of the costs of operational
activities of the PRG reflect the method, subject and circumstances of com-
mitting the violation.

The importance of formulating hypotheses and versions of violations
during a control event lies in the fact that foreseeing the circumstances, oppor-
tunities, methods and subjects of committing illegal actions allows not only to
identify already committed violations, but also to develop measures to prevent
them, thereby shifting the focus on retrospective control to preventive.
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ACCOUNTING AND AUDIT

Given the risk of violations in cost accounting, it is advisable to evaluate
the cost management effectiveness on the basis of accounting and reporting
information only after the internal auditor receives evidence of its reliability.
Establishing the reliability of information about the company’s expenses may
involve checking both the object of a separate business transaction and estab-
lishing the reliability of financial or management reporting. At the same time,
the test will be more effective if you start by testing weaknesses in reporting and
analytical procedures in order to identify unusual fluctuations in interrelated
indicators. Identified weaknesses are checked more thoroughly (with a larger
sample size or continuous method). This position should be followed during the
preparation of procedures for the evidence formation of the reliability of the
costs display (including the cost price formation) in the accounting and reporting
of enterprises. Note that the procedure is a broader concept than methodological
techniques, as it includes the latter. Regarding the results of the assignment to
assess the reliability of information on costs, it should be noted that in the event
of a significant violation, regarding which the circumstances of its commission
are unknown and it is difficult to identify the guilty person, and there is also a
suspicion that it was committed intentionally, the internal auditor may initiate
an internal investigation.

At the regulatory level, conducting an official investigation by priva-
tely owned enterprises is not regulated. However, if the conflict could not be
resolved locally, the materials of the official investigation, issued by the
administrative document on the investigation and the act on its completion,
are transferred to law enforcement agencies. In the materials submitted to law
enforcement agencies, the internal auditor can provide descriptive and causal
characteristics of the violation, but he should not provide a legal assessment
of the violation, for example, in relation to the commission of fraud: firstly,
this prerogative belongs only to judicial investigators authorities, and
secondly, the definition of fraud in the International Standards for Quality
Control, Audit, Review, Other Assurance and Related Services and the Inter-
national Standards for the Professional Practice of Internal Auditing are
significantly different from the conditions for recognition of fraud by the cur-
rent Criminal Code of Ukraine.

Thus, according to the ISA, deliberate manipulations with expenses
can be regarded as fraudulent actions, and according to the norms of the
Criminal Code of Ukraine on crimes against property, expenses cannot be
recognized as an object of fraud. The evidence obtained by the internal
auditor of the reliability of the information about costs reflected in the
accounting and reporting provides a basis for evaluating the level of cost
management effectiveness on the part of PRG management, which also
provides for a certain method of implementation, which will be disclosed and
substantiated in further research.

Conclusions. Based on the study results, the theoretical foundations
for structuring the costs internal audit of a restaurant business have been
improved by developing a model that, within the organizational and prepa-
ratory stage, provides for the implementation of hypotheses and versions
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of violations with costs, the risk of which arises in the implementation of
business processes of enterprises: supply and posting of raw materials and
purchased goods, cooking, drinks and their sale. A list of versions of viola-
tions that lead to the information distortion about the expenses of a restaurant
business enterprise is proposed. This will contribute to the internal audit
improvement of expenses in terms of time, labor intensity, and increase the
detection probability of illegal actions in case of their presence.
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